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AN INTRODUCTION TO 
ECONOMICS 

To DEFINE what Economics is about is 
considerably more difficult than most 
people think. Economic text-books have 
provided a number of definitions. " Eco­
nomics is a study of man in the ordinary 
business of life." " Economics is a study of 
those motives and ~ctions which are cap­
able of being measured in money." But 
such definitions do not carry us very far. 
In inductive and experimental sciences a 
preliminary definition of scope is given (at 
least initially) by the nature of the 
material, although even here the frontier 
may be a vague and fading one: for in­
stance, the frontier between Astronomy 
and Physics to-day. But since experiment 
in the social sciences is so restricted, Eco­
nomics is primarily a deductive science, 
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which (like Geometry and Mechanics) de­
duces a series of conclusions from certain 
premises or assumptions ; and in a deduc­
tive study it is necessarily the development 
of the concepts themselves which provides 
its boundaries. In such a case when dif­
ferent schools of thought exist, employing 
qualitatively different concepts, a satis­
factory definition is hardly possible which 
includes them all. Each may be separately 
defined, and then the relationship in 
which each stands to the other may be ex­
pressed in terms of something wider. But 
a final and satisfactory answer can only 
really be given when qualitative dif­
ferences have been reduced to a common 
term, ok., to common differences of quan­
tity or number. This stage, however, is far 
removed as yet in a field so little charted 
as the social sciences; and for the present 
the most satisfactory way of defining Eco­
nomics seems to be in terms of the type of 
question which it asks and seeks to answer, 
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and similarly to define the rival schools of 
thought in terms of the different questions 
they pose to themselves or of differences in 
the type of answer they afford. Much of the 
confusion which reigns in the field of Eco­
nomics to-day is, I believe, due to failure 
to use this simple device. Much barren 
controversy-for instance between the clas­
sical economists and modern economists­
has been staged with no issue but stale­
mate and confusion, because the contes­
tants have failed to realise that each is 
engaged in answering a different set of 
questions-Ricardo or Marx, for instance, . 
being concerned with certain aspects of 
the distribution of wealth between classes, 
J evons or Pareto with the conditions of 
price-equilibrium on a competitive mar­
ket. Much of the discussion as to the 
adequacy of a certain theory (say of wages 
or of profits) turns on whether it answers 
the questions it claims to when those ques­
tions are framed with a greater or smaller 
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degree of explicitness. More than one 
economist has launched his enquiry in 
quest of answers to certain questions, and 
then has proceeded to employ an apparatus 
of assumptions which essentially precluded 
those questions from receiving any answer. 

It is the fashionable view to imagine 
that the early economists were the crude 
craftsmen of economic science who, work­
ing with inferior tools and experience, 
built their structure in an imperfect way, 
and that their modem successors have re­
trieved their errors and mistakes in a more 
finished and completer structure. Ricardo 
is said to have emphasised "only one 
side" of the problem (e.g., supply, not 
demand) : to have noticed only one set of 
the forces at work ; Adam Smith to have 
laid certain foundations (his enquiry into 
the causes of the wealth of nations) which 
needed the improved technique of a hun­
dred years later to complete. Hence the con­
cepts of classical economy are laid against 
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the concepts of twentieth century economic 
theory and directly compared, to the un­
doubted credit of the latter for their greater 
finish and perfection of detail. Where they 
differ (e.g. in their emphasis on costofpro­
duction as against utility as determinants 
of exchange-value), argument is conducted 
between them as though it were solely a 
question of differences of answers afforded 
to the same basic questionnaire. 

This method of approach is fundamen­
tally erroneous. At best it is a sufficiently 
partial view of the matter to cause more 
confusion than enlightenment; and any 
further progress in the subject seems likely 
to be seriously obstructed until an alter­
native critical approach is tried. It is 
a commonplace in Art to-day that the 
cc Primitives" of the fourteenth and fif­
teenth centuries were not merely cruder 
craftsmen compared to the representa­
tional painters of a later date-in many 
respects they very obviously were not-
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but ~at they were trying to do something 
~t~as qualitatively differenL The Physi­
ocrats and the classical economists are in 
a sense the "Primitives n of economic 
science. In some ways they may have had 
a less finished technique than their twen­
tieth century descendants. But what is 
more important is that many of the con­
cepts they used were different and that 
they were trying to answer a different set 
of questions in a different way : questions 
partIy concerned with the distribution of 
income between classes, partIy with the 
conditions of maximum economic pro­
gress. This fact is obscured because econo­
mists of to-day imagine themselves to be 
answering, and certainly claim to answer, 
many of the questions which their classical 
forebears set out to do. But, to a large ex­
tent, I believe that the apparatus which 
they use produces, in reality, solutions 
which are in fact appropriate to a quite 
different and more limited context. 
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THE RISE OF POLITICAL 
ECONOMY 

POL I T lOA L Economy was cradled in 
those social economic and ideal changes 
which marked the transition in Western 
Europe to the new bourgeois epoch. In 
France and Germany the remnants of 
feudalism were ripe for abolition. The 
centrb of gravity, economically and politi­
cally, was shifting in favour of the parvenu 
"third estate." In England the bour­
geoisie had come into its own much 
earlier, and the bourgeois State, pursuing 
a commercial policy, had been established 
two to three centuries before. England had 
had her economic writers at that period­
Thomas Mun, Locke and Sir William 
Petty-but they were concerned with de­
tailed points of State policy rather than 
with creating a theoretical system. By the 
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end of the eighteenth century a new section 
of the bourgeois class was coming into exis­
tence: a class of industrial capitalists 
whose interests were ranged against the 
existing system established in the com­
bined landowning and commercial in­
terests of the eighteenth century Whig 
aristocracy. But it was in France rather 
than England that the unified concept of 
an economic society as the subject for 

• 
Political Economy first appeared. The 
French Physiocrats of the eighteenth cen­
tury sketched the outline which Ad.un 
Smith filled out in his enquiry into the 
WtaM ofNatiIms, and Ricardo developed 
in his analysis of the ,dUtribution of weal tho 

Both France and England at this time 
witnessed a considerable ferment of new 
ideas, couched in the language of natural 
science, which since Bacon and Descartes 
was making steady conquests. In antithesis 
to the old authoritarian order, y,ith its pre­
scribed codes and sanctions, there was 
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placed the concept of a " natural order," 
which showed its hand only when man 
was unfettered and free, and which gave 
its sanctions to the popular will. In an­
tithesis to authoritarian "divine right" 
was placed the " natural right" of the in­
Clividual. It was in this framework that 
there developed the concept of an econ­
omic society. This economic society was 
still in the fceta! stage, taking shape within 
the confines of a system of sanctions and 
prohibitions which had at first nurtured 
and now cramped its further development 

. as an independent entity. Hence, in oppo­
sition to the authoritarian views of Mer­
cantilism, which held that a commercial 
system only existed as such by virtue of 
detailed regulation by the State and would 
relapse into chaos without such control, 
Political Economy offered the conception 
of an economic order ruled by " natural 
law," which would" go by itself" if left 
to itself and would only produce the best 
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results if "natural law" were left to 
operate free and unfettered. The indi­
vidual had a " natural right" to pursue 
his own self-interest, because in so doing 
by virtue of this "unseen hand" he 
thereby promoted the common good. To 
discover and postulate this" natural law " 
was the rale of Political Economy; and 
" the advice to the sovereign" which it 
tendered was not how to regulate, but 
why not to regulate, economic affairs in 
order to promote the greatest wealth of the 
nation. And while the Physiocrats coined 
the slogan laissez-faire, laissez-aller (let do 
as you please, let go as you please), the 
English economists followed Adam Smith 
in expounding that imposing symmetry of 
economic harmonies which would come to 
birth ifit wer~ not suffocated and strangled 
by an unnatural degree of obstetrical at­
tention. Political Economy, therefore, had 
its origin and derived its force as a direct 
apologetic of capitalist individualism. 
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An economic order ruled by " natural 
law" must possess a unifying principle. 
However complex and apparently arbi­
trary the phenomena, they must be ex­
plicable in terms of generalisations which 
hold together in a consistent logical whole. 
Science is not a matter of classifying every­
thing in an arbitrary arrangement of 
pigeon-holes, or fitting it into a convenient 
card-indexing system, even if this be a 
necessary preliminary device. Its ultimate 
aim is to refer the maze of qualitative 
differences which meet the eye to a single 
common denominator. The Physiocrats 
were the first explicitly to conceive of the 
economic order in analogy with a natural 
organism; and the dominant analogy 
which presented itself was that economic 
society was a system of the circulation of 
wealth. What was the physiology of this 
process? The economic system was to 
human society what the body was to the 
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human personality-the physical basis for 
the growth of the higher functions ; and 
the condition of social progress was that 
the economic system should be capable of 
yielding to the State and the ruling class 
the largest possible surplus on which the 
deVelopment of the State and of culture 
could thrive. QIesnay'1 famous Tableau 
Economique was designed to show how of 
the annual prod,uce part went by exchange 
to replace what had been consumed during 
the previous cycle, another part did not 
need to go back into the economic system 
as a condition for restarting a fresh cycle 
of ptoduction and circulation over again, 
but remained as a surplus or produit net ; 
and labour was judged " productive" to 
the extent that it yielded such a surplus. 
What commerce and manufacture ab­
sorbed was what was necessary as fuel to 
their activities. Manufacture exchanged 
the products which it did not use itself 
against the agricultural production which 

22 



ECONOMICS 

it required to supply its raw materials and 
the subsistence of its work-people. Manu­
facture by this act of exchange did no 
more than give an equivalent for equi­
valent received, and hence was not pro­
ductive of any surplus. Said Mirabeau : 
" I give a length of cloth to a tailor : he 
will never be able to increase it, so as to 
make out of it a coat for himself as well as 
for me." Agriculture, on its side, ex­
changed a part of its products against 
manufactures which it needed for the 
maintenance of agriculture and the agri­
cultural population, such as tools and 
clothing. But this part ofits produce which 
it exchanged against manufactures, plus 
what it used itself for subsistence and 
seed-corn, did not exhaust the whole of 
the produce of the land: 'a third part 
went to the landowning class as rent, 
without any exchange of equivalents. This 
was the essential surplus, or produit net, of 
the economic system; and agriculture 
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alone yielded this surplus. Progress con· 
sisted in the continual enlargement of this 
produit net. 

These ideas have been so often mis· 
understood by later economists, that the 
Physiocrats are frequently assigned only 
a modest place in the hierarchy of political 
economy. Economic text-books custo­
marily pass. them by with. a reproof for 
being so stupid as to assert that agriculture 
alone was "productive," thereby missing 
the essential definition of " productive" 
as creative of surplus or produit net, and 
missing, too, the whole fundamental sig. 
nificance of the distinction between surplus 
and gross produce and cost, as the unifying 
concept of political economy. And in 
tracing this surplus to agriculture alone 
the Physiocrats were asserting nothing so 
silly as their traducers claim : it was a con­
cept born from, and appropriate to, eco­
nomic society before the French Revolu­
tion, when manufacture on a capitalist 
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basis was still in its infancy and land rent 
was the essential basis of the income of the 
ruling class. In the history of ideology it 
represents an interesting transitional phil­
osophy lying between the old epoch and 
the new. Formally, by its insistence on the 
importance of agriculture and ofland rent, 
it seemed to rest upon the aristocratic 
society of the past. Certainly it contained 
no prophecy of nineteenth century indus­
trialism or of the needs and functions of 
a new bourgeois class. Indeed, what 
grounds for such ideas were there in eigh­
teenth century France? But in its implied 
insistence on removing feudal restrictions 
on agricultural development and restric­
tions on capital investment in farming, in 
its emphasis on freedom of commerce and 
on land rent as the appropriate basis of 
taxation, in its concept of a "natural" 
economic order which would "work of 
itself" unaided by authoritarian control, its 
significance was revolutionary. In the realm 
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of economic ideas, it played the same r~le 
of John the Baptist to the coming bourgeois 
revolution that Voltaire and Rousseau 
played in the realm of political ideas. 

Adam Smith (1723-1790), who was con­
siderably influenced by the Physiocrats, 
was much more concerned with composing 
a commentary on specific economic ques­
tions and in advancing a practical thesis 
than in establishing a conceptual unity. 
In this he was fully in the tradition of 
English empiricism .. At the same time, his 
treatment was more comprehensive in the 
range of practical issues he touched upon, 
more thorough in its detail, and his cham­
pioning of the new bourgeois philosophy 
of economic freedom was much more ex­
plicit. His enquiry into the causes tlf the 
wealth of nations prod1!ced a number of 
sound empirical generalisations about the 
division of labour and the accumulation 
of capital, a vigorous criticism of Mercan­
tilism, and an acute analysis of the effecu 
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of different forms of taxation. Tempera­
mentally he differed considerably from the 
Physiocrats, at any rate from Quesnay. 
His empiricism even had a touch of 
atomism about it. He was at any rate quite 
willing to be eclectic where convenience 
seemed to demand it. The only consider­
able point of doctrine on which he differed 
from the Physiocrats was in their statement 
that agriculture alone was U productive" ; 
but true to his temperament he left the 
matter there and developed the concept 
of a produit net in manufacture no further. 
Ricardo (1772-1823), on the other hand, 
whose essentially continental temperament 
was in many ways the antithesis of that of 
Adam Smith, was much more in the direct 
tradition of the Physiocrats (i.e. in the 
manner of his approach, and in his 
method, rather than in his conclusions). 
He was concerned to establish a unitary 
principle by which to interpret all the 
major phenomena ofthe economic system. 
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In particular, he was concerned, like the 
Physiocrats, with the problem of the dis­
tribution of wealth. In his treatment pro­
duit net, or rent, assumed specifically the 
garb of an exac~on from the industrious 
classes for the benefit of the passive lartd-, 
owning class. This was an important shift 
of perspective. In his theory of Profit he 
virtually advanced a second species of 
produit net-an implication which Marx 
was quick to develop-the produit net of 
manufacture. But this species had essential 
peculiarities, even if it belonged to the 
same broader genus. As it represented the 
income of the bourgeoisie, the accumu­
lators of industrial capital and the pioneers 
of industrial advance, its increase con­
stituted a desirable engine of progress, 
whereas rent, which fed a passive and 
reactionary aristocracy, was a tax on 
progress. Ricardo was par excellence the 
economic prophet of the industrial 
bourgeoisie. 
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THE THEORY OF VALUE 

THE PHYSIOCRATIC analysis clearly 
turned on the distinction between surplus 
and cost and on the notion of equivalence. 
In Quesnay's circulation process the actual 
equivalence established on the market in 
the 'exchlinge .of ono' coinmodity against 
'another wa~ 'taken for granted. But such 
a market equivalence was not a stable 
thing : cloth did not retain an invariable 
value in terms of corn, but changed from 
year to year, even possibly from week 
to week. What was the secret of such 
changes ? Was there some fundamental, 
some "natural" basis of equivalence 
which market value might not always 
adequately express? Was there a sense in 
which corn might sell above its value and 
cloth below it? If so, might not a concealed 
surplus lie behind the act of exchange? 

Such considerations led directly to the 
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search for a theory of value, which became 
the primary concern and the essential 
framework of classical Political Economy. 
Preoccupied with ideas of" natural law," 
the political economists came to conceive 
of a " natural value," or principle of eco­
nomic equivalence, which was not neces­
sarily synonymous with actual realised 
"market values U and would only be 
completely realised on the market in a 
"natural order" -the ideal laisst1:.-faire 
individualist system. And since such a 
value was a principle of" natural law," it 
necessarily had something essentially pro­
per, just and harmonious about it. Just as 
natural science dealt with such properties 
as "length" and "weight," it seemed 
that economic science ought to be able to 
base itself on the basic fact of" value." 
"Intrinsic value" was commonly dis­
tinguished from "extrinsic value" (or 
actualexch.ange-value). Petty (1623-1687) 
used the interesting distinction between 
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"Natural Cheapness (which depends 
upon the few or more hands requisite to 
produce the necessities of nature, as com 
is cheaper where a man produces com for 
10 than where he can do the like but for 6)" 
and" Political Cheapness (which depends 
upon the paucity of the Supernumerary 
Interlopers into any trade over and above 
all that are necessary)." Much effort has 
subsequently been expended in demon­
strating that the classical economists were 
confused when they spoke of a " measure 
of value " by which they sometimes meant 
the " cause of value" and at other times 
the measuring rod (be it com or labour or 
gold) in which value was expressed. Pro­
bably they did not analyse their concept 
very deeply: it is easy in language, and 
consequently in thought, to confuse, say, 
length, or spatial extension, with the con­
ventional foot, yard, and furlong measures. 
This confusion, however, was not very 
serious to their reasoning; and the criticism 
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neglects what was the essence· of their 
point of view. The thing, the quantity, 
which constituted the "intrinsic value," 
in so far as it could be separately ab­
stracted, ipso/acto constituted an invariable 
measure of" value" too; just as a pound 
weight constitutes weight and measures it 
at the same time. But the confusion of 
which the earlier economists definitely 
were guilty was between cost and value. It 
was distinctly tempting to identify the 
two: the diStinction between gross pro­
duce and net produce turned on the con­
cept of a cost which consisted in what was 
" necessary" to keep the productive sys­
tem working-the essential fodder to the 
economic machine. In each cycle of pro­
duction a certain amount is put into the 
economic system-seed-corn, subsistence 
for the workers, etc. In the course of the 
productive cycle enough is yielded to re­
place this original cost or outlay, plus 
something in ~ddition-the produ,il net. So 
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long as this process is conceived in terms 
of a single composite commodity, com, as 
it was with Sir William Petty and to some 
extent with the Physiocrats, the concept 
was an easy one. The real cost of a thing 
consisted in the outlay of com necessary 
to finance its prOduction, and it was a 
reasonable step to asSume that this con­
stituted the "natural value" of a com­
modity.' But as soon as one included other 
commodities than com in "necessary" 
subsistence, the simplicity of the explana­
tion broke down : one was involved in the 
circular problem of first establishing the 
equivalence of the various commodities 
(say com, meat and cloth) which consti­
tuted cost. To resolve this difficulty, a 
transition was accordingly made from the 
com necessary to feed labourers to the 
actual labour as constituting the funda­
mental" cost" and the basis of" natural 

1 for this interpn-tation of classiea1 doctrine and for several 
oth~r ideas which follow I am indebted to Mr. P. Sraffa, of 
KinS·' Cullcge. Cambridge. 
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value." Labour was essentially the crea­
tive agency in ~ production, the sine qua 
non of converting what nature offered into • 
the' actual requirements of Inan. The 
"real cost" to mankind of winning a live­
lihood consisted in the amount of labour 
it was necessary to experld ; and it seemed 
"natural" that different commodities 
should be estimated or valued in propor­
tion to the labour their creation required. 

But the earlier idea of cost as " subsis­
tence" still remained to sow confusion. 
From the standpoint of an employer and 
the employing·class as a whole, " cost" in 
the last analysis consisted in the outlay of 
subsistence for workers-the necessary con­
dition of production. What the workers re­
turned to him by their efforts over and above 
this constituted for the employing class the 
net produce of the system-the source of 
profit on capital. Marx was the first to point 
out this confusion when he charged Ricardo 
with confusing labour as the basis of value 
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(the actual quantitative expenditure of 
effort) with the wages paid to labourers 
(the value of their labour-power).l 

When Ricardo sought to show that in 
a cc natural order U commodities tended 
to exchange at their labour equivalents, he 
did so on the assumption that competition 
would tend to establish a single level of 
wages (for labour of the same quality) and 
a single level of profits throughout dif­
ferent lines of production. Since the 
relative amount of wages expended, say, 
to produce a yard of cloth and a bushel of 
corn would be proportional to the labour 
employed, and since the profit, being the 
same rate on capital outlay in the two 
cases, would be proportional to the outlay 
in wages, it followed that the relative 

1 The a.oaertion frequently made that Man _ a man or 
hasty reading and undcntanding, who bas.-d h.ia tlleoriQ Oft 
one or two impt'rfectly undentood ideal of Ricardo, is quite 
con lTary 10 the fact. One nreci only read the very drtailed 
and acute analysia of the Physiocrats, Smith, Ricardo and 
leveral le. ... knoWD economists in Marx', 1Morin& ."" dnt 
M,h'uvrl (almost unknown in this country). 10 realise tll. 
absurdity of the UleJ'tioo. 
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values (wages plus profit) of com and 
cloth would be proportional to the labour 
involved in their production. Summarily, 
his argument amounted to an identifi­
cation of money cost and real cost: 
market prices would be proportional to 
money costs (wages), and money costs 
proportional to labour expended. 

This coincidence of normal market value 
with labour value applied so long as fixed 
capital, embodied in machinery and build­
ings, bore the same ratio to capital laid 
out as wages in all industries. But this is 
clearly not so : in agriculture or watch­
making the ratio of labour to machinery 
will be relatively high; in iron or cotton 
produc;tion the ratio will be relatively low. 
Ricardo mentioned this as an "qcep­
tion "-in his first edition as an exception 
of minor importance, insufficient to in­
validate his general principle, in his third 
edition admitting it as a more serious 
modification of his theory. And a serious 
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modification it certainly was. For, to the 
extent that the ratio between machinery 
and labour varies, commodities will ac­
tually exchange on the market, not in 
proportion to the labour expended to pro- . 
duce them (including the stored-up labour 
embodied in the machinery), but some at 
a higher value and some at a lower. 
Where a relatively large amount of capital 
is locked up in buildings and plant, the 
need for this capital to earn a normal rate 
of profit (otherwise it will eventually 
migrate elsewhere) will require these com­
modities to exchange at a higher value 
against commodities produced with less 
machinery. The coincidence between lab­
our values and market values -l>reaks 
down: if labour constitutes the funda~' 
mental " real cost," then the equivafence 
which the market expresses is not this 
more fundamental equivalence. Instead, 
market values = wages plus normal rate. 
of profit on the capital employed. 
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RICA RDO AND RENT OF 
LAND 

BUT WHAT of rent of land? Did rent 
arise because agricultural commodities ex­
changed on the market at a higher value, 
relatively to their labour equivalence, 
than manufactures? Did it arise because 
agricultural values equalled not only wages 
plus a normal rate of profit on capital 
employed, but wages plus profit plus rent as 
well? In other words, was rent extracted 
because exchange on the market between 
agriculture and industry caused the former 
to give less than an equivalent for what it 
received in exchange? Ricardo formally 
answered" No" to this question by an 
ingenious analytical device. How, indeed, 
could he admit the inconsistency of a 
" natural order" producing" unnatural " 
exchange equivalents? But the answer was 
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entirely dependent on the ingenuity of the 
device, and not independent of it. This 
device was the concept of the differential, 
so dear to the economist heart ever since. 
Rent arose because of differences in the 
fertility of different.soils. AJ the market for 
com expanded, the more fertile soils being 
fully tilled, cultivation extended to inferior 
soils where the expenditure of labour re­
quired to produce a bushel of com was 
greater than on the superior land. The 
value of com was determined by the 
labour expended at the margin of culti­
vation, i.e. under the . least favourable 
natural conditions. But since the price of 

. com in the market equalled the cost on the 
inferior land, the corp grown on the better 
land, where the cost per bushel was less, 
yielded a surplus. This constituted eco­
nomic rent and accrued to the landowner : 
directly if he was both owner and culti­
vator, indirectly through the competition 
of farmers for the better land if the owner 
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leased to a tenant. Rent therefore figured 
as a product of Nature's bounty, which the 
landowning class was able to annex as 
attribute of its right of ownership. And as 
the progress of society increased the valu­
ation placed upon these scarce qualities of 
Nature, resort had to be made to less and 
less fertile soils, the margin of cultivation 
was extended, and rent tended to rise. 
With the march of industrialism wages 
would tend to remain at, or near, subsis­
tence level (owing to the law of population 
and the competition of labourers for em­
ployment), the rate of profit (with the 
progressive accumulation of capital, fall of 
price and rise in cost of agricultural pro­
duction) would tend to fall, and at the 
same time rents would tend to rise. 

The exclusion of rent from the problem 
of market value-excluding it as a price­
determining element with the dictum, 
which has sown so much confusion, " that 
rent does not enter into cost of production " 
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-was entirely formal. It was a trick of 
analytical framing, a trick of definition, 
the simplest of tautologies, and nothing 
more. Ifprice equalled cost at the margin, 
then rent had nothing to do with it, for the 
simple reason that rent did not appear at 
the margin. But it still remained true that, 
if one spoke of the average cost of producing 
agricultural products, rent arose because 
a smaller quantity of cost-equivalents was 
yielded by agriculture in market exchange 
against a given cost equivalent yielded by 
manufacture. In other words, rent arose 
because the price of com was raised dove 
the average cost of producing that com. 
But there was this much to be said for the 
Ricardian tautology: the reason for this 
raised agricultural price was the limitation 
of natural resources and was not the work 
of alterable man-made institutions or man­
made restrictions. The landlord, as owner 
of scarce natural properties, was a passive 
not a deliberating agent in the process ; 
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and the emergence of rent was consistent 
with, and not a violation of, a " natural 
order" of exchange-, or value-, ratios. 

But Ricardo was less concerned with the 
qualitative characteristics of rent and profit 
than with the factors which influenced 
changes in them, and with emphasising 
the class antagonism which lay between 
them. And here he was most conspicuously 
champion of the new indus~al order. His 
·theory of rent as a surplus at the expense 
of the industrial classes, and a tax on their 
income, was heavy theoretical artillery 
against the landowning interests and 
against legislation, such as the Corn 
Laws, which by raising rent lowered profit. 
He was the bourgeois economist par ex­
cellence because he presented, more ex­
plicitly and fully than anyone before him, 
the " natural economic order" as a con­
ceptual unity, and presented progress as 
essentially consisting in the process of 
capitalist industrialisation. And with him 
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bourgeois 'Political Economy reached its 
zenith. His immediate followers did little 
more than repeat and elaborate his idea~. 
J. S. Mill (1806-1873), for all his un­
doubted qualities, was an essentially cau­
tious and unoriginal mind, which played 
the r61e of careful editor, commentator 
and interpreter to Political Economy, 
rather than an inventor of new ideas. 
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AFTER RICARDO 

THE M 0 S T significant characteristic of 
classical Political Economy after Ricardo 
has usually been treated as a marked im­
provement. Certainly it followed as an 
attempt to avoid the impasse which Ricardo 
had reached in his attempt to identify 
market values with real cost. Viewed in 
correct perspective, I believe, this is to be 
regarded as a symptom of decline, since 
it constituted, in effect, an abandonment 
of the most fundamental part of the 
problem which underlay the Physiocratic 
enquiry and a passing over into empiricism 
and eclecticism. The attempted solution 
was really no solution, but a retreat from 
the issue. It consisted in virtually aban­
doning the conception of objective real 
cost. " Real cost" was retained in name, 
but was given an altered content which 
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was 'sufficient to change and to destroy its 
essential significance. Adam Smith was 
first responsible for importing the phrase 
cc toil and trouble" into the problem of 
real cost. But when he referred to labour 
as the basis of value, he seemed more 
frequently to use it in the original objec. 
tive sense of concrete material expenditure 
of human energy than in any subjective 
psychological sense. With Ricardo's sue· 
cessors and interpreters, the conception of 
real cost became explicitly and completely 
shifted on to a subjective basis. McCulloch 
had defined" real value" as regulated by 
the "quantity of labour required" ; but 

, at the same time he seems to have defined 
Smith's "toil and trouble" as measured 
by" the sacrifice to those by whom it (the 
labour) is performed." I And after him 
" real cost" became explicitly something 
psychological-a disinclination, or malaise, 

lJ. R. McCulIoch: PrWiplu of PoliJieal Eanrom.1 (1825), 
PP·115-1117· 
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In the mind. Given this shift of con­
tent, the logical next step was Senior's 
U abstinence," or refraining from present 
consumption in order to save and invest, as 
a second category of real cost, this" absti­
nence" affording the "explanation" of 
profit and removing it from the category 
of a surplus. Real cost = labour + absti­
nence. Money cost and price = wages + 
profit. Therefore, market values coincide 
with real cost. The Ricardian dilemma 
seemed to be solved. But the solution was 
no solution. Once the unitary conception 
of real cost had been abandoned, the 
possibility of using it as a concept of 
equivalence between commodities neces­
sarily broke down: to enquire whether or 
not things exchanged in the market on the 
basis of these equivalents became otiose. 
One now had two dissimilar so-called 
quantities-" labour" and " abstinence" 
-qualitatively different. How to equate 
them to form a single quantity, real cost? 
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Was an hour oflabour to be equated to an 
abstinence from the enjoyment of £1 for 
an hour, or for a day, a week or a year? 
" Real cost" remained merely as a cata­
logue-device to embrace two disparate 
categories which could only be equated in 
terms of money-i.e. in termS of their 
market values, which were themselves de­
pendent, of course, on the market values 
of the latter. If the former reflected the 
latter, how could they be based on the 
latter? What meaning had enquiries about 
the identity of the two? Perhap3 a 
Hedonist psychology (which explained 
human behaviour as motivated by cal­
culations of pleasure and pain) could 
afford a solution by reducing both" ab­
stinence n and "work" to terms of a 
single quantity-" Pain." But this solution, 
though it was suggested, was never very 
explicitly defined. If it had been, the con­
cept of sacrifice would probably have had 
to be shorn of much of the meaning 
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generally imparted to it. At any rate, it is 
highly questionable whether any such 
solution would find acceptance to-day. As 
it was, Senior had considerable difficulty, 
I believe an insuperable difficulty, in de­
limiting his concept of abstinence. Was 
there a "sacrifice" or cc real cost" in-, , . 
volved in lending property that was 
inherited, as well as in lending property 
that had been accumulated out of one's 
income? If so, where was the difference 
between lending a factory or a railway 
and lending land? If not (as Senior de­
cided), why so arbitrary a boundary to 
the virtues of sacrifice? So long as real 
cost meant" sacrifice," there seemed no 
solution :. one cannot sacrifice unless one 
has something to sacrifice; and sacrifice 
becomes simply a "function" of avail­
able opportunities, variable with those 
opportunities and constituting nothing 
fundamental at all. The search for a 
theory of value became merely an 
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empirical one-a collection of the various 
proximate causes of changes in market 
price-which could afford no judgment as 
to the U natural ,. fitness, appropriateness, 
desirableness or otherwise of the system of 
exchange equivalents which the market 
established. Moreover, once an adequate 
system of real cost was gone, there was no 
basis for any fundamental distinction be .. 
tween gross and net produce : the concept 
of surplus no longer had a consistent 
meaning. 
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MARX AND SURPLUS-VALUE 

THE TRADITION carried down from 
the Physiocrats through Ricardo passed 
not to Ricardo's direct descendants but to 
Marx (1818-1883), who took the Ricar­
dian system, sheared it of its cc natural 
law tt framework, and revolutionised its 
qualitative significance. Marx was remark­
able precisely for these features ofhis work 
which have most rarely been appreciated; 
but set against the background of the type 
of questions which classical Political Eco­
nomy was concerned to answer, his system 
can justly be said to have crowned the 
classical edifice. Certainly Marx crowned 
it in a peculiarly Hegelian way: in the 
manner in which he claimed in his 
philosophy of history to have turned 
Hegel upside down-to have stood him 
on his feet where he found him standing 
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on his head by substituting a materialistic 
interpretation of history for an idealistic 
one. 

Marx did· not start from the concept of 
natural order underlying the capitalist 
system; for him capitalism did not con­
stitute the final term of economic pro­
gress, but was historically relative and 
transitional. Hence he was biased by no 
desire to identify market prices with real 
cost. Labour in an objective sense-the 
expenditure of human energy of muscle 
or nerve-constituted value, that is the 
social valuation to be placed on the com- . 
modities which were the fruit of this 
labour. It was the fundamental equivalent, 
the criterion by which one could judge the 
significance of the price relationships estab­
lished by the market under varying sets of 
conditions. Without it there was no ulti­
mate criterion. One could not say whether 
a certain act of exchange represented a 
passing of equivalents or not ; and hence 
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without it the Physiocratic concept of 
CI surplus," as something which accrued 
without any equivalent being absorbed in 
return, would have no meaning. Under 
certain sets of conditions, 1 market prices 
would coincide with values. Exchange 
would be of equivalent for equivalent; 
but by no means under all sets of con­
ditions. It is precisely in the failure to 
appreciate this that the monstrous Inis­
apprehensions which affected nearly all 
Marx's subsequent critics consist. Marx 
never identified market value with. labour 
value, as Ricardo tried to do. How then 
could there be a " Great Contradiction" 
when Marx, in vol. iii. of Capital, develop­
ing what Ricardo had admitted as an 
" exception." specifically stated that under 
conditions of modern capitalism com­
modities did not exchange at their values; 
but at what he called their "price 

1 I.g. what Marx, a little obscurely, termed .. a society of 
simple commodity production" in voL 1. of CtJpilal. 
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of production"? This' latter quantity 
equalled wages' plus a normal rate of 
profit on the capital employed, and 
diverged from cc value It to the extent 
that the ratio of machinery to labour­
what he termed the "organic com­
position of capital "-varied in different 
Ji.nes of industry. 

Marx's problem was to determine the 
distinguishing characteristic, the social 
significance, of capitalist profit. If it was 
a surplus in the Physiocratic sense of 
values paid to someone without a giving 
of equivalents in exchange, how did it 
arise and on what conditions did its emer­
gence depend? His method was to take 
a "simple commodity society" where 
commodities exchanged at their values 
(avoi~g the complication of different 
compositions of capital), and to enquire 
how a surplus could arise on such assump­
tions. It could not arise in the course of 
exchange, because this was an exchange 
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of equivalents. The answer he gave was 
that it arose from the peculiarity oflabour­
power as a commodity in producing more 
commodities than were used up to pro­
duce the original labour-power-used up 
in the subsistence necessary to replace the 
energy expended. Labour-power produced 
a value greater than its oWll value. The 
capitalist purchased labour at its value; 
and this constituted for him the primary 
expense of production. The value of 
labour-power was itself determined by 
the amount oflabour required to produce 
it-that is, by the subsistence necessary to 
maintain the worker in working efficiency 
under any given set of social conditions 
and at any given time. The capitalist 
was able to annex, as his profit, the differ­
ence between this (vit., wages) and the 
gross value which labour, when set to 
work, produced. Wages were the payment 
of equivalent for equivalent-subsistence 
of the worker replacing the energy he 
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expended in his employer's service. Profit, 
in contrast, arose from the peculiar quality 
of the commodity labour-power that, 
when put to use, this labour created a 
value greater than its own value-profit 
arose from an exploitation of the difference 
between the value of labour and its pro­
duct. Hence its qualitative peculiarity, 
which he characterised by the term If sur­
plus value" ; hence a class antagonism 
between receiven of surplus value and the 
producers of it, which in our own day is 
more significant than Ricardo's antagon­
ism between landlord and capitalist. 

But labour-power only figured as a 
commodity, bought and sold in a labour 
market, under a definite set of historical 
conditions-when historical processes had 
created a propertyless proletariat without 
other means of livelihood, on the one hand, 
and a propertied class on the other hand. 
The emergence of profit, therefore, was 
not a "natural" category rooted in a 
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natural order of things: it was a category 
of income peculiar to a particular stage 
of historical institutions, to a particular 
form of class society. 

In the later stages of his analysis Marx 
introduced the conditions which caused 
market prices to diverge 'from value­
equivalents. Chief of these was the need 
imposed by the competition of capitals 
for profit to be spread out so as to yield 
an equal ra,te per £, as water finds a com­
mon level given a sufficiency of connecting 
pipes. This caused commodities which 
had been produced with a relatively large 
proportion of fixed capital to labour to 
sell above their value-equivalent,· and 
commodities which had been produced 
with a relatively small proportion of fixed 
capital to labour to sell below their value­
equivalent. But this divergence was not of 
a kind to invalidate his central theorem­
to upset the character of profit as surplus­
value. It effected an altered distribution 
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of this surplus between different lines of 
.industry and altered proportions of pro­
duction in different lines ; but it did not 
affect the size of surphis-value in the 
mass. 

)< 
~ 
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THE NEW ECONOMICS 

I NTH E last three decades of the nine­
teenth century Political Economy under­
went an important change, which has a 
different and a deeper significance than 
is customarily realised. Simultaneously 
and independently the so-called Austrian 
School, on the one hand, with Menger, 
Boehm-Bawerk and Wieser as its giants, 
and J evons in England, were building the 
new frame-work within which Economics 
(to use Jevons's new term) has moved 
ever since. Closely on their heels followed 
Marshall in this country and Walras and 
Pareto, of the so-called Lausanne School, 
on the Continent. 

At first sight the change seems mainly 
a formal one. The new school of thought 
has frequently been referred to as the 
school of Marginal Utility to describe the 
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two most important features of the new 
theories. The first noticeable difference 
b~tween the old economists and the new 
consisted in an ~mportant shift of emphasis 
from supply and cost to consumers' de­
mand and utility as the determinants of 
exchange-value. Value was no longer re­
garded as determined by labour, or even 
by labour plus abstinence, but by the 
capacity of a commodity to afford satis­
faction to consumers (i.I., its utility). This 
represented a psychological and Hedonist 
approach to the problem from the stand­
point of consumers' desires. The second 
feature of the new theories was their em­
phasis on the effect of changes at the 
margin-for instance, the loss or gain of 
utility resulting from U a little less" or 
" a little more" of a certain commodity 
(say, cloth or com or tea) ; and it was the 
utility of" a little less" or " a little more" 
(the marginal utili!}) which was regarded as 
important in the determination of value. 
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This emphasis on the margin was the result 
of an attempt to construct economic 
science in a mathematical framework. 
Jevons (1835-1882), for instance, was at 
considerable pains to prove that economics 
must be a mathematical science in form, 
whether the economist actually spoke in 
words or in algebraic symbols. He ac­
cordingly employed the mathematical con­
ceptions of the differential calculus and of 
functional equations as a convenient ana­
lyti~al technique; and since the differential 
calculus deals in terms of small increments 
and decrements (of cc a little more" or 
"a little less" of something or other), 
economists tended to frame their theorie5 
in terms of marginal changes of this kind. 

But the change went "deeper than this : 
it was a change of conceptual approach, 
and a change in the type of question that 
was being answered. The new economists 
were not concerned primarily with con­
ceptions of " real cost" and cc surplus" ; 
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they were not concerned with a principle 
of intrinsic value as a key to the problem 
of equivalence. They were concerned with 
a more empirical enquiry-the causes of 
changes in market values. This enquiry 
l?ounded their horizon 80 far as the theor­
etical core of economics was concerned ; 
and all the major economic problems 
could be reduced to these terms. It was 
natural that, in pursuit of such an enquiry, 
the analogy of a theory of equilibrium 
should be suggested from mechanics. 
" Value" represented a certain "po­
sition " or " level" which, in equilibrium, 

. a commodity occupied relatively to the 
remainder of commodities. In this sense 
" value tt was always a " relative" value ; 
and the concept of " absolute value" as 
a sort of "fixed star" in the economic 
universe was meaningless. The purpose of 
economic theory was to postulate the series 
of equilibria which would result under 
yarious possible sets of conditions ; just as 
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a theory of mechanics enables one to cal­
culate that, given a collection of forc~s at 
work in a certain arrangement, things will 
come to rest in a certain equilibrium 
position. But, as everyone knows who has 
ever played with a collection of pulleys or 
thought about the structure of a suspen­
sion bridge, it may not always be possible 
to calculate a "stable equilibrium" where 
opposing strains and stresses balance one 
another; while in certain very compli­
cated situations one may not know enough 
of the facts to be able to calculate what 
the new equilibrium will be if one starts 
a movement by displacing one of the 
forces at work. To be able to calculate an 
equilibrium, therefore, the situation one is 
dealing with and one's knowledge about 
it must fulfil certain conditions. Whether 
these conditions are fulfilled or not is the 
criterion by which one judges whether 
a theory of equilibrium in economics, as 
in mechanics, is adequate or not. 
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The attempt to calculate an equilibrium 
in a given situation is comparable to the 
familiar attempt in algebra to "solve" 
a system of simultaneous equations. In 
these equatipns there are a number of 
"unknown variables" (usually written as 
:It,y, z, etc.) and a number of" constants ,. 
(usually written as a, b", etc.). About the 
former, it is assumed, one knows initially 
nothing at all. The latter are part of the 
given data of the problem: some particular 
value, or number, is, or can be, assigned 
to them; and the actual arithmetical 
" solution" of the equations will differ 
according to the value assignable to these 
"constants." The "solution" consists in 
" determining " (or finding the value of) 
the unknowns (the :It,.1, .c, etc.). A simple 
rule exists as to whether a system of 
equations is capable of being solved : it 
has a solution if tlu numher oj equations (or 
known relationships) is equal to the number of 
unknown variahles which have to he determined. 
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And this is the criterion of whether a 
theory of equilibrium is cc adequate" or 
not. 

Economic theory has employed the con­
ception of "functional equations " (one 
quantity is expressed as. a " function" of 
another if the one varies, or moves, with 
the other in some particular way). More­
over, it has employed functional equations 
of an " arbitrary" or general type, which 
merely postulate some functional relation­
ship between quantities, and not anyone 
particular relationship. By this means it has 
made its conclusions of a more general 
character-a given theory is made to cover 
a wider range of possible cases. For in­
stance, economic theory may assume that 
consumers' demand for" a little more" of 
x will decrease with the quantity of it that 
is offered for sale, but without specifying 
the precise nature of that variation of 
demand ; and in this way x can be taken to 
represent a wider range of particular cases 
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(e.g., com or cloth or tea or gramophones 
or labour). 

In the new economics, therefore, it was 
no longer a question of searching for a 
single "cause" of value, a primary con­
stituent or principle to which all questions 
of exchange and distribution could he re­
lated. There was no longer a need (at any 
rate for the theory of value as now con­
ceived) to analyse everything into terms of 
what was virtually a single factor of pro­
duction-a common term of real cost in 
relation to which qualitative differences 
could he resolved. It was a question of 
grouping together certain functional re­
lationships, all of which, in combination 
and " simultaneously," determined value. 
It was a matter of pure convenience how 
many facton of production there were, 
provided only one could make sufficient 
assumptions about the supply of them. All 
that was necessary was to be able to 
postulate a sufficient number of conditions 
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and to find the right number of indepen­
dent variables for a determinate equili­
brium to be established. In the search for 
these independent factors Jevons and the 
Austrians transferred their attention from 
conditions of production to consumption, 
from supply to demand, and sought the 
important determining factor in what, 
underlay consumers' demand. And h~e 
Hedonism gave them an important clue. 
Consumers' demand was a reflection of 
consumers' desire; and desire, in turn, 
(at least in rational men) was rooted in 
the pleasure which the object of desire 
afforded. This capacity of affording plea­
sure Jevons termed Utility. The earlier 
economists had indicated that value could 
not be a function of utility, since some 
commodities, like water, had a high utility 
but little or no value, and others, like 
diamonds, had small utility but high 
value; and Marx had pointed out that 
utility was not a quantity and could not 
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therefore bear a relation to a quantity 
value. The discovery which Jevons and 
the Austrians claimed to enunciate was 
that price was a function, not of aggregate 
utility (which it obviously could not be), 
but of the increment of utili~f the ad~ 
ditional utility afforded to the consumer 
by the marginal unit ofa given supply. 

For instance, of a given supply of fish 
offered for sale on a market on a particular 
day the marginal utility of the supply of 
fish would be the utility to some consumer 
or other of the nth or final lot of fish sold. 
(By nth is meant, that, if there are 100 fish, 
it is the hundredth, if 1,000 fish, the 
thousandth, and so on.) Price could not be 
greater than this (if the fish is marketed 
at a single price), otherwise the final lot of 
fiSh would not find a purchaser who 
thought it worth while (as measured by its 
utility) to buy more fish at this price; 
while on the other hand the seller of fish, 
desiring to get the higheSt price he could, 
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would presumably not part with his fish 
at a price appreciably below this. Whether 
utility itself was a quantity or not, this 
marginal increment of it was capable of 
being expressed in quantitative form. 
J evons said: cc Repeated reflection and 
enquiry has led me to the somewhat novel 
opinion that value depends entirely upon 
utility •.•. Labour is found often to deter­
mine value, but only in an indirect manner 
by varying the degree of utility of the com­
modity through an increase or limitation 
of the supply." 1 

The starting-point of the new theory was 
an empirical observation about the nature 
of desires, which has been variously de­
scribed as the Law of Diminishing Utility 
or the Law of Satiety of Wants. The 
utility of a thing would generally increase 
with the amount of it possessed and en­
joyed, but generally at a diminishing rate, 
the increment of utility afforded by an 

1 W. S.Jevons: 'I7uorJ qf Political £COM"" (1871), pp. I-II. 
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increment of supply tending towards zerQ 
at some near or distant point-the point 
of satiety. It was this increment of utility 
at anyone point-" the final degree of 
utility," as Jevons called it, or" marginal 
utility," as Marshall termed it-which 
determined value, since this fixed the 
wortlrofa little· more, or a little less, of the 
thing to the person in question, and so 
determined the rate at which he was 
willing to exchange it against something 
else-against money or other commodities. 
For instance, suppose two persons A and B 
exchanging com against cloth. One coul~ 
express .the utility of com and of cloth to 
eac~ of the parties as some function of the 
respective quantities of com and cloth 
.possessed. The seller of com will find it in 
his int~rest to continue to give com in ex­
change for cloth up to the point where the 
utility of the bushel of com he is parting 
with is equal to that of the quantity of 
cloth he obtains in return; and similarly 
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for tho other party. Hence the position of 
equilibrium-the point where exchange 
between them will stop-will be that rate 
of exchange where the marginal utility 
of corn and cloth is equal for each of the 
two parties. Hence, given this condition 
and the form of the utility function for 
the two parties, a determinate equilibrium 
-the amount of corn and cloth exchanged 
-can be calculated. Expressed symboli-
cally in terms of two commodities a and h, 
we have the following conditions of equi­
librium :-

CPt (.~t) :t CPa (xa) 
f t (YI) = j = fa (ya) 

where CP1 (Xl) and "'1 (Y1) represent the 
utility-functions of a and h to A, and 
CPa (xa) and "'a (ya) the utility-functions of 
a and h to ~. In graphical form the rela­
tion between the .pair of utility-functions 
to A can be expressed as a curve, and simi­
larly for B; and the equilibrium will be 
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represented as the point of intersection of 
the curves. 

In this problem there are two equatiolU 
and two unknowns, so that the equa­
tiOlU yield a determinate solution. l Some 
economists have been. quick to point out, 
,as a corollary of this reasoning, that this 
equilibrium-rate of exchange, which the 
conditiolU of a free market tend to estab­
lish, is that which gives the maximum 
common gain of utility to the persolU con­
cerned in the exchange-in other words, 
that which coincides with what is socially 
desirable from a Hedonist point of view. 
AIly interference with a free market and 
the prices which it tends to establish will 
accordingly reduce, and not augment, this 
common gain. 

Prices are viewed simply as the resultant­
of subjective valuations in the minds of 
the individuals concerned. Expressed in 

1 Thia was the view of JeYOIlI. It baa .ince hem ntablish~ 
that under din:ct barter the conditions do Dot auffice to give 
a lingle lOIution. 
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the simple form of two commodities be­
ing bartered against one another, the 
problem does not raise great difficulty; 
and in the manner of treatment of the 
simplest case the underlying unity of 
modern econOInics is typified. But when 
we depart from this abstract case and 
approach nearer to the conditions of the 
economic world, where exchange is gener­
ally not between owners of stocks of two 
commodities but between producers and 
consumers, and where the buyer is con­
cerned not with one isolated transaction 
but with a multitude of related trans­
actions, a number of complications arise; 
and it is in their different handling of 
these complications that the differences 
between schools of economists subsequent 
to Jevons mainly consisted. To a con­
siderable extent, therefore, the differences 
between these schools is purely formal. 
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SUBJECTIVE" REAL COST" 

THE FIR S T set of complications arises 
when allowance is made for the fact that 
in the modem commercial world the 
goods which he sells have no direct utility 
to the seller : they are "worth" to him 
merely what they have cost. His willing­
ness to sell is a function, not of their utility 
to him (as in our corn and cloth example), 
but of their cost. An analysis of cost is 
therefore required. Here it would seem 
that economists had returned to the issue 
which principally exercised their classical 
forebears. The cost of a finished com­
modity consists of the price paid to the 
factors of production required to produce 
it. The problem becomes one of deter­
mining the value of the factors of pro­
duction, land, labour and capital. Much 
confusion indeed has been caused by the 
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habit of economists oflabelling this part of 
their enquiry U Distribution," and imagin­
ing that here they were adequately answer­
ing the same questions as the Physiocrats 
and Ricardowere doing. Actually the issue 
was, in large part, a different one. The' 
classical question was mainly one of the 
share (of the total produce) accruing to 
different social classes and the contrasting 
characteristics of these shares. The new 
question was simply one of the market 
price per unit of the constituent com­
modities which entered into the creation 
of finished commodities. The factors of 
production, whether they were treated as 
three in number or twenty, were simply 
these constituent commodities; and for 
the purpose of this enquiry they were 
differe~tiated among themselves by no 
more fundamental characteristics than 
those which marked the x's andy's of our 
cloth and com example. To enquire into 
their value was simply to add certain 
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additional variables to the set of simul­
taneous equations, requiring the addition 
of a similar number of fresh equations to 
complete a solution. They were part of the 
conditions of simultaneous equilibrium of 
finished and intermediate (orinstrumental) 
commodities. 

The Austrians adopted a simple con­
dition in order to solve this problem. 
They assumed the quantity of the agents 
of production to be independently deter­
mined. By "independent," for this pur­
pose, they meant that changes in the 
supply of them did not depend on the 
price of these agents or of commodities, 
or on any other of the variables directly in­
volved in the problem. Hence the supply of 
land, labour and capital could be treated 
for anyone problem as fixed : they could 
figure in the equations as "constants." 
The problem had then a simple solution : 
the value of each factor could then be 
expressed simply as a function of the pr~ces 
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of the commodities which it produced. 
This is the famous "Theory of Marginal 
Productivity." Given the supply of, say, 
labour, the supply of labour will tend to 
be distributed between various sorts of 
production, so that the value of an incre­
ment of product yielded by an increment 
oflabour (its marginal productivity) in all 
. uses is equal ; and the value of this incre­
ment which the final or marginal unit of 
labour is responsible for adding to the 
total produce 4etermines the value of this 
factor of production. There are, then, 
n additional unknowns in the problem 
(the price of the n factors of pro­
duction) and n additional functional 
equations. 

Walras, and later Cassel, introduced in 
addition the conception of the "tech­
nical coefficients." The production of 
different commodities will require the 
factors of production to be combined in 
different proportions: com production 
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will require more land relatively to capital 
than will the production of cloth. The 
"technical coefficients" for commodity 
x can be expressed by a series representing 
the quantities of the different factors re­
quired to produce a unit of x. The 
weighted average for all commodities 
(x, y, .t) will then give the "technical 
coefficients" for the economic system in 
general. Every change in technique will 
change these "technical coefficients" in 
particular industries and in industry in 
general-for instance a new invention 
which increases the proportion of mech­
anical power to human labour in some 
industry or group of industries; and these 
changes will affect both the prices of 
commodities and the relative prices of the 
factors of production. 

J evons, on the other hand, did not 
make this simplifying assumption con­
cerning the supply of the factors of pro­
duction, except in the case of land. The 
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supply of labour, for instance, was likely 
to change with changes in wages, ac­
cording as a higher wage gave a greater 
inducement to work harder and longer. 
The supply of labour, therefore, consti­
tuted an additional unknown quantity to 
determine. Here Jevons consistently ap­
plied the same Hedonist concept as he 
had applied to the problexns of demand. 
As demand could be' expressed as a func­
tion of " pleasure" or II utility," so the 
supply of labour could be expressed as 
a function of the U pain," or " disutility," 
involved in work. Not the supply of 
labour itself, but the disutility-function of 
work, was for him the independent con­
stant by which the problem was resolved. 
cc Labour," he wrote, "will be carried on 
until the increase of utility from any of 
the employments just balances the increase 
of pain. This amounts to saying that . . . 
the increase of utility derived from the 
first employment of labour is equal in 
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amount of feeling to . . . the increase of 
labour by which it is obtained." ~ 

This method of handling the problem 
was extended by Marshall, and with him 
it became the basis for an attempt to r~­
dress the classical conception of" surplus," 
and to effect a synthesis between the 
modern and the classical school. We have 
already noticed that it was never perfectly 
clear whether the early economists, when 
they referred to " real costs," conceived of 
it in an objective or in a subjective sense. 
In the main, it seems to have had the 
significance for them of some objective 
quantity cc used up," e.g., com or the ex­
penditure of physical energy. But already 
with Smith and McCulloch there were 
signs of a shifting of the idea to a purely 
subjective content. With Senior the iden- . 
tification of" real cost" with cc sacrifice" 
was explicit. Jevons's "disutility" and 
Marshall's "efforts and sacrifices" were 

1 Theory of Political EcotllJmy, p. 185. 
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in the direct line of descent from this ; 
and with them the exclush'ely psycho­
logical content of the idea was made 
abundantly clear. cc Sacrifice" was mea­
sured, not in any objective quantity, but 
by the pain or aversion aroused in the 
mind of the person responsible for this 
effort or abstinence. For Marshall the 
labour of the worker and the saling of 
the investor and the risk-taking of the 
mtrtjlrmnlT (the" undertaken" of the risks 
of a business) aU involved such a "real 
cost." To persuade the worker to work, 
the in\'estor to save, the nzlTtprmna to be 
enterprising, a reward equivalent to the 
sacrifice-a utility to balance the dU­
utility-\\'as necessary ; and this necessary 
rewa.rd, required to evoke various quan­
tities of labour, capital and enterprise, 
could be represented as a supply-function 
or as a schedule of supply-prices. Marshall 
said: "The exertion of all the different 
kinds of labour that are d.i.rectly or 
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indirectly involved in making it, together 
with the abstinence, or rather the waitings, 
required for saving the capital used in 
making it : all these efforts and sacrifices 
together will be called the real cost of pro­
duction of the commodity. The sum of 
money that has to be paid for these 
efforts and sacrifices will be called either 
iti money cost of production or its ex­
penses of production; they are the prices 
which have to be paid in order to call 
forth an adequate supply of the efforts 
and waitings that are required for making 
it : or, in other words, they are its supply­
price." 1 The identification of price with 
" real cost," be it noted, was only at the 
margin ; and hence the reward of a factor 
(representing the marginal disutility in­
volved in it) would tend to be in excess of 
the average disutility involved. This dif­
ference between the sacrifice and reward 
constituted various species of producers' 

1 Prin&iplu qf E&oMmics (IBgO), p. 339. 
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surplus-,-a surplus of utility over disutility 
-which was simply another facet of the 
so-called consumers' surplus which a con­
sumer enjoyed from the difference be­
tween the marginal utility and total utility 
-the difference between what he pays 
'and what he gets. 

Marshall and his school have sometimes 
been termed the nec-classicists, in contrast 
to the Austrians and certain of their 
American followers, such as J. B. Clark 
and T. N. Carver, who explicitly cut 
themselves adrift from the earlier Political 
Economy. The grounds for the label con­
sist in his at~mpt to preserve the classical 
conceptions of real cost and of rent. Rent 
orland, in Marshall'. treatment, remained 
qualitatively distinct from the rewards of 
other facto~ of production, for the reason 
that the supply of land was fixed, inde­
pendent of human action, and that no 
"real cost" -no "effort or sacrifice"­
was involved 'in the supply of it. It 
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followed, as an important corollary, that 
economic rent could be taxed, or other­
wise removed, without making the supply 
of land any the less; whereas to tax 
wages or interest, by reducing the reward 
below the necessary supply-price .of work­
ing and saving, would cause a shrinkage 
of supply of these factors of production. 
Marshall was careful, however, to soften 
the rigidity of the Ricardian distinction. 
Rent of land appeared to him "not as 
a thing by itself but as a leading species 
of a large genus": elements of "pro­
ducers' surplus" appeared in incomes 
earned by other factors of production ; 
and, in particular, capital sunk in build­
ings and plant bore all the characteristics 
of land for the period of durability of 
such capital (for which reason he coined 
the term quasi-rent to designate a short­
period view of the return on capital that 
is immobilised in fixed forms). 

In the treatment adopted by the 
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Austrians, on the other hand, and still more 
clearly in the case of Cassel, the basis for 
any such distinction entirely disappean : 
all returns are equally "surpluses" or 
equally "necessary expenses." The dis­
tinction becomes meaningless, since by 
hypothesis all the factors of production 
stand on the same footing. The supply of 
all of them is assumed to be given: no 
question of a functional relationship be­
tween the supply of them and their reward 
enten in. Explicitly such writen have de­
clared that the only cost is the loss of the 
utilities which a factor could have pro­
duced if applied in a diIermlllSl from that 
to which it is actually applied. Cost is 
simply the other" side of the shield " from 
utility: it simply consists. of utilities of 
which one is deprived by adopting a cer­
tain course of action. The American 
economist Davenport bas analysed all 
cost as "opportunity cost." Cassel speaks 
of the " scarcity-principle" as underl)ing 
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equally the return to all the factors of pro­
duction; while in England Wicksteed 
devoted considerable space to enunciating 
his thesis that the Ricardian theory of rent 
was only a special case of the general 
Theory of Marginal Productivity, and that 
what could be argued concerning land 
was equally capable of being argued, on 
the same assumptions, concerning any of 
the other factors of production. 
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GENERAL AND PARTICULAR 
EQUILIBRIUM 

T HE SECOND set of complications arises 
when from the simplified case of exchange 
between two commodities, say cloth and 
corn, we pass on to more complex con­
siderations of equilibrium in the real 
world, where purchase and sale of a large 
range of commodities are continually tak­
ing place. In considering the price of any 
particular commodity, say com, one must 
consider it as being exchanged against the 
whole mass of other commodities or against 
generalised purchasing power, or money. 
(The two things come to the same thing, 
since money has no utility of its own apart 
from that of the things it can purchase.) 
Hence the buyers' demand for com 
(whether measured in terms of money or 
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of commodities in general) must be ex­
pressed as a function not only of the utility 
of com, but also of the marginal utility of 
all other commodities. Any change in the 
supply, and hence in the marginal utility 
and price, of any of these other com­
modities will therefore alter this demand­
function. The so-called Lausanne School, 
represented byWalras and Pareto, have ac­
cordingly occupied themselves with this 
more complex problem of general equili­
iJrium, attempting to establish the terms of 
equilibrium of all commodities by means 
. of a system of sim·lltaneoUJ equations to 
cover the aggregate of commodities. Eng­
lish and American economists, on the 
other hand, have in general confined their 
analysis to the problem of a particular 
commodity tTeated in isolation. To make 
this possible, the assumption is necessary 
that the price of all other commodities 
(and hence the marginal utility of money 
to buyers) is constant; and this requires 
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the further assumption that the com­
modity in question is so small a part of 
the buyers' total expenditure that a 
change in its price exerts no appreciable 
influence on the price of other com­
modities (by affecting the demand for 
them) or on the marginal utility of money 
to buyers. Such a reaction is regarded as 
being so small as to be negligible (what 
mathematicians call of CI the second order 
of small quantities "). A similar assump­
tion has to be made on the side of supply. 
I t has to be assumed that a change in the 
output of this particular commodity (say, 
silk stockings) does not appreciably affect 
the demand for the factors of production 
(land, labour, capital) and hence does 
not alter the price of these latter. This 
assumption will be valid if the production 
of the commodity in question occupies 
only a small part of the factors of produc­
tion in the community at large. When, 
however, a commodity such as corn is 
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being considered, which bulks large both 
in the average consumers' expenditure 
and in the employment of one or more of 
the factors of production, this convenient 
assumption breaks down, and a solution 
is only possible by the more complex 
methods of the Lausanne School. Neglect 
of these essential limitations to an analysis 
of particular equilibrium has produced 
some impressive fallacies, even among the 
great; and for this reason those categories 
of "elasticity of demand," "increasing 
returns," etc., so familiar to economic 
textbooks are pitfalls for the unwary. 
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ECONOMICS AS AN 
APOLOGETIC 

As WE have mentioned, the exponents 
of the utility theory have commonly 
underlined a significant corollary of their 
theory. They have pointed out that the 
competitive equilibrium which their equa­
tions establish represents the system of 
prices which yields the greatest common 
gain (of utility) to all the parties concerned. 
This can be demonstrated to follow as a 
direct corollary from the cloth and com 
example which was cited above. If the 
seller of doth, for instance, stopped his 
exchange of cloth for com before the 
equilibrium (or" normal") rate of ex­
change was reached, he would be getting 
a smaller total utility than he might 
otherwise have done; for the marginal 
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utility of the cloth he possessed would be 
less than the utility of the corn he might 
have got had he continued the act of 
exchange further. This will continue to 
be true up to the point where the utility 
of the marginal cloth he parts with is 
equal to the utility of the corn he gets in 
exchange. And similarly for the seller of 
corn. Again, it can be easily demonstrated 
that the distribution of the factors of pro­
duction between their various uses in such 
a way as to equalise their marginal yield 
is the condition of their maximum pro­
ductivity. 'IJlls follows for the reason that, 
if the ° marginal Unit oflabour employed in 
cultivating, say, potatoes is producing 
more than the marginal unit of labour 
employed in cultivating carrots, there will 
clearly be a gain in shifting labour from 
carrots to potatoes-a gain which will only 
cease when labour is so distributed be­
tween potato-culture and carrot-culture 
that the marginal productivity oflabour in 
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both directions is equal. Hence, any inter­
ference with competitive equilibrium, and 
with the prices which competition tends 
to establish, is likely to decrease, rather 
than to increase, economic welfare. 

Such conclusions were clearly of very 
considerable significance; and it seems 
evident that to establish these important 
conclusions was the primary concern of 
the earlier utility theorists. By the middle 
of the nineteenth century industrial capi­
talism had won its battle against the old 
society. There was no longer much need, 
at least in England, for a cudgel against 
the dominance of the landed interest; 
while America, having no feudal past to 
hamper it, was born bourgeois from the 
colonial days. Nor was there any longer the 
same need to create economic society as a 
conceptual unity in antithesis to the old 
authoritarian sanctions. Men were no 
longer interested in precisely those solu­
tions which were the concern of bourgeois 
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economists a hundred years before. More­
over, th~ tool which Ricardo had fashioned 
had been subsequently turned to danger­
ous uses in the hands of Marx. The new 
subjective economics, therefore, served a 
double purpose. It provided a new justi­
fication of the bourgeois order, and one 
more convincing to an age grown sceptical 
of the" unseen hand " of" natural law." 
At the same time, as an analysis of market 
price it provided a technique better suited 
to the more detailed, more microscopic 
problems with which capitalism in its 
maturity increasingly engrossed the minds 
of its servants. 

Actually this imposing apology of laissel,­
laire is hardly more than a clever sleight­
of-hand. The corollary follows simply 
because the necessary conditions to support 
the corollary are included in the assump­
tions from which one starts. . And since 
these conditions are implicit in the assump­
tions, rather than explicit, the corollary 
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can he produced in that atmosphere of 
surprise which (along with his " patter ") 
is so commonly the conjurer's most valu­
able stock-in-trade. If two persons are 
equally situated, they will, by hypothesis, 
continue to perform the act of exchange 
with one another Wltil it does not profit 
them to continue the transaction further; 
and therefore it follows that their common 
gain would be smaller if they carried on 
their transactions either further than or not 
so far as this point. Qnthe other hand, 
if the two parties are unequally situated, 
there is nothing to say that the outcome of 
frce exchange between them would not 
represent a smaller gain than if they had 
been less unequally situated, or to say that 
laissez-faire will do anything but perpetuate 
tlus inferior state of affairs. Again, Pro­
fessor J. B. Clark may assure us that he 
can convincingly demonstrate (by the 
Theory of Marginal Productivity) that 
"a natural law exists" which causes 
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II free competition (to tend) to give to 
labour what labour creates, to capital 
what capital creates and to entrepreneurs 
what the co-ordinating function creates" 1; 
but the fact remains that if society were 
not a class society, where II labour" is 
provided by a proletarian qass possessing 
no land or capital, the II creation" attri­
butable to labour and the "creation" 
attributable to capital would be consider­
ably different from what they are. Here, 
in particular, the demonstration of an 
cc economic harmony!' is a mere trick of 
words. 
lncr~asingly, indeed, to-day economists 

are stressing cc exceptions" to this sup­
posed harmony of laissez.-fair, ; even while 
they still customarily admit laisse~-faiTl 
as a II general principle." Marshall him­
self was particularly careful to fence his 
analysis with a careful regard for the 
cc exceptions n and modifications which 

I DislriiutiInJ qf W.uA (IBgg), p. ,. 
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special conditions (ignored in the more 
abstract formulation of theory) imposed. 
And Professor Pigou, developing certain 
hints of Marshall, has (in his Economics of 
Welfare) turned a powerful battery against 
the laisse~-faiTl position, stressing the in­
adequacy of Iaisse~-faire to achieve the 
optimum result in the case of industries 
subject to "increasing returns" (or de­
creasing cost) as the scale of production is 
expanded and in the case of various social 
costs and social utilities which do not figure 
in the economic calculations of individuals. 
At any rate, with the competitive capital­
ism of the nineteenth century. passing 
increasingly into the monopolist capital­
ism of the twentieth century, discussions 
of the value of competitive equilibrium 
retain little more than their academic 
interest; and the increasing need of the 
new capitalist forms for systeIDS and 
methods of economic control, whether by 
the State, public corporations, or trade 
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associatio.ns, has rendered the vindication 
of laisse~-faire largely otiose. 

It is, however, in the realm which econ­
omists term "the Theory of Distribution" 
that the modern proletarian challenge to 
capitalism has mainly come; and here 
economic theory is still successful as an 
apologetic. Not all economists may be 
so daring in their verbal agility as Pro­
fessor Clark. Few to-day would join him 
in explicitly enunciating that the distri­
bution of income is governed by "the 
hidden hand "of" naturallaw/' Yet the 
theory that the returns to labour and capi­
tal' correspond to the "effort and sacri­
fice " involved is a definite bulwark against 
Marxist criticism. Interest and profit, as 
well as wages, are the "necessary" re­
ward for an essential economic contri­
bution ; and without the reward the con­
tribution would not be forthcoming. True, 
rent remains as a surplus, a deduction 
from producers for the enrichment of a 
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passive class. But pure economic rent to­
riay, when land has been improved by 
decades of capital investment, represents 
only a relatively small portion even of the 
return to land, while " surplus" elements 
are also found in other incomes, including 
wages. Marshall's theory of "normal 
profit" was clearly fashioned to demon­
strate that, from a long-period standpoint, 
profit contains no surplus, no "non­
necessary" element; while' Cassel is at 
pains to demonstrate, by the "scarcity 
principle," that interest would still exist 
in a socialist State.1 Welfare may be aug­
mented by any measures which reduce 
the inequality of incomes ; certain surplus­
elements in income may be desirably 
appropriated by the community for the 
common good. Still, economic theory 
postulates various limits to such remedial 
action in the connection which exists 
between incomes and the supply of 

117uory oj SO&iol &OIUIIII)I (19~3). vol. i .• chapter vi. 
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necessary services. At any rate, even in the 
treatment of the matter by J. A. Hobson 
(who has carried Marshall's surplus and 
supply:price distinction furthest), there 
appears no defined class antithesis between 
qualitatively contrasted class-incomes­
an antithesis such as figured in the treat­
ment of Ricardo and Marx, holding the 
possibility of a revolutionary change of 
iIistitutions. 

To the extent that Economics concerns 
itself with this type of consideration, it is 
clearly attempting to answer somewhat 
similar questions to those which the older 
Political Econ0l!ly sought to answer. Most 
noticeably with Marshall, we find the 
attempt to use the new technique and to 
fit it to a classical framework. Yet we have 
suggested that it has really set out to 
answer not the same but a different set of 
questions. Is it then competent to answer 
the former, as well as the latter questions ? 
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Or is it claiming competence over a sphere 
from which it is properly debarred by 
the very assumptions which lie implicit 
in its method of enquiry? Clearly, if 
modem economics is simply a theory of 
market price and no more, it cannot pro­
vide a criterion by which to gauge the 
significance of any particular arrangement 
of prices. Being simply a theory of equili­
brium-a group of equations showing the 
relationship between a system of variables 
-it can do no more than postulate the 
system of prices appropriate to a number of 
possible situations (for instance, the prices 
appropriate to a competitive situation, 
on the one hand, and to monopoly, on the 
other; to a class society and a classless 
society). It says nothing about the relative 
character or significance of these various 
situations; and hence it can make none of 
the normative judgments which economics 
is usually required to make, for the simple 
reason that a mere system of simultan~ous 
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equations by itself contains no norm (or 
standard). It was such a norm that the old 
Political Economy sought to provide in its 
theory of value' ,asj}istinct from market 
price). But a mere equilibrium theory, 
which expresses market price as a function 
of certain variables, cannot itself supply 
such a norm. 

It is in providing such a norm to a simple 
equilibrium theory that the Hedonist basis 
of the utility theory has its importance. For 
a pure theory of equilibrium such a basis 
is quite unnecessary, as various writers 
such ~ Pareto and later Cassel have in­

. dicated. It is sufiicient fOr the theory of 
price to postulate simply certain choices­
to take the observed fact of a certain scale 
of preferences among consumers. as be­
tween different goods. Nothing need be 
assumed concerning the significance. of these 
'preferences-whether the market's pre­
ference for cocaine, quack-medicines or 
diamonds is because they yield more 
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satisfaction or welfare than opera and 
working-class houses. Given one set of 
preferences, there will be a set of prices 
appropriate to them; to another set of 
preferences another set of prices. There is 
nothing postulated about the value of the 
first set of preferences against the second~ 
This may be very convenient so far as a 
mere equilibrium theory goes-more eco­
nomical in its hypotheses. At the same 
time, without these further inconvenient 
assumptions one's scope is strictly limited. 
One cannot say that an economic system 
which adjusts production so as to satisfy 
those preferences to the full is any more 
economically desirable than a system 
which deliberately ignores those prefer­
ences and establishes a set of prices appro­
priate to something quite different. If, 
however, one assumes that the demand for 
goods which is expressed by consumers on 
the market is a true index of some funda­
mental satisfaction (the old sense of utility) 
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which they derive from these goods, then 
one can postulate the conditions under 
which this satisfaction will. be maximised. 
A criterion then exists by which, for in­
stance, it can be said that the set of prices 
appropriate to competitive conditions 
tomes nearer to this optimum than that 
appropriate to monopoly. A criterion 
exists by which it can be said whether an 
economic society based on the price system 
and the market is economically preferable 
to a communist;. society which strictly 
subordinates the op~n market and curtails 
the price mechanism. 

The modem tendency, however, is 
explicitly to sever this connection between 
Economics and Hedonism and to define 
" utility" . in a purely empirical, be­
haviourist sense as measured by a person's 
observed desire for a commodity. Cassel 
goes even further, and bases his'theory of 
price on observed demands on the market 
expressed in money. Price becomes, 'therefore, 
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on the side of demand a reflection or a 
product of consumers' preferences, or 
choices. For the purpose of the equilibrium 
theory these choices are taken as ultimate 
-as the data of the problem. They are 
"constants," which in the concrete case 
give the actual numerical value of the 
equations. But, in fact, these choices are 
not necessarily the reflection of anything 
ultimate: they may be arbitrary, ephem­
eral. They may be the result of a passing 
whim, of a convention or the creation of a 
cunning advertiser. They may, indeed, 
themselves be partly dependent on price­
for example, the changes of habits and 
conventional desires which accompany 
changes in relative prices or in the general 
price-level. In Cassel's treatment, indeed, 
they are largely a function of the distri­
bution of income, not merely through the 
influence of the distribution of income on 
conventional standards and desires of dif­
ferent classes, but because the distribution 
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of wealth between rich and poor \\ill 
directly affect the market preference (as 
expressed in moneY4emand) for, say, rare 
luxuries as against cheap articles of mass 
consumption. At any rate~ the theory 
of price endows these market preferences 
with no other significance than as the data 
for a theOry of market equilibrium. In any 
wider sense they are entirely non-signi­
ficant. 

Some economists, particularly those of 
the school of Marshall and J evons, still 
attempt to retain the old notion of utility 
as implying satisfaction of needs, and so to 
make economics into a normative science 
of economic welfare-that is, a science 
which implies judgments as well as merely 
describing things as they exist. Marshall 
pointed out (though in no more than a 
footnote)1 that desires and satisfactions may 
diverge. But since, he said, the measure­
ment of satisfaction is impossible, " we fall 

IPriltciplu q{ EcOMmiu, pp. 9~3. 
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back on the measurement which economics 
supplies of the motive or moving force to 
action: and to make it serve, with all its 
faults, hoth for the desires which prompt 
activities and for the satisfactions that 
result from them." Following him, Pro~ 
fessor Pigou has admitted the possibility 
of a "gap" between them: one may 
" desire" a patent medicine and at the 
same time acquire a negative amount of 
lasting satisfaction from it. But he has 
suggested that such a divergence is prob­
ably not serious in the case of CI most 
commodities, especially those of wide 
consumption that are required as articles 
of food and clothing." These, being 
"wanted as means of satisfaction, will 
consequently be desired with intensities 
proportioned to the satisfaction they are 
expected to yield." 1 This is probably true 
of prime necessaries-precisely the basic 
commodities which a communist society, 

1 Economics of W,(far, (19~O). p. 25. 
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for instance, could distribute without any 
difficulty on a ration-system, dispensing 
with a price system. But as soon as we pass 
from prime necessaries to comforts and 
semi-luxuries, coincidence of desire and 
satisfaction seems to become increasingly 
questionable. In all matten of acquired 
taste a large number of biasing circum­
stances seem likely to playa part in deter­
mining the taste that is actually acquired. 
There seems no warrant for assuming that 
the choice which ultimately results will 
necessarily be any more conducive to 
welfare than °an alternative taste which 
might have been nurtured in a slightly 
altered set of circumstances. Moreover, 
purely conventional standards-particu­
larly class conventions-enter surpris­
ingly deeply into nearly all our tastes other 
than the primary needs of the body-a 
point which Thorstein Veblen illustrated 
with so much acumen. And these days, 
when advertisement plays the prime r6le 
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in business supremacy, thriving as it does 
on "educating the consumer," afford 
much temptation to regard consumers' 
preferences as significant of little else than 
the persuasive skill of the publicity agent, 
the poster artist and the insinuating 
salesman. \ 

For somewhat similar reasons the 
attempt to base a theory of distribution 
on a subjective conception of" real cost" 
seems equally based on shifting sand. The 
new conception of" real cost" as " effort 
and sacrifice," which replaces the old 
classical concepts of an objective "real 
cost," bears on its face the obvious dis­
advantage, which we have already men­
tioned, ~at it rests on a basic dualism. 
There is not one type of" real cost" but 
two ; and there is no discoverable means of 
equating the two by a common term. It is 
no answer to say that a comparison be­
tween the disutility involved in an hour's 
work and the disutility involved in saying, 
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say, {,IO for a year, depends on which a 
particular individual himself would prefer 
to do, because such a preference varies 
with his circumstances-how rich or how 
poor he is. A more fundamental difficulty 
than this is the very delimitation of" sacri­
fice "-the logical difficulty which Senior 
originally found in knowing whether to 
define "abstinence" as including or as 
excluding the "abstaining n from the 
-consumption of wealth that has been in­
herited. Similarly' with the sacrifice in­
'Volved in "saving" something which 
has not been .expected! is it an equal 
" sacrifice:" to save a " windfall " gain as 
to save an income that has been fully 
expected? If the answer is "Yes," the 
notion of sacrifice seems to fade into a 
bodiless ghost; if the answer is " No," then 
the frontier of" sacrifice" turns out to be 
-drawn along the highly unsuitable line of 
whether the income that is "saved" 
has been expected or is unexpected. One 

128 



ECONOMICS 

dearly cannot" sacrifice" what one does 
not possess; and sacrifice seems, on analy­
sis, to be hardly distinguishable from 
" opportunity-cost" -from the sacrifice 
of alternative opportunities. Reduced to 
these terms, it ceases to have any universal 
significance as a conception of" real cost Sf 

-it will change its coat with every change 
of regime. At any rate, it will have no 
significance which makes it at all com· 
parable to the "real cost" involved in 
working an eight-hour day. If one uses 
"sacrifice," or "abstinence," in any 
sense that is at all fundamental, then it is 
not the rich men of the world who do the 
" sacrifice" involved in capital accumu· 
lation. The "sacrifice" rests in the 
lowered incomes and narrowed consump­
tion of the proletariat which permits the 
propertied class to enjoy its privileged 
income. But the "sacrifice" which in 
Marshall's theory is the basis of supply. 
price is clearly nothing so fundamental 
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as this. If Pharaoh lent his slaves for build­
ing pyramids, it was not the slaves alone 
who, in Marshall's sense of the word, 
performed a sacrifice: Pharaoh bore a 
" sacrifice," too, proportioned to th~ alter­
native enjoyments which his slaves might 
have yielded if put to other use. That the 
" real cost" borne by Pharaoh was of the 
same kind and order as that of the pyra­
mid-building slaves may have been the 
viewpoint of the scribes of the Egyptian 
Court. But it is hard to think that anyone 
but a casuist or a sycophant to-day could 
discover any useful sens~ in which 
Pharaoh's "sacrifice" was of the same 
order as that which he would· have in­
curred had he laboured at· pyramid­
building hiInself. 

Modem economics seeIns to have de­
veloped a .technique which may perhaps 
prove of lasting value, at least in the 
study of particular. detailed aspects of the 
economic world. Here, it has made an 
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important formal contribution. The con­
ception of the functional equation and of 
increments at the margin makes possible a 
precision of thought entirely unattainable 
befor6, and renders the study of economic 
theory an intellectual discipline somewhat 
akin to the study of mathematics, even if 
of a more elementary and inferior order. 
At the same time, the glamour of the tech­
nique has concealed considerable con­
tradiction in its use. The technique seems 
to have been put to employments which it 
is quite unsuited to support, and has be­
come enmeshed in not a little confusion 
concerning the assumptions on which 
analysis has been based. By its assumptions 
modem economics is confined to a limited 
enquiry-the conditions of market equili­
bri um in face of a given scale of preferences 
on the part of consumers and in a given 
state of supply of the factors of production. 
That is all it can really ask and answer. 
Yet economists have generally thought 
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that they were answering-at least their 
audiences have imagined them to be­
the much wider type of questions with 
which classical Political Economy dealt : 
questions such as the relation between 
classes and the comparative merits of 
different types of economic system. 
" Economics" and " Political Economy" 
are something more than differences of 
name : they are different enquiries, differ­
ent in scope and aim j and while the 
former may be superior in finish and pre­
cision, at the same time it is necessarily 
more limited in its range. The answers 
which economists offer to the major issues 
of t~day are apt to be either implied in 
their assumptions or else excluded by 
their assumptions: unknown to itself, 
contemporary economics seems to have 
become caught on the dilemma of being 
either a tautology or a contradiction. 
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IN AMERICA in particular, in recent 
years, there has developed an important 
school of economic thought that has 
studied the future of economics along the 
lines of inductive enquiry.l Aided by the 
greater wealth of statistics which the 
modern world, and particularly America, 
affords, enquiry has proceeded along the 
lines of the study of business indices and of 
price-correlations. On the other hand, in 
Soviet Russia we find economists increas­
ingly occupied with the specialised studies 
concerned with the concrete problems of 
economic planning-a development, per­
haps, slightly reminiscent of the approach 
to particular problems of government 
adopted by the earlier economists prior to 
the Physiocrats, and particularly by the 

I Cf. Th, Trmd of £CoMmies (1924). ed. R. G. Tugwdl. 
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so-called Cameralists in eighteenth-cen­
tury Germany. It may be that the differ­
ential calculul and equatioru of market 
equilibrium have said all of which they 
are capable, and that the future of eco­
nomic enquiry lies in 'specialised experi­
mental and concrete studies such as these. 
Nevertheless, such enquiries can hardly 
provide more than contributory evidence 
to the solution of the problems ot the 
general distribution of wealth and the 
comparative results of different economic 
systems. This group of questions-those 
macroscopic, as distinct from microscopic, 
issues of the economic order-will still re­
main t'o be answered, and to be aruwered 
presumably in terms of the concepts which 
Ricardo and Marx; employed. 

It is arguable that, in all branches of 
knowledge, questions can only have mean· 
ing if they are reducible to terms of action; 
and action implies an arbitrarily selected . 
subject wh? initiates the activity. At least, 
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in a study so intimat,ely related to practical 
issues as Political Economy, it seems idle 
to pretend that one can be "above the 
battle" of contemporary history. Many 
economists, it is true, deploring so vulgar 
a stain of partisanship, have tried to rescue 
Political Economy by rendering it more 
formal, claiming exclusive interest in 
economics as a mathematical technique. 
In doing so, they may certainly be success­
ful in withdrawing their science to clois­
tered purity; but they do so by evading, 
and not by answering, the questions which 
formed the raison d' etre of Political Econ­
omy, at least in its classical form. More­
over, in practice those who boast most 
loudly of their formalism are frequently 
those who produce, as corollaries of their 
theorems, the most dogmatic judgments 
on practical affairs. It is seldom in differ­
ences of answer to the same question 
that partisanship is ultimately found: it is 
rat~ler in the way in which the questions 
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are posed, in their arrangement and com­
bination, and in the exclusion of other 
questions. I have suggested that Political 
Economy arose as an apologetic of a 
certain social order and that it remains an 
apologetic to-day. And apologetic (or else 
counter-apologetic), it seems, Political 
Economy must necessarily be, so long as 
the questions which form its ground-plan 
are framed in a practical way. To see 
Political Economy as itself a part of histOry 
does not render the study of it one wit less 
illuminating. Indeed, to treat thought 
itself like other historical factors as having 
a definable alignment in the battle of 
contemporary history-to make explicit 
a bias previously implicit-may be the 
only way to rescue it from a barren 
scholasticism and to make its questions 
and its answers sense. 
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