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Editor’s Preface

- This English edition of Isaac Rubin’s A Hiszory of Economic Thought
has been prepared from the New Yotk Public Library’s copy of the
1929 reprinting of the sccond, revised Russian edition As the readet
will leatn from Rubin’s Preface, the book is made up of a series of
lecrures and was used as a univetsity text. The book must have been in
faitly general use, because the reprint of the second édition ran to

5,000 copies The lectutes wete intended to be used alongside two

other texts, Maxx's Theortes of Surplus Value and an anthology corm-
piled by Rubin of extracts. from pre-Classical and Classical political

- economy, Classies of Politieal Economy From the Seventeenth to the.
TP Mid-Nineteenth Century [Klassibi politicheskor ekononmii ot XVII do
- srediny XIX vekd) (Gosizdat RSESR, 1926) _

" The design of Rubin's book has piesented cettain difficulties in

translating and editing an English edition. Because it was to be used
- together with the above-mentioned collection, A Hzstory of Economic
Thought contains no teferences for any of its quotations. Thus we have
had to go through the laborious task. of tracking down the standard
English editions of the wotks of the many philosphers and economists
from whom Rubin quotes In most cases this was relatively straight-
forward; in othets, such as the Physiocrats or Sismondi, whose works
arc. translated either only partially into English or not at all, we have
on occasion had to be satisfied with re-transtating Rubin’s own Russian
tendeting of the passages in question The reader will see from the
Editot’s notes that these teptesent only 2 vety small minority of the

- quotations, and that most passages are from the English original (in

the case of French authots, most quotes are either from the standard
English translation ot have been translated directly from the French)

In editing the work we have ptovided copious notes directing the -

readet to the original sources; very often we have also given quotations
fuller than those provided by Rubin, so as to allow the reader to gain a
bettet sense of the arguments of Petty, Smith, Ricardo, e¢tc. We have
also used the notes to guide the teader to other secondaty sources that
she ot he might find useful and to explain histotical and conceptual
teferences that might be unclear in the main text _

As for the tetminology used, we have in general followed this rule:

| 8 ) Edztor ;Preface

‘where Rubm is pa.raphrasmg a patticular author we have mcd to tetain

that authot’s own usage, wheteas when translating Rubin’s discussions
of these texts we have opted fot the terminology accepted in modern
usage: There ate certain exceptions, ¢ g., in the section on Adam -
Smith where we have replaced Smith’s term ‘commandable labour’

with the more modern ‘purchasable labour’ We have also followed = -

the standatd practice of not modermzmg the spcllmg or syntax of the
passages quoted.

In 2 small iumber of cases we have deleted certain sentences or .
phrases in which Rubin is recapitulating a docttine that he has already
discussed on several occasions These repetitive summaties, ¢ g., of the
Physiocrats’ views.on productive labourt or Smith’s theotry of profit,

- whilst perhaps of value in maintaining the continuity of Rubin’s class-

toom lectures, ate a geriuine obstacle to someone trying to read the -
text straight through In no case have we cut mote than one o1 two .
sentences at a time, 2nd the sum of these elisions amounts to no more
than two or three ptinted pages: thus the reader need have no fear

“about whether she ot he is teceiving a genuine ‘otiginal edition’

Finally, I should like to acknowledge the assistance of the reference

staff of the main libraty of the University of Glasgow and of the staff

of the Sidney Jones Library, Univetsity of Liverpool, who gave me
invaluable help in locating and using many of the otiginal editions

from which I had to take quotations. I should like also to thank Prof

D P O’Biien of the University of Durham and Prof. Andrew §
Skinner of the University of Glasgow for their help in tracking down -
certain highly elusive passages Needless to say, all of these people are

blameless for any remaining shortccomings in this volume

Donald Filtzer
Birmingham, England
April 1979



Au.thor’ s Preface .t__c) the
Second Edition*

~ Ihe study of the history of economic thought holds immense historical
- and theotetical interest. As a science it is closely tied, on the one hand,

" to’ the histoty of economic development and the ‘stiuggle between

the classes and, on the othet, to theoretical political economy.
~ From an historical point of view, economic doctrines and ideas can
be seen to have been amongst the most important and influential

forms of ideology As with other forms of ideology, the evolution of

" cconomic ideas depends directly upon the evolution of economic
-fotms and the class struggle Economic ideas are not born in 2 vacuum.
Often they atise ditectly out of the stit and sttife of social conflicts,

upon the battleground between different social classes. In these’

circumstances, economists have acted as arms-beaters for these classes,
forging the ideological weapons needed to defend the interests of
~ particular social groups—often not concerning themselves any longer
with developing theit own work and giving 1t greater theoretical
foundation This was the lot that befell the economists of the
mercantilist petiod (16th and 17th centuties), who devoted countless
topical pamphlets to the ardent defence of the interests of merchant
capital Yet even if we look at the Physiocrats and the economists of
the Classical school, whose works conform far more to the demands of
theotetical clatity and logical cohetence, we have little difficulty in
identifying the social and class forces behind the different cutrents of
economic thought. Though it occurs less openly and with greater
complexity, we still find thar the trequiremeénts of economic policy
exert a powerful impact upon the orientation of economic ideas. In the
most absttact constructs of the Physioctats or Ricardo—those that seem
farthest removed from real life—we shall discover a reflection of

"The present edition contains the following additions to the first edition of this work: 1)
a concluding chapter Chapter Forty giving = brief review of the materizal covered; 2) a-
name index; 3} a subjcct index. to make it casier to situzte individual problems
historically; 4) certain additions to the bibliography Other than the acldmonal chapter
alrcady teferred to the text of the book has in no way been altered

10 Author's Preface

-—?contempora.ly ecofnomic condltxons and an cxplessmn of the intetests

of patticular social classes and groups.

While being thorough in tracing the influence of economic devel-
opment and the changing forms of class struggle upon the general
ditection of economic thouight, we nevertheless must not lose sight.of
out other task Once we atrive at the more advanced stages of social
development, the systems constructed by economists no longer repre-
sent 2 loose aggregation of isolated practical demands and theoretical.
propositions; instead, they appear as mote or less logically coherent
theoretical systems, whose sepatate parts are to a greater or lesser
extent in hatmony both with one another and with the overall
character of the ideology appiopriate to a particular social class during
a given histotical epoch The Physiocratic system, for example, when
taken as 2 whole can only be cortectly undetstood against the

" background of socio-economic conditions in etghteenth-centuty

France and the struggles which these generated berween different
social classes We cannot, however, limit ourselves to studying the
social and economic toots of the Physiocrats’ system We must
examine the latter a5 a system: as an organic totality of logically
interconnected concepts and propositions. The first ching we must
uncovet is the close connection between the Physiocrats” economic
theory and their overall wotld view, especially their social philosophy
(i e, their views on the naturte of society, economy, and state)
Secondly—and 1his is where the most important of our tasks begins—
we must reveal the logical connection which binds together the
different pats of the system of, convetsely, identify those places where
such connection is absent and the system contains logical contra-
dictions

What makes an account of the history of economic thought
particulatly difficult is this cwo-sided nature of our rask: the necessity
to (mpart to the readet at one and the same time an exposition of both
the histonical conditions out of which the different economic doctiines
arose and developed, and their zheoretical meaning, i ¢, of the
internal logical relacionship of ideas. We have tried to allocate
sufficient space to the historical and theoretical parts of our exposition.
Each section of our book (with the exception of the fisst) is prefaced by
a general histotical study which depicts the economic conditions and
class relations which were to find expression in the ideas put forward
by the economists concerned. However, we have allocated even greater
space to out theoretical analysis of these doctrines, especially where, as
in the sections devoted to Adam Smith and Dawid Ricardo, we are
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dealing with grandiose theoretical systems permeated by a single idea
In these sections out theoretical analysis has received fitst priority,
since our main task was, in our view, to provide readets with 2 thread
to guide cthem th:ough the complex and entangled maze of these
economists’ theoretical ideas

Without this type of detailed theoretical analysis no’ hlstory of
economic thought could ever perform the service we have the right to.

expect of it, namely to act as a faithful companion and guide
facilitating out study of the theoty of political economy . For we do not
analyze the doctrines of Smith simply to gaze at a vivid page from the

history of social ideology, but because 1t permits us to gain a deeper

understanding of -theotetical problems. Familiarity with Smith's
theories can provide the reader with one of the best mnuoductions tw a

mote setious study of the problem of value, just 2s a knowledge of .

Ricardo’s theories facilitates the study of the problem of rent These
are difficult problems: in theoretical political ¢conomy they stand
before us in theit full magnitude and in theit most complicated and
involved form; but for a reader acquainted with the histotical process

through which they were built upon and acquited theit complexity the
difficulties are in large measure removed. The ideas and problems of
the early economists will be more easily understood by the reader if

they are posed and formulated mote simply; an analysis of the
contradictions so often encountered in theit works (even of such
‘intellectual giants as Smith and Ricardo) is of tremendous inteliectual
and pedagogical value,

If the knowledge of the history of economic thought is on the whoie
essential for a deeper understanding of theoretical political economy,
this is all the more tiue when it comes to undetstanding Marx's
theoretical system To construce his system Marx first labotiously and
conscientiously studied a wealth of economic liceratute, itself the
product of the labours of several generations of English, French, and
[talian economists from the 17th to the mid-19th centuries Marx was
the leading expert of his time on the economic literature of the 17th

and 18th centuries, and probably no one has surpassed him even to

this day On the very fitst page of Caprial the reader encounters the
names of the elders, Barbon and Locke . And at every step in his
subsequent exposition, both in his text and in his footnotes, Marx
stops to select with evident enjoyment a particulatly valuable thought
that he has discoveted in the eatly economists No mattet how
" rudimentarily or naively this idea may originally have been expressed,
Marx nonetheless gives it his full attention and diligently analyzes

12 R Aatﬁor‘.s Preface -

it, 0 as to prize out the valuable hidden kernel that went unnotmed at

first sight

- Matx’s attentive and pamstakmg treatment of his forerunnexs is not
to be taken as the whim of a dilettante, of an expert and connoisseut

in old economic writings, Its cause is far more ptofound and serious.

Ever since publication of his Theories of Surplus Value we have had

- substantial access to the laboratory of Marx’s thought and “have

glimpsed at fitst hand with what profound seriousness and intellectual -
effort Marx cattied out his study of those who had preceded him We
cannotbut admire and matvel at the tirelessness with which he tracked
down the twists and turns and the most subtle offshoots of the ideas of
the economists he was investigating We now. know that the abun-.

~ dance of brief remarks on Smith, Ricardo; and othet economists which

Marx scattered throughout the footnotes to Capital are the abbrevia-

ted, not to say parsimonious, tesumés of the highly detailed—and on.
occasion titesome—tescarches contained in Theories of Surplus Value

It is only in the light of the Theories that we can fully appreciate how
much these footnotes—made almost as if in passing—ate an organic
part of the text of Caprzal, and how insepatable Marx saw the tasks of
studying his predecessors and constructing his own system Evety step
that permitted Marx to penetratc mote deeply into the wotks of his
predecessors brought him cioser to this construction And each success
gained in resolving this latter problem opened up to Marx new
treasute chests of ideas which had lain buried in the long-known and

- pattly forgotten writings of past economists. In his own system Marx

made full use of the intellectual skills deployed by economists over the
preceding centuries; thanks to him the ideas and knowledge that his
forerunners ‘had accumulated were brought together into a grand
synthesis Here is why the study of the histoty of economic thought 1s
so essential both to an elucidation of the histotical background to
Marx’s economic system and to the acquisition of 2 mote profound
understanding of his theoty

From what we have said, the teader can diaw certain conclusions
about what method is most desitable for studying the history of

“economic thought: In our view the most efficacious method is fot the .

teader to combine this-study. with a parallel study of theoretical
political economy. This does not mean that teaders of A History of

Fconomc Thonght can take up the book without fitst being familiar
with a genetal course in political economy Qur book is intended for
those readers who, after taking an introductoty course in political .
economy, would like to acquite an understanding of the evolution of
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‘basic economic ideas and at the same time undettake a-more serious
-and detailed investigation into theotetical problems. For these readers
our book -can serve both-as a systematic course in the history of

economic thought and 2s an historical introduction to "a more -
thorough study of Marx’s system. One way in which the reader could:
famuliatize himself simultaneously with the histotical and theoretical -

-matétial would be as follows. In the course of going through A History

of Economic Thought the reader can matk off cettain sections for more
thorough study, e.g. on how the labour theoty of value evolved

through Petty, Smith, and Ricatdo. By dividing up the material

according to specific problems, readers will immediately find them-

selves faced with the need to combine their historical study with a

theorétical one. From Petty’s first, brilliant sketches to the: agomzmg

contradictions which Ricardo’s ideas cons:stently came up against, the
histoty of the labout theoty of value is one of the gradual accumu- -

lation of problems and contradictions Readers can cotrectly understand
this process only if their own thought proceeds in parallel with the
historical exposition and ctitically analyzes and sutmounts those
problems and contradictions which . in the course of history have
confronted economists. To conduct such a critical analysts successfully
the reader has no recoutse but to turn to theoretical political economiy.

Readers will draw maximum benefit from their endeavors if, instead
of limiting themselves to reading and studying the present course,
they turn ditectly to the works of the economists we ate analyzing In
our view, readets would draw particular advantage from familiarizing
themselves with the works of Smith and Ricardo, even if this is limited
to only a few selected chaptetrs * For those readets who would like to
acquaint themselves more thoroughly and in greater detail with the
economic doctrines of Smith and Ricardo, Maix’s most important
predecessors, we would recommend that they order their studies as
follows After studying those patts of out book devoted to Smith and

" Ricatdo, it is then necessary to become acquainted at the very least

with the chaptets of their works that we have already indicated
Patallel to reading the chapters in Smith and Ricatrdo on value, wages,

“ We recomamend that the reader refer to Chapters 1 V' VI, VII, and VIl of Book One
of Smith’s An Inguiry Into the Nature and Causes of the Wealth of Nations. and
Chapters I IL. IV V and XX of Ricardo's Principler of Political Beonomy and Taxation,
(For the reader’s convenience we have prepared a collection of extracts from the works of
the economists of the 17th to 19th centuries. entitled Kiasssbi politicheiboi ekononit
[Classics of Political Economy] (Gosizdat RSESR 1926) The excerpts in this collection
have been arranged in an order roughly corresponding to that in which we discuss the

economists in the present work )

14 Author's Preface
etc., the readet can then turn to those sections of Theorres of Surplus
valne whete Marx presents his own critical analysis of their views on

-these questions. Readers will be well rewarded for the effort expended
—on a careful study of these ctitical rematks: they will learn to probe

morte deeply both into the works of thesc economists and into Marx’s
own theoretical system _
It remains for us to say a few words about the scope of the material
covcrcd by our book We begin our account with the English
mercantilists of the 16th and 17th centuries, and conclude with the
mid-19th century, i'e , with the period when Maix was in the process
of laying down the basis of his new economic docuine, which
supplanted the classical theory of Smith and Ricardo. Some historians
of economic ideas bcgm their account with the ancient philosophers
(Plato, Aristotle), in whose work are to be found some penetrating
reflections and obsetvations on vatious economic problems But cheir
economic considetations wete themselves teflections of the slave

" economy of antiquity, just as the wtitings of the medieval church’

reflected the feudal economy. We cannot include them in outr book

sidce it is our task to provide the reader with an idea of how
- contemporary political economy—a science whose object of study is

capitalist economy—came into being and evolved This science atose
and developed only with the appearance and development of its object
of study, 1. capitalist economy itself. We therefore begin our account
with the age of metcantilism, the c¢poch when capitalism, in the
rudimentary form of merchant capital, first sprang into existence
On the other hand, we do not see that it is possible to limit our

study any mote natrowly than we have alteady done. Thete are -

historians who take up their account from the era of the Physiocrats or
Adam Smith, when economic enquiry had already taken shape as
more ot less coherent, finished theotetical systems But if we begin
from this point, when contemporary political economy had already
emctged in its essentially finished form, we will not have made
accessible that ctitically important ptocess through which this science
came into being Just as a complere understanding of the capitalist
economy 1s impossible without knowledge of the epoch of primitive
capitalist accumulation, so, too, thete can be no proper comprehen-
sion of the evolution of contemporaty political economy without a

© general acquaintance with the economists of the metcantilist age This

obviously does not mean that we can include all of the more or less
distinguished economists from that period in our course. Mercantilist
literature had no shortage of representatives populating the most
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diverse countties of Europe Qut priotity howevet was not comprehen-

siveness of material otherwise our book would inevitably have been dry

and condensed, overburdened with facts and boring for the reader. To .

avoid this we have limited the first section of the book in two respects: .

. ‘first, we have included only the English mercantilist literature, as this
. was the most developed and played the most impottant role -in

prepating the way for the emergence of the Classical school; second,
we have chosen only those of the English mercantilists who most
clearly spoke for their particular historical age, in otder to concentrate
as far as possible upon their specific contribution We have ttied to
follow this same principle in the ather sections of the book, concen-

trating our exposition. only upon the rmost important chemes Qut .
-preference has been to limit our selection to the most prominent and

brilliant representatives of the diffetent cuttents of economic thought,

“- and to accord them greater attention than is usually the case with

courses designed for a wider circle of readers. We hope that by Zmzzting
the number of themes and analyzing each of them 7n greater detail we
will more readily arouse within the reader a lively interest 1n our

. science.

I T Rubin

Part One

Mercantilism and its Decline
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local market was limited, the craftsman knew in advance the potential
& . . . _ volume of demand for his product, while the backward, static

. . : . 4. "~ technique of craft production allowed him to tailor the volume of

: The Age Of MCIChant Capltal g . ptoduction to exactly what the matket would bear The craftsmen.of

T : : _ each profession all belonged to a single union, ot gu#/d, whose strict

rules permitted them to tegulate production and to take whatever
- ' : measuses were necessaty to eliminate competition—whether betwecn\
E Ihe age of merchant cazpzml (or early capltahsm) covers the 16th and - | individual masters of a given guild or from persons who were not guild | |

" CHAPIER ONE

" 17th centuries This was an era of majot transformations in the " \members This right to 2 monopoly over producing and selling within
" econiomic life of Westetn Europe, with the extensive development of a given region was accorded only to members of the guild, who were
..~ seafating trade and the emerging predominance of commetcial " bound by the guild's strict code of rules: no master could arbitrarily
0% capital  expand his output or take on more than the statutory number of

" - The economy of the later mlddlc ages (the 12th to 15th ccntunes). ' ' assistants and apprentices; he was obliged to turn out products of an
o can be charactetized as a town ot regromal/ cconomy. Each town, - © agreed quality and to sell them only at an established price. The
- ."togethet with its surrounding agticultural disttict, comprised a single . temoval of competition meant that craftsmen could matket their wares
7 economic tegion, within whose confines all exchangc between town at high prices and be assured of a relatively prospetous existence, in
~* and countryside took place A substantial portion of what the pcasa,nts spite of the limited size of theift sales.

- produced went for theit own consumption. A further patt was given o By the Jate middle ages there were already signs that the Leglonal or

. over as-quickrent to the feudal lotd, and what meagre surpluses were town economy which we have just desctibed was in a state of decline.

~+ left were taken to the neighboting town for sale on market days. Any * Howevet, it was not until the epoch of merchant capital (the 16th and

money teceived went to purchase goods fashioned by urban craftsmen 17th centuries) that the break up of the old regional economy and the

0 " (textiles, metalwares, etc ) The lord received a quickrent—-established transition to a more extensive national economy became in any way
" by custom—from the peasant serfs who lived on his estates Over and widespread  As we have seen, regional economy was based on 2
above this, he also teceived the produce from his manor’s own tillage, combination of the rutal feudal demesne with the guild handicrafts in
which was worked by these same peasants doing compulsoty labour the towns; it-was, therefore, only with the ‘decompasition of both o

. service {the barshehina, ot corvée) A large part of these products were sthesé that the disinégration of the tegionial econoriy coufd occur In

both cases their dccomposxtlon was brought about by one¢ and ihe
same set of basic causes: the rapid development of a money economy, |
the expansion of the market, and the growing sttength of merchant

for the lord’s own consumption, ot for that of his innumerable
. houschold servants and tetainers Anything left over was sold in the
-town, 5o that the receipts could be used to buy either articles made by

e i mn

local craftsmen or luxuties brought in by traders from far away capital
countries, primarily from the East. What therefote distinguished rural With the end of the crusades in the late middle ages trade expanded
- feudal economy was its overwhelmingly mazural character and - the between the countries of Western Europe and the East (the Levantine
“feeble development of money exchange trade) The Eutopean countrics acquited, fitstly, raw matetials from
If the rural economy was otganized atound the fenda/ demesne, the the t_IOPical countties (spices, dyestuffs, perfumes) and, secondly,
- industry of the towns was oiganized into guild handicrafts whete finished goods from the highly-developed Easterf craft industries (silk
" production was cattied out by small maszer craftsmen Each master and cotton textiles, velver, carpets, and the like). Such luxury articles,
" owned the simple tools and insttuments necessaty for his trade, and imported into Europe from so far away, wete vety dear, and wete
- wotked personally in his own shop with the help of a small numbet of : purchased overwhelmingly by the feudal aristoéracy. In the main it was
.. assistants and apptentices His products were made either on special the Italian trading citics, Venice and Genoa, which carried on this
~order from individual consumers ot wete held in stock for sale to local -~ commerce with the East, dispatching theit fleets across the Meditet-

_m_habltants, ot peasants who had joutneyed in to market Because the ' ranean Sea to Constantinople, Asia Minor, and Egypt, where they
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bought up Eastetn commodities that had in large part been delivered
from India. From Italy these commodities wete transported to other
European countries, some in the commercial convoys of these same

Italians, others overland to the North, through the South Getman-

towns {Nutembetg, Augsbutg, and others) and on to the towns of
Northern Germany which had formed themselves into the Hanseatic
Ieagne and controlled the Balric and North Sea trade '

The military conquests of the Turks in the 15th century cut the -
- Icalians off from ditect contact with the countties of the East But the

fledgeling interests of commercial capital demanded the continuation
of so profitable 2 soutce of trade, and consequently Eusope undestook
an intense search for ditect, oceanic routes to India—efforts which

wete crowned with brilliant success. In 1498, the Postuguese Vasco da.

Gama rounded the Southern tip of Africa and found a direct route to
India In 1492, Columbus, whose mainly Spanish expedition was also
seeking a direct path to India, accidentally discovered America. From
- this point onwards, the old Levantine trade with the East across the
Meditertanean gave way to an ocean going commerce in two- direct-
ions: eastwards to Indra, and westwards to America. International
commercial hegemony passed out of the hands of the Italians and the
Hanseatic cities to those countriessitvated along the Atlantic Ocean: first

" to Spain and Portugal, afterwards to Holland, and finally to England

The colonial trade brought enormous profits to Eutopean met-
chants, and enabled them to accurnulate sizable money capitals.
They would purchase colonial commeodities for next to nothing and
sell them in Europe at an enormous matkup. Colonial trade was
. monopoly trade: each government would attempt to establish a
monopoly ovet the trade with its own colonies, and block foteign ships
and traders access to them. Thus the riches of the American colonies,
for example, could only be exported to Spain, while only Spanish
merchants had the right to supply these colonies with European
commodities The Portuguese did exactly the same with Indiz, as did
the Dutch, once they had ousted the Pottuguese from that patt of the
.world The Dutch entrusted cheir India trade to the Dutch East Indiz
Company, a special joint stock company set up by them in 1602,
which teceived a2 trading monopoly for this purpose Similar
‘compantes’ (1 € , joint stock companies) wete founded by the French
and English, and each received a commercial monopoly with their

respective colonies, It was out of the far flung activities of these

societies that the English East India Company, founded in 1600,
later developed
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As a consequence of the colonial trade, huge quantities of precious

metals {(mainly silver at first) were shipped into Eutope, thus increas- -
"Ing the quantity of money in citculation. In America (Mexico, Peru)

the Europeans came upon tich silver mines, which could be wotked

‘with far less Jabour than the poot and exhausted mines of Eutope. On

top of this thé mid-16th centuty saw the introduction of a significant

“improvement in the technology of silver extraction~—the amalgama-

tion of silver with mercury—and copious streams of cheap American
stlver and gold flowed into Europe. Its first point of arrival was Spain,
which owned the American colontes. But it did not stay thete:
backward, feudal Spain was compelled to puichase industrial goods,
both for its own consumption and for export And so Spain’s negative
balance of trade tesulted in an outflow of its precious metals to all the
countries of Europe, the largest masses being accumulated in Holland
and England, the nations where the development of merchant and
industrial capital was most advanced.

If trade with the colonies prompted a flow of precious metals into
Eutope, this flow in its tutn brought with it a growth in commercial
exchange and a money economy The stocks of precious metals in
Europe grew by thiee to three and a half times duting the 16th century
alone Such an enormous tise in the mass of precious metals, whose
value had fallen as.a consequence of the greater ease with which they
could now be cxtlactt;d,,_pnoduced as_an_inevitable..consequence a

universal tise in prices Indeed, 16th centuty Eutope cxpcucnééd a

‘brice revolution ' Prices of everything trose shatply, two to thtee times

- on average, but sometimes even more Thus in England, for example,

prices of wheat, which fot several centuries had held constant at five to

 six shillings pet quarter had reached twenty-two shillings by 1574 and

forty shillings by the end of the same century While wages also went
up, they lagged appreciably behind the tise in prices: whereas
provisions wete now twice as expensive (i e , their prices had risen by
100%), the growth in wages was only between 30 and 40%. By the
close of the 17th century real wages had fallen to apptoximately
half of what they had stood at at the start of the 16th centuty.
The tapid enrichment of the commercial bourgeoisie in the 16th and
17th centuries was accompanied by a drastic decline in the stan-
daid of living of the lower classes of the population, zbe peas-
antry, omﬁ'smerz and workers The 1mp0venshment of thc;_pcasantry

of ~the  feudal order‘m thc countrysxde ““'“a tBe gulld crafts

ror ity s,

'1n th<, towns e s
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" The rise of the money economy heightened he feundal lords’

- demand for money and at the same time opened up the potential for

" an extensive market in agticultural produce, The feudal lotds of the

" most advanced commercial nations (England and Iraly) began to
replace the 2z naturg obligations of their peasants with™@_money

L “quickrent,” The peasant serfs ‘whose previous obligations had bc_enw

s PR

-+ “precisely fixed by long-standing custom were gradually turned into
- free tenants who tented the land by agieement of the lord Though/ -

they had acquired their freedom, its embodiment, the rent, ptoved
more of a burden as time went on. Often the lotd preferied 1o lease his
land not to small-scale peasants, but to latger, better-off fatmers who
had it within their means to make improvements to their holdings
The English landowners of the end of the 15th and beginning of the

© 16th centuties often cleared the small-scale peasant-tenants off their. .

land, o1 ‘enclosed’ the communal lands which the peasants had
- previously used for grazing their catde, since the areas thus made fice
- could be put to better use raising sheep. As English and Flemish cloth
manufacturers increased their demand for wool, so prices shot up and
sheep breeding became a more profitable undertaking than cultivat-
ing the soil ‘Sheep swallow down the very men themselves,” said.
Thomas More at the beginning of the 16th century Another of his
contemporaties wrote: ‘Gentlemen do not consider it a ctime to dtive
poor people off their ptopetty. On the contrary, they insist that the
land belongs to them and throw the poor out from their shelter, like
curs In England at the moment thousands of people, previously
decent houscholdets, now go begging, staggeting from doot to
door.’[1] _

If in the counttyside the feudal order was in a process of decompos-
ition, in the towns the growth of merchant capital was causing a
simulianeous decline of guild handicrafts The petty craftsman could
preserve his independence only so long as he was producing for the
local martket with exchange caking place between the town and its
immediate envitons But side by side with the gtowth of intetnational
trade thete was also the development of trade between the different
regions and towns within a given counuy, Certain towns specialized in
the manifacture of particulaf itéms (¢ g, textles or atmaments),
which they produced in too large a quantity for their sale to be

" 'In the backward countries of Europe (Germany. Russia), the growth of monetary
exchange led to a completely different development: the landlords transferred their
peasants onto a corsée system -and expanded the area subject to this type of tillage In
this way they were able to obtain a greater quantity of grain for selling

. Biyer up
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limited to the local s.ﬁrro‘uh_ dings; hence markezs further afield had o

* be sought This was patticulagly ttue of the clozh ndustry, which had

started to flourish in the towns of Italy and Flanders (and later on, in

England) even by the end of the middle ages Even then the master
*~weaver could no longer depend on the immediate consumption of the
~local market for sales, and so he sold his cloth to middlemen, who
transpotte

ed large Jc.;&r};s_ig‘ﬁ;mrﬁ’éﬁﬁ?s to areas whete dcmm_ The

fiow occupied an inictiediaty position~Between consumet
and producet, gradually asserting his domination over the latter. At
first he purchased individual batches of commmodities from the

craftsman as the occasion arose; later he bought up evetything the

A

craftsman produced With the passage of time he began to give the -

craftsman 2 money advance; and in the end he came to provide the
raw matetials at his own expense (¢ g , thread or wool), farming them
out to individual craftsmen (spinnets, weavers, etc ) who wete then

- paid a remuneration for their labour From this moment the indepen-

dent craftsman was wurned into a dependent handicraft worker, and
the merchant into @ buyer up-putter out. In this way the merchant
capitalist, moving ftom the sphete of trade, wotked his way into the
production process, organized it and gained control over the labour of
large numbets of handicraft wotkets wotking in theit own homes The
independent guild crafts, which had so dominated the economy of the
towns in the late middle ages, gave way in the 16th and 17th centuties
to the rapid tise of cottage industry (the so-called domestic system of
capitalist industty} It made especially rapid headway in those
branches of production, such as cloth manufacturing, which worked
for specific matkets ot for export to other countries

Peasants dispossessed of their land and ruined craftsmen swelled the.
already numerous ranks of beggars and vagabonds The measures
adopted by the state against vagabondage were harsh: able-bodied
vagabonds wete lashed or had their chests branded with red-hot irons;
persistent vagrants wete liable to execution At the same time
maximum wage rates payable to wotkers were established by law. The
brutal moves against vagabondage, and the laws serting maximum

~ wages were attempts by governments of the day to turn these declassed

social elements into 2 disciplined obedient class of wage workers who,

- for a pittance, would offet up their labour to a youthful and growing
- capitalism.

What thus took place in the age of merchant capital (the 16th and
17th centuries) was the accumulation of huge capitals in the hands of

* the commercial bourgeoisie, and a process of separation of the
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- direct producers (handicraftsmen and in patt the peasantry) from the
~ means of production—i ¢, the formation of a class of wage labourers. -
Having gained dommauon in the field of foreign trade the merchant’

boutgeoisie penetrated from there into those branches of -industry
~which worked for export, The handicraft workers who laboured in
these industries were subordinated to the merchant-exporter and

~ buyer up-putter out. With foreign trade and the imposition of the.
latter’s control over cossage industry, capitalism celebrated its fxrst

VlCtOI fes.

“I'his transition from feudal to capitalist cconomy enjoyed the active -

~*“promotion of the state authorities, whose increasing centralization ran
- parallel with the growing strength of merchant capital The com-

mercial bourgcoisic suffered greatly at the hands of the antiquated
feudal regime: fitstly, because the fragmentation of the countty. into
seperate feudal estates made commercial relations between them
difficult (agressions from the lords and theit knights, the levying of

duties, and the like) and secondly, because the rights of access to the -
individual towns was tefused to tradets from other cities. To smash
“,through the privileges of the estate holders and towns, a strong cfown

was essential. But the bourgeoisie also needed a powetful state to
_protect its international trade, to conquer colonies, and to fight for
_hcgemony over the world market And so the youthful bourgeoisie
came out as 4 partisan ) of the strong royal houses in the Jatter’s struggle

against the feudal lotds The transition from the closed off town and.

tegional economy to a truly national one demanded the transforma-
tion of the weak feudal monarchy into a centralized state which could
rely on 1ts own bureaucracy, atmy, and navy Thus the age of merchant
capital was also the age of absolute monarchy

But if the young bourgeoisie suppotted the crown, the latter, for 1ts
patt, took measutes to nurtute and develop the burgconmg capitalist
economy. Thete were political as well as economic and financial
considerations which made this alliance with the bourgeoisie essential
for the ctown. In the fitst place, the maintenance of a buteauctacy and
an army demanded enotmous expenditures, and only a wealthy
bourgeoisie could provide the means to covet these through taxes,

. commercial (customs) duties, state loans (both compulsory and volun-

tary), and, lastly, through the fees paid to the state for the tight to
exact state revenues from the population [tax farming] Secondly, the
crown needed the support of the ‘third estate’ (the boutgeoisie) in fits
_struggle with the feudal lords. It was, therefore, during the age of
merchant capitalism that 4 c/ose alfiance was formed between the state

o  tr
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wnid the commercial bourgeoisie, an alliance which found expression in -
meercantilist policy
The basic feature of mercantilist pohcy is that thc state acuvely uses

-its powers to help implant and develop a young capitalist tradé and

industry and, through the use of protectionist measutes, diligently
defends it from foreign competition While metcantilist policy served
the intetests of both these social forces, it was dcpcndent upon which
pattner in this union proved the stronget—the state ot the merchant -
bourgeoisie—as to whethet its fisca/ o1 its economic aspect gained the
uppet hand. In its opening phase mercantilism had above all to fostet

" the fiscal aims of entiching the state coffets and augmenting state

revenues, and this it did by making the population bear a heavier tax
burden and by attracting precious metals into the countty (eatly -
mercantilism, ot the monetary balance systens) But as the bourgeoisie

“grew in strength mercantilism became increasingly transformed into a

means of bolstering capiralist trade and industry and defending it

through protectionism Here we have developed metcantilism, ot the

balance of trade system:

1 The statement by More is from Utopzﬂ The quotation immediately following i it is
unattributed and thus eranslated from the Russian



LI—IAP’IER TWO

Merchant Cap1tal and
‘Mercantilist Policy in England
in the 16th and 17th Centuties

o Although practically all the countries of Eu'ropc' practiced a mercantil-
- ist policy during the early capitalist period, it is through the example :

.- of England that its evolution ¢an be traced out most clearly

Compared to some other European nations, such as ltaly and
-+ Holland, England was relatively late in cmbakag upon the pursuit of -

. colonies and the development of its industry. At the start of the 16th
century England was still overwhelmingly agricultural and commer- - -

cially undetdeveloped Its expotts wete raw materials, e g., hides,
. metals, fish, and above 2ll, wool, which was purchased by the highly

;'i'._'__:dewlopcd cloth industty of Flanders From abroad came manufac-
- wared articles, such as Flemish cloth, copperware, etc. This import and -

export trade was in the main in the hands of foreign merchants from
Italy and the Hanse The Hanseatic traders had a latge factory[1] in
London; as it was their ships which conveyed commodities in and out
of England, the latter was hampered from developing her own

| _ shipping. When English merchants ventured onto the Continent

(which was not often) it was ptimarily to putchase wool in Flemish

- rowns—first at Bruge and later, from the 16th centuty onwards, at

Antwerp, whete they had their own factory _

Under these conditions, there was no wealthy native merchant class,
and the countty was poor in moncy capital. The English govern-
ment—at least to the end of the 16th century—regarded foreign trade
with the wealthier nations ptimatily from a f7sca/ perspective Duties
-wete levied upon imports and expotts alike; especially the export of
wool: Every single transaction between English and foreign merchants

"~ was subject to sttict stave control, first to assute that the treasury
- received the apptoptiate dusies, and second to guarantee that zo

. money was sent out of the country With the government always short

: . of funds, constantly having either to debase the coinage or to resort to

. loans in order to keep the tieasury solvent, the outflow of precious
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metals was a source of déep'apptéhcnsion given the state’s shottage of -
money capital The export of gold and silver was strictly forbidden

‘According to the ‘Siatutes of Employment’ foreign merchants who
- brought commodities into England were obliged to spend all moneys -

received from selling them upon the purchase of other commodities
inside the country As soon as a foreign trader journeyed into Engiand
he was put undet the conttol of a respected local resident who acted as
his ‘host’. . The ‘host’ kept a shaxp watch over all transactions carried
out by the joutneving ‘guest’ and enteted them into a special book.

~ The ‘guest” had a maximum of eight months to sell all his stocks and -

use his receipts to buy English commodities. Any attenpt by a foreign
merchant to evade the ‘host’s’ control resulted in imprisonment.
Duting the second half of the fifteenth century the system of ‘hosts’
gave way to one of control exercised by special govcmmcnt inspectots
and overseers [2]

Irwasone thing to putan embar go upon the export of precious mctals
out of England. Care still had to be taken to attract these metals into
the country from abroad. To this end the law obliged English traders

" expotting commodities to tepatriate a specified pottion of their

receipts in hatd cash In order that the government would be able to

maintain control over the foreign transactions of its merchants it

allowed them to expott their commodities only to certain continental
towns(the so-called ‘szaples’ )[3] For instance, in the eatly pate of the
14th century English wool could be exported only to Bruges, Antwerp,
Saint-Omer, and Lille. In these ‘staples’ the English government
installed special officials whose job it was to oversee all transactions
between English and foreign traders and to see to it fitst, that the
cotrect amount of duty was paid to the English treasury, and second,

“that a portion of the receipts taken in from the sale of English

commodities was designated for despatch back to England, either as
metal or as foreign coinage.

Eatly mercantilist policy was, therefore, primarily fasca/ policy,
whose over-tiding aim was to enrich the treasury, either directly,
through the collection of import and expott duties, or inditectly, by
increasing the quantity of precious metals present within the country
(here, to0, the intention was to make possible a rise in state revenues
in the future) On the one hand, the ‘Statutes of Employment’
forbade foreigners from exporting hatd currency out of England; on
the othet, the creation of the ‘staples’ inevitably promoted the inflow
of money from abtoad To see that its laws were complied with the
state had to regulate the activities of both English and foreign traders
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strictly and rigidly, and exercize meticulous supetvision over each and
C\'(ery commercial transaction, be they conducted inside or outside
England’s bordets By blocking gold and silver from going out of the
country and by attracting these metals in from abroad, catly mercantil-
ist' policy was directed towatrds umproving the nation’s monetary
balance and can therefore be designated as a monetary balanie Wy3ten:

n “—As commetce and industty developed, this policy began to hinder
*. the turnover of trtade The controls that it éntailed could be main-

tained only so long as foreign commercial deals were not overly
numerous, were done in hatd cash, and wete confined in theit

. . majority to trapsactions with foreign traders who had come to
. - England. While England’s principal export was its wool—famous for
its superior quality and enjoying 2 monopoly position on the market—

the ban on exporting commodities othet than to the ‘staplet’ imposed
little saciifice on English metchants The money balance system

cottesponded to 2 level of foreign trade that was pootly developed, =

concentrated in the hands of foreign merchants, and limited over-
whelmingly to the expott of raw materials The futute development
“of English trade and industry during the 16th and 17th centuries led
inevitably (as we will see latet on) to 2 break with the outmoded
money balance system and to its replacement with a2 mote advanced
" metcantilist policy, the so-called &alance of trade systemz.

Qves the cousse of the 16th and 17th centuries the basis of
England’s exports gradually shifted from rew marerials (wool) to the
export of finushed products (cloth) England's cloth industry had
started to enjoy a rapid development as fat back as the 14th century,
when rural weavers in Flanders, prevented from pursuing their craft by
the urban guilds of their own countty, moved to England Weaving
established itself there as cottage industty, situated in rural localities
and free from any subotdination to guild regulations. The English
wool that had heretofore been exported to Flanders for working up
now began to be processed pattly 1n its countiy of origin  In the 16th
century there was a teduction in the export of raw English wool
and a sharp growth in the export of unfinished cloth * Deptived of
English wool the Flemish cloth industty now began to fall into decline,
~ and by the start of the 17th century had alteady ceded fitst place to
England Whilé¢ in earlier times the main item of English exports had
“been wool, that role now passed to cloth

~. "Up until the middle of the 17th century English cloth was exported unfinished;
finishing and dyeing were casried out in Holland and France
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The export of English cloth abtoad became the province of a special
trading company, the Merchant Adventurers, whose activity expanded
thtoughout the 16th century . English cloth required new matkets, to
which end the Merchant Adventurers wete granted the right to
conclude independent trade agreements and to export cloth to new
foreign matkets The old monopoly of the ‘staples’ was thereby
broken By the close of the 16th century-the English merchants no
longet sat at home with their commodities, or in the continental
‘staple’ towns, awaiting the arrival of foreign buyers. No longer could
they sell simply the raw materials (i ¢ wool) which they monopolized;

. they had to sell finished goods (cloth), and for this they had to

maintain a strong competitive position on the wotld market against
the cloth of other countries, especially that of Flanders. What now
began was a struggle fot domination over the world market and the
elimination of foreign competition. To win out, English traders
abandoned their passive role in commerce for an active one—they
started conveying their own commodities in their own boats to far
flung matkets teturning with the goods they had putchased—particu-
latly from the colonies English ships were now dispatched across the
Meditertanean in search of Eastern products; factoties were established
in Venice and Hambusg. The Italian and Hanseatic merchants in
England had their monopoly broken up: in 1598 the Hanse traders’
factory was shut down by the English government and the merchants
themselves expelled from the councry

As English merchants now ventured forth onto the world's markets,
the coupuy was forced to purue an active colonial policy The
wealthiest colonies had already been seized by other states, namely
Spain and Portugal. With time Holland, and to some extent France
acquired sizable colonial possessions The encire history of England
from the 16th to the 18th centuries is a history of its struggles with
these nations for commercial and colonial superiotity. Its weapons in
this sttuggle wete the founding of its own colownies, commercial
treattes, and wars The English fitted out thelr own expeditions to
India, whete they established the factories that were to mark the

 beginning of their domination ovet that countty At the end of the 16th

centuty they founded a2 numbet of colonies in North America which
were eventually to form the United States of Ametica England fotced

het way into the colonies alteady held by other countties, partly o
--through illegal contraband, partly by means of commercial agree-

ments It was the latter that gave the English the tight to send their
ships into the Portuguese colonies in India and to expotc theit cloth to
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Portugal With her mote dangerous adversaties England waged war
" after bloody war. The end of the 16ch century saw England emerge
.~ victorious from her wat with Spain, whose navy, the indomitable
' Armada, was completely and uttetly routed in 1588. England’s main
rival in the 17th century was Holland, who possessed the world’s
scrongest metchant fleet and a flourishing commerce and industry
"The 17th centuty for England was the centuty of its scruggle against

the Dutch while the 18th was taken up with its struggle against.

the French Of the yeats extending from 1653 to 1797, England spent

66 of them engaged in naval wars The outcome was that England

. emerged as the wotld’s mlghtxcst seafaring and colomal commcxcxal
powet.

" 'Thus the second half of the 16th ccntury brought with it profound

changes in England’s domestic economy: raw materials (wool) began

to lose theix dominant position in English exports to finished products

- {cloth); the importance of foreign trade in the national economy grew

~immensely. England developed her own wealthy commercial bous-
_.geoisie who, as buyers up, partially penctrated industry The pros-

petity enjoyed by foreign trade was accompanied by the tise of

.- shipping and industty, as cottage industty replaced the guild crafts.
Compared to commerce, however, the role of mdustrial capzm[ was
stll extremely modest: 11 had not vet outgrown the primitive form of

the capital of the buyer up, and its penetration of production was.

primarily limited to those branches of production which either worked

o directly for expors or were tied closely to the export twade The
- aggtandizement of bourgeors moneyed intetest at the expense of the

landowners inevitably found itsclf reflected in state policy The
~ boutgeoisie increasingly tried to extend its influence over the state and
use it to accelerate che transition from a feudal to a <apitalist economy.

The two English revolutions of the 17th centuty wetre themselves |

- graphic exptession of the bourgeoisie’s aspirations For its part the
~ state had an intetest in tapidly developing tade and industty as a
-~ means of enhancing its own power and enriching the treasuty And so
the money balance system, that old, outmoded set of restrictive,
- essentially fiscal measutes, gradually gave way to the state’s interven-
tion on a btoad ftont, as it actively fostered the growth of caprralisz

. trade, shipping, and export mdustry with the aim of consolidating

~-England’s position on the world matket and doing away with her

- foreigh competitors,

- Fully-fledged metcantilism was above all a policy of proz‘ectzom;m
. Le, the use of customs polictes to stimulate the groweh of native
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industry It was protectionism which was to speed up England’s

transformation from an agricultural to a commercial and industril
nation. Customs dutics now statted to be used to futther economic as
well 4s fiscal ends Previously, the government had, for fiscal reasons,
fevied duties indiscriminately upon every type of export item; now,
howevet, the state began to differentiate between rsw materials and

Jfenished products. To provide English industty with the cheap raw

materials it required the government either raised their duties or
fotbade theit export altogether. In the years when corn prices went up
neither corn nor other agticultutal products could be sent out of the
country. On the other hand when it came to finished goods, the state
encouraged their expott by every possible means, exempting them
ftom dutiés or even offering an expott subsidy. The same type of
discrimination—though in the reverse direction—applied to im-

"ports The impott of wool, cotton, linen, dyestuffs, leather, and

othet raw materials was hot only freed of customs levies, but even
subsidized, and otherwise encouraged Conversely, the impott of
foreign finished products was either banned or subjected to high
tatiffs. Such a customs policy meant that native mndustry was to be
shielded to the detriment of agriculture, which produced raw mater-
#z/s It must be added that in England, where capitalism was quick to
penetrate into agriculture and where part of the landowning class
formed a bloc with the boutgeoiste, the government endeavoured to
pursue policies favourable to farming. But in France, where agri-

culture was sull feudal, the crown (especially under Colbert) often
utilized mercantilist policy to win to its side the merchant and
industrial bourgeoisic as allies in its struggle against the feudal
aristocracy _

Insulated from foreign competition, English commercial and

industrial capital was able to acquite 2 monopoly Hold not merely over

the home matket, but ovet zhe colonies, as well. A law entitled the

‘Navigation Act,” issued by Cromwell in 1651, prohibited the export
of colonial products from Britain’s colonies to any country other than
England; in like mannet, commodities could be deliveted to the
colonies only by English traders using either Eaglish or colonial ships.

- The same act established that all commodities imported into England

had to be catried either by English ships or by ships belonging to the
country whete the commodities wete ptoduced This latter provision
was ditected against the Dutch, whose shipping, at that time, serviced
a latge share of the world’s transport and had eatned that country the
ticle of ‘The Catriets of Europe’ The Navigation Act dealt a staggering
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‘blow to Dutch shipping and did much to stimulare the growth of

England’s merchant navy
The policies of the late mercantilise petiod, geated as they were to

expanding foreign trade and to ptomoting the development of

shipping and the export-oriented industries upon which that trade
depended, cotresponded to a higher level of merchant capitalist
development than did the policies of mercantilism’s first phase In
~contrast to early mercantilism, where exports were limited to 2 small
“number of ‘staples’, developed mercantilism was expansionist, aiming

‘ at the maximum extension of foreign trade, the seizure of colonies,

‘and hegemony within the wotld market Early mercantilism exercized
rigid contiol over each individual commercial transaction;, late mercan-
~ tilism restricted its regulation of trade and industy (both of which
were growiag rapidly) to a broadet, narional scale Eatly mercantilism
was concerned to regulate directly the movement of precions metals in
and out of the country; late mercantilism sought to achieve this same
" end by regulating 252 exchange of commodities between the home
~ country and other nations The late mercantilists in no way relinquished

“the desite to attract the maximum volume of precious metals into the
countty: the state aspired first and foremost to improve the condition
of government finances; the merchant class looked upon a gteater
-mass of precious metals as a necessary condition for the stimulation of
commercial turnover; and, finally, the /Jendlords hoped thit an
abundance of money would raise prices on agricultural produce and
lower the rate of interest payable on loans. All these different class

. intetests helped nuttute and sustain mercantilist belief in the need to

attract money into the countty. Bue the late mercantilists understood
that the inward and outward flows of money from one country to
another ate the consequernce of commodity exchange between them,
and ready money comes into a nation when its commodity exporrs
exceed its imports And so they saw a positive balance of trade—
guaranteed by the forced export of commadities and curtailment of
" . their import—as the best means for achieving a favourable monetary
~ balance The entire protectionist system was directed at improving this
balance of trade: it imited impotts of foreign goods and, through its
..colonial policy and its ability to provide cheap raw materials and cheap
labout, etc , it helped make native industty competitive on the wotld
- market By way of distinguishing it from the ‘money balance system’

“* of eatly mercantilism, late mercantilist policy can be termed ‘2 balance

 of trade system’
_-Although this transition from eatly mercantilism to the system

34 | M‘_eraamf/z_ism and its decline

based on the balance of trade testifies to the tise of commercial and
industrial capital, the lacter wete still not strong enough o give up the
state’s tutelage and do without its assistance. Mercantilist policy went

. hand in hand with state regulation of all aspects of national economic

life. The state interfered in trade and industty with a barrage of
measuses designed to steer these in the desited direction (duties or
proh1b1t1ons on imports and exports, subsidies, commercial treaties,
navigation acts, etc.). It imposed fixed prices paid to working bands
end on articles of subsistence and forbade the consumption of atticles

of luxury. It granted specific individuals or trading companies.

monopoly nght over trade or industtial production It offered
subsidies and tax concesitons to entrepenéurs and sought out expet-

~ienced mastet ctafismen for them from abtoad Later on, at the end of

the 18th century, this policy of comprehensively regulating economic

life was to elicit violent opposition ffom the tising and newly-consoli- .-

dated industtial boutgeoisie, but duting the epoch of eatly capicalism,
when it cortesponded to the interests of the comanercial bourgeoisie, 1t
found complete and total support amongst the ideologues of that
class—the mercantilists '

1 The tactories were walled self sufficienc eeading settlemears where foreign mer-
chants would be housed and from which they would transact theit business. Quite
often all of the merchants coming from outside the town in guestion would reside
within the same physical seitlement At the same time. however they became the
statting point for many af the new merchany associations that were coming into
being at this tme

2 Much of this control fell to the Justices of the Peace. who had a wide range of
powets to tegulate commetce wage rates €t on a country-wide. and not simply
2 guild-town basis '

3  The Staple pelicy was more than just a means of channelling and restricting trade;
since it provided a monaopoly over the local market for any merchant company to
which it was granted, it became a right jealously soughe after from the crown
Rubin s usage here obscures the actual origin of the institution, as a means by
which particular towns would attempt to estzblish themselves as 1rading centres by
becoming the ptinciple ‘place of contract' (as the Italians termed it} for wrade in

various commodities Once accomplished as in Bruges and Antwerp, which used . %

their staple policy to build themselves into large market centres atcempr would be
made to use this concencracion of ceade to foster local crafts and commerce




'CHAPIER THREE

The General Features of
Mercantilist Literature

o The age of early capitalism also saw the bitth of modern economic
- science. Admitredly, among the thinkets of @ntiguity and the mziddle
ages one can already find teflections on a tange of economic questions
* But the economic considerations of such ancient philosophers as Plato.

" ot Atistotle wete themselves a reflection of the ancient slave economy,

just as those of the medieval scholastics reflected the economy of
‘feudalism For both, the economic ideal was the self-sufficient,
| ‘consumer economy, whete exchange was confined to the surpluses
roduced by individual economies and was cattied out 77 #etura. Fot
..~ Azistotle, professional commerce conducted wich the aim of earning a
" profit was a calling that went ‘against nature’; to the medieval
“scholastics it was ‘immoral’ Thomas Aquinas, the well-known Canon-
ist writet of the 13th century, cited the words of Gtatian about the
" sinfulness of trade: ‘“Whosoever buys a thing . in otder that he may
gain by selling it again unchanged and as he bought it, that man is of
" the buyers and sellers who ate cast forth from God’s tempie. ’[1]
Thus it was with great abhortence that ancient and medieval thinkers
- looked upon usuter’s capital, under the impact of which the break up
" of natural economy was to take on an even faster tempo During
the latter half of the middle ages a numbet of church decrees wete
- issued which totally prosctibed the levying of intetest upon loans, and
. which threatened usuters with excommunication,
- As capitalism developed these medicval atutudes towatds economic
- activity became obsolete. The early ideal had been the self-sufficient

- natural economy; now the nascent bourgeoisie and the crown were

seized by a passionate 2hwst for money. Formetly professional

- commetce had been considered a sin; now foreign trade was looked

-upon as the main source of @ nation’s wealth, and all measures wete

~applied in the effort to expand it In previous times the collection of

- intetest had been banned; now the need 1o develop trade and the

growth of the moncy economy meant that either ways were found o
:cludc these proscriptions or they were done away with.
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- The new economic views, cortesponding as they did to the interests
of an infant capital and commercial bourgeoisie, found their propo-
nents in the mercanizlists This appellation is used to designate a vast
number of writers of the 16th to 18th centuries who lived in the
different counties of Europe and dealt with economic themes. The
volume of their writings was enotmous; 2ithough many wete of only
topical interest and are no longer remembered - Not can 1t be said that
all mercantilists professed to ‘mercantilist theoty:’ firstly because they
wete by no means in agreement on all issues, and secondly because
nowhere in their wotks is there to be found a unified ‘theory’ thar

- embtaces all economic phenomena. The tenor of mercantilist. litera-

ture was- more pracical than theoretical, being overwhelmingly
devoted 1o those specific guestions of the day that had been thrown up
by the development of early capitalism and which urgently demanded-
a practical solution. The enclosure of common lands and the export “of
wool; the privileges of foreign traders and the monopolies granted to
trading companies; the prohibitions on the expost of precious metals
and the limits placed upon intetest rate levels; the standing of the

" English cutrency regarding that of other countries and fluctuations in

ts rate of exchange-—these wete ail issues of vital practical concern to
the English merchant bourgeoisie of the time and formed the main -
preoccupation of English mercantilist literature—the most advanced
in BEutope

Like the topics themselves, the conclusions arrived at in mercantilist
writings were primatily practical in their otientation These were not
armchair scholars, divotced from real life and dedicated to the
discussion of abstract theotetical problems Many amongst them took
an active part in practical affairs, as merchants, as boatd members of
trading companies (e g, the East India Company), ot as trade ar
custorns officials They approached the problems with which they wete -
concerned not as theoreticians seeking to uncover the laws of economic -
phenomena, but as practical men who sought to 2zfluence the course
of economic life by enlisting the active assistance of the state. Much
mercantilist writing consisted of partisan pamphlets, urgently defend-
ing or refuting particular state measuces from the standpoint of the
intetests of the merchant bourgeoisie. But to do this, to be able to
justify a particulat practical policy, they had to prove that what they
advocated was in the interests of the economy, and hence they were
compelled to trace the causal connection between different cconom:c
phenomena And so in this gradual halting fashion, thete grew up, in
the form of auxiliary tools to assist in the resolution of #ssues refated to
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economic policy, the firse frail shoots of a theotetical investigation
into the phenomena of capitalist economy—-the shoots of what was to
become the contemporaty science of political economy

We noted eatlier that mercantilist policy was the exptession of the
- union between the crown and the developing merchant bourgeoisie,
and that it depended upon the relative strengths of the two social
forces involved in this temporary bloc as to whether mercantilism
became buteaucratic or bourgeois-capitalist in character. In backward
countties such as Germany, whete the bourgeoisie was weak, it was the

- bureauctatic side which predominated; in the advanced countties, of

-which England was the most notable, its capitalist side won out. In
correspondence with this state of affairs German metcentilist literature
primarily bote the outlook of bureaucratic officiaidom, while in
England it reflected that of commerce and trade . To use the highly apt

~desctiption given by one economist, Getman mercantilist works were

in the main written by officials for officials; those in England, by
-traders for traders, In backward Germany, where the guild system
hung on tenaciously, thete was a splendid floweting of ‘Cameralist’
literature, dedicated mostly to questions of financial management and
the administrative control over economic life. In England thete grew

up out of the discussions around questions of economic policy the -

precursors of those theotetical ideas that were later to be taken up and
developed by the Classical school It will always be the literature of the
commercial-merchant school, which was the most advanced and
charactetistic body of mercancilist literature, that we have in mind
Receiving its cleasest formulation in England, *it exetted the greatest
influence upon the future evolution of economic thought.

The ‘merchant’ character of mercantilist literature was manifested in
its consistent defense of rising rherchant capital, whose interests were
identified with those of the state as a2 whole The mercantilists
strenuously emphasized that the growth of commetce was of benefit o
all sections of the population ‘When trade flourishes £be incomze to
the crown is augmented, Jands and rents ate imptoved, navigation
incteases and the poor people find work If trade declines, all these
decline with it '[2} This formula of Misselden’s (from the first third of
the 17th centuty) was intended to affitm that the interests of the

-~ commercial bourgeoisie coincided with those of the other social forces

of the time: the crown, the landlords, and the working class The

-"Besides the waorks of the English mercantilists, [zafian mercantilist literature of the 16th
to 18th centuries is also of considerable interest especially in its discussion of monetary
- citculation. ’ .
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attitude taken by mercantilist literature co these different social groups
reveals clearly how closely tied it was to the class interests of the
merchant bourgeosie. ' '

Thus the metcantilists came out as advocates of a close atliance
between the commercial bourgeoisie and the crown The abject of
_their concern was to increase ‘the wealth of king and state,” and to
foster the growth of ‘trade, navigation, stocks of precious metals, and
royal taxes’; they assetted chat if the countcy had a favourable balance
of trade this would make it possible for the royal treasury to
accumulate greater sums of money. Along with this they insistently
repeated that the crown could inctease its tevenue only whete foreign
trade grew—i e. whete thete was 2 growth of boutgeois incomes * - A
King who desires to lay up much mony must endeavour by all good
means to maintain and encrease his forraign trade, because it 1s the sole
way not only tolead him to his own ends, but also to enrich his Subjects
to his farther benefit’ {Thomas Mun, wtiting in the first thitd of the
17th century) The money accumulated by the state treasuty must not
exceed that level which cotresponds to the volume of foreign trade and
the nation’s income QOtherwise, ‘all the mony in such a State, would
suddenly be drawn into the Princes tteasute, wheteby the life of lands
and atts must fail and fall to the in both of the publick and private
wealth * An economic collapse deptives the crown of the ability to
putsue the profitable undettaking of ‘Heecing its subjects "[3] Thus
the crown 1tself has every interest in actively employing measutes to
assist the growth of commetce, even where this acts to the temporary
deuiment of its fiscal interests, for instance when it is a case of
lowering customs duties ‘It is needful aiso not to charge the native
commodities with too great cistomes, lest by indearing them to the
strangets use, it hinder their vent' {4] Mun).

While the mercantilists wanted to make the crown an active ally
of the merchant boutgeoisie, they could entertain no such hopes
towatds the landowners They knew that the measures they were
‘advocating often provoked the disatisfaction of the landlotds; they
nevertheless endeavouted to allay this discontent by pointing out that
the growth of trade brings with it 2 risc in the ptices of agticultural
produce and thus also in rents and the price of land. ‘For when the
Merchant hath a good dispatch beyond the Seas for his Cloth and
other wares, he doth presently teturn to buy up the greater quantity,
which taiseth the price of our Woolls and other commodities, and
conscquently doth improve the Landlords Rents. And also by this
means money being gained, and brought more abundantly into the
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- Kingdom, 1t doth enable many men to buy Lands, which will make
‘them the deater’ (Mun) {5] With arguments such as these" the
plenipotentiaties of the young bourgeoisie attempted to interest fhe
landlord class in the successes of commerce; this did not, however,
mean that they tuined a blind eye to the conflict of intetests that lay
between them The metcantilists had already given the landownets
advance warning that the interests of trade and export industties
~would have to be placed before those of agriculture and the produc-

© tion of taw matetials ‘And forasmuch as the peaple which live by the

Arts ate far more in number than they who are masters of the.fri;its,

- we ought the mote carefully to maintain those endeavours of the
~ multitude, in whom doth consist the greatest strength and tiches both

of King and Kingdom: fot where the people are many, and the atts

good, there the traffique must be great, and the Coumtey tich’ [6)
(Mun) In later mercanulist literatute one can find a sharp polemic
between tepresentatives of the financial bourgeoisie and those of the
landownets over the level of intetest that should be charged on loans *

Thete was one question, howevet, over which the interests of both
classes still coincided and showed no sign of divergence: the exploi-
tation of the working class. The throngs of landless peasants and
ruined craftsmen, the declassed vagabonds and homeless beggars
thrown up by the break up of the tural economy and guild handi-
crafts were a welcome object of exploitation for both industey
and agticulture The legal limit placed upon wages on the whole won
the lively approval of landlord and bourgeois alike The mercantilists
nevet ceased to moan about the ‘indolence” of the workers, ot about
their lack of discipline and slow adaptation to the routine of industtial
labour I bread is cheap, the wotker wotks only two days a week, or
however long it takes to assure the necessities of life, and the rest of the
time is free for carousing and drunkenness To get him to labout on 2
constant basis and without intettuption he must, over and above state
compulsiqn, be ptompted by the biting lash of famine and necessity—
in short, by the compulsion of the high piice of corn. Ar the start
of the 19th century the English bourgeoisie battled with the land-
lords to diive down the price of cotn and, in so doing, the price of
labour power as well But in the 17th century many English mercantil-
1sts found themselves in complete agreement with the landowners in
advocating high coin prices as a means of compelling the workers to
toil They even advanced the patadoxical claim that dear corn meakes

" See Chapter Six below
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Iabour cheap, and vice vetsa, since dear corn would cause the worker to

apply himself with greater exertion _
Accordmg to Petty, writing in the second half of the 17th century:’
‘It is observed by Clothiers, and others who employ great numbers

of poor people, that when Corn is.extremely plentiful, the iabour of

the poor is propottionably dear: And scarce to be had at all (so
licentious are they who labour only to eat, or rather to drink).’{7] It
follows frorm this that ‘the Law that appoints such Wages . should
allow the Laboutet but just whetewithall to live; for if you allow
double, then he wotks but half so much as he could have done, and
otherwise would; which is a loss to the Publick of the fruit of so much
labour.’ (8] For Petry thete is nothing unjust about ‘limiting the wages -
of the poor, so as they can lay up nothing against the time of their

impotency and want of work’ {9] The public, in Petty's view, must -

undettake to provide for those unfit for wotk; as for the unemploycd :
they. should be set to work in the mines, on the construction of roads
and buildings, etc , 2 policy to be recommended because it will ‘keep
their mindes to dxscxplmc and obedience, and theit bhodies to a
patience of morte profitable labour when need shall require it [10) In
their advocacy of the interests of youthful capitalism and theit concern
for the conquest of forcign markets for English traders and exporters,
the mercantilists were naturally preoccupied with the mobilization of
an adequate core of disciplined and inexpensive working hands. The
mercantilists advocated something akin to 2be won law of wages—
albeit only in embtyonic form However, consistent with the general
nature of their docttine, this law does not as yet appear as a theotetical
proposition, but as a practical prescription: the mercantilist view was
that a worket's wages must #ot exceed the minimum nccessary means
of subsistence.

The commercial-merchant standpoint of English mercantilist litera-
ture, which so clearly emerges in its attitude towards the different
social classes, also left its imprint upon the body of probjems—and
their solutions—with which it was concetned The view is often
expressed that merczntilist docttine is reducible to the declaration that
the precious metals are the sole form of wealth Adam Smith sharply
ctiticizes ‘the absurd notion of the mercantilists that wealth consists of
money’ . And yet such a charactetization is quite unjust They looked
upon incteases in the quantity of precious metals not as a source of a
nation’s wealth, but as one of the signs that this wealth was growing.
It is only the catly mercantilists whose intellectual hotizons remained
naively confined to the sphere of monetary circulation The late
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mercantilists, in putting forth the docttine of the ‘balance of trade,’

“uncovered the connection between the movement of the precious

metais and the overall development of trade and industry - There was
still much about their analysis of the interconnection between differ-

ent economic phenomena that was superficial, but it was nevertheless -

free of the naive notions of their forerunners and opened the way fot
future scientific development. We must now move on to describe the
content 2ad evolution of the mercantilists’ views

s
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- CHAPTER FOUR

The Eatly English Mercantilists

The attention of the first English mercantilists of the 16th and early
17th centuties was drawn to the cirewdation of money. Here decisive
changes were taking place that were wotking much to the disadvantage -
of btoad layers of the population, the merchant class in particulat. To
begin with, the influx of American gold and silver into Europe had

brought with it, as a martter of course, a revolution in prices: as

commodity prices went up so a genetal wail of disatisfaction and
complaint arose over the inadequacy of the supply of money
Secondly, as England was relatively mote backwacd than Holland, the
rate of exchange used in the tade between the two countries often
worked fo the detriment of Englard, so that one unit of Dutch
currency would exchange for a greater sum of English shillings It thus
became profitable to send English gold and silver coins of standard
value into Holland to be reminted. An export of teady money ouf of
England was obsetved, and with it spread the conviction that this was
the primary factor behind the universal complaint of a money
shortage

To the early metcantilists the intertelation berween the circulation
of money and the circulation of commodities was still unknown: they
had yet to comprehend that the deterioration of England’s rate of
exchange and the ensuing flight of teady money out of the country was
the inevitable result of an unfavoutable balance of trtade When these
men debated a topical issue they did so as practicioners with little
disposition towards sceking the ultimate causes behind it; and so it
Wi 05T oft "o thic realm of monetary c1rcﬁrf1on“rtsei-f‘t“ﬁ'm_

this was a common practice for rnonarchs all over Eutope, with thC
English ctown one of the worst offenders The Crown would fssue new
coins having the same face vaiue as the old coins, but containiag a
smaller amount of metal But since these new coins, though lighter in
weight than the old coins of standard value, were legally pegged at
their value, it became profitable to send the old money out-of the’
countty, either to be reminted or exchanged for foreign coin. The fact
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that bad money drives out good from domestic citculatics and forces it

“abroad was noted by Thomeas Gresham, one of the eatly mercantilists,

in the middle of the 16th centuty, and has since become known as

‘Gresham’s Law’. It was this debasement of English coins that the eatly -

mercantilists were prone to see as the reason for the English cuttency’s
depreciation against the Dutch (as indicated by the shilling’s detetior-
ating rate of exchange), and for the fact that precious metals were

 being exported. To do away with the evils of the debasement of the.
~coinage, the worsening tate of exchange, and the steady seepage of

money from the country the metcantilists advocated that the state use

coercien and intetvene ditectly into the sphere of monetaty circu- -

lation They demanded that the government issiue coins of szenderd
weight, and recommended that the rate of exchange be compulsorily
regulated (in other words, ptivate individuals would be piohibited
from buying foreign coins at mote than the fixed number of English
shillings) But what they dlamoured for wich still greater insistence was
a ban on the export of money from England and the adoption of strict
measuzes to stop the drain of precious metals. Their advice had no
effect. The state had neither the ability not the inclination to issue
coins of standard weight As for the test of the mercantilists’
tecommendations, these were merely an acempt to reinfotce o
revitalize traditional government practices that had already become
outdated. The state had previously imposed a tigid prohibition upon
_expotting money from England. Similarly, ic had endeavouted to peg
the rate of exchange and to regulate it through ‘royal money changers’
who would exchange foreign for English cusrency at a fixed rate But
these efforts were powerless in the face of the elemental laws of
commodity and monetary circulation, laws which still Jay beyond the
- petceptions of the eatly mercantilists

QOne of the outstanding relics of mercantilist ideas from this early

period is a work entitled A Compendious or Briefe Exammation of

Certayne Ordinary Complants, of Divers of Qur Country Men in
These Our Days, which appeared in 1581 undet the initials, ‘“W.S " At
one time the author was thought to be none other than William
Shakespeate, but general opinion came to ascribe it to William
Stafford. Mote tecent studies have established that the book, though
published in 1581, was actually written in 1549 by John Hales, and in
our discussion we will designate it as the work of Hales (Stafford) [1]

The wotk is wtitten in the form of a conversation between the
representatives of different classes of the population: a knight (or
landowner), a farmer (or husbandman), a merchant, a craftsman, and
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a theologian It is obvious that the latter expresses the views of the
author 1n his attempes to teconcile the interests of these social classes
All those engaged in the debate bemoan the high level of prices, with

each attempting to pass the blame off onto the representative of -

another class From the knight we hear that merchants have raised
prices on commodities so high that the landowners are left with the
statk choice between abandoning their holdings or shlftmg from
cultivating the soil to the more profitable line of raising sheep The
farmer-husbandman complains about the enclosure of grazing lands
and the higher rent that he must pay to the landlords. The merchant
and the craftsman ate agrieved by the upwatd trend- in workers’ wages

~ and by the fall off in trade

The theologian, seeking to bridge the interests “of the vatious
parties, lays before them the general causes of the growing impover-
ishment of the reaim: the debasement and deterioration of the English
coinage and the export of ready money consequent upon it Old
English coins of standard value are rapidly moving out of the countty:’
‘every thing will go whete it is most csteemed; and thetefore our
treasure thus goeth over in ships.’ What is more, this detetioration in
the wotth of the coinage has caused imported commodities to become
vastly more expensive—their prices having tisen by a full third
Foreign merchants assert that they are selling their commodities at no
greater profic than before, bur that they ate compelled to raise theit
prices by virtue of the erosion in the value of English coin. Qur coin, as
is known, is priced not ‘by its name but esteemed both [by thelvalue
and quantity of the stuff it was made of '{3] On the other hand, the
prices on commodities which foreigness purchase within England have
risen to a lesser extent. We sell our own produce, in the main out raw
matetials, cheaply, and foteigners work them up into industtial wates
which are sold back to us deat Thus, from English wool, foreigners
fashion cloth, coats, shawls, and the like; from English leather they
make belts and gloves, and from English tin, spoons and dishes, all of
which articles are then imported back into England. ‘“What grossness
be we of, that see it and suffer such a continual spoil[age] to be made
of our goods and treasure  ’ ‘They do make us pay at the end for our
stuff again; for the stranger custom,(4] for the wotkmanship, aad

“colours, and lastly for the second custom in the return of the wares into

the tealm again; whereas with working the same within our Realm,
our own men should be set on work at the charges of the strangers;[5]
the custom should be borne all by sttangers to the kinge: and the clear
gains to temain within the Realm,'[6]

Thus where foreign trade is characterized by the export of raw
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materials and the import of expensive finished products, it will
become @ pump for wringing money out of the country This applies

~ fot the most part to the import trade In dealing with industrialists

and merchants one has to diffetentiate between three types: vintners,
milliners, and uaders in impotted commodities {e g., those from the
colonies), who send money out of the counuy; 2 second group,
" comprising butchers, tailors, bakers, and other such entrepreneurs,
who both teceive and spend theit money inside the country; and

finally, a thitd group, who wotk up wool into cloth and process

leather As this third categoty works fot the export market and attracts

money into the country, it warrants che patronage and encouragement
" of the Crown It is necessaty to encourage the domestic processing of

English taw materials, to which end it is advisable either to prohibit 6t
inhibit the export of unprocessed raw marterials, and to put a ban on
the import of finished products manufactured abroad It is mote

profitable to purchase our own manufactutes, even though they be

dearer in ptice, than to buy foreign ones. Hales (Stafford) gives the
following example to illustrate his view that native industty demands
protective catiffs o gain an implaneation: One day [ asked a book-
bindet ‘why we had no white and brown paper made within the
Realm, as well as they had made beyond the Sea Then he answered

me that thete was papet made 2 while {back] within the Realm. At the

last, said he, the man perceived that made it that he could not [af]ford
his papet as good cheap as that came from beyond the seas, and so he
was forced to lay down [the] making of papet. And no blame to the
man; for men would give never the more for his paper because it was
made here; but I would have either the paper stayed from coming in,
of else so burdened with custom thar, by the time it came hither, our
men :mght afford their papcr better cheap than strangers might do
theirs .’ [7]

Hales (Stafford) is a typical tepresentative of that early mercantilism
which grew out of the backward economic condicions of 16th-centuty

England Through the pages of his book we gain a glimpse of a-

relatively underdeveloped country, which exporis primarily raw mater-
1als and imports finished manufactures, and suffers under the weight
of the foteign metchant. More than anything else it is monetaty
. phenomena that attract his attention: for him the soutce of all evil is

the debasemeny of coin and the export of money. As he sees it, .
England grows poor because foreigners ship its money out of the

countty, while othet nations grow rich from its influx The reason fot
this outflow of money is the unfavourable rate of exchange of

England’s currency; thus to halt it requires first, that coins be issued of-
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standard value (s0 as to give stability o the exchange rate), and
second, that thete be a reduction in the import of foreign-made

finished goods And so Hales (Staffoid) advocates that appreciation of

the coinage be accompanied by measures leading to an improvement
in the balance of uade: “We must ar all times endeavour 1o puichase
ftom strangets no more than what we sell to chem; for otherwise we
make outselves poot and them gich’ But unlike the liter mercantilists;
who wete to discover that fluctuations in the rate of exchange have a
regular and law-detetmined dependence upon a positive or negative
balance of trade, Hales’s (Stafford’s) ‘Monerarist’ tdeas led him to
tevetse the conceptual connection between these two phenomena: in
his understanding, debasement of the commage produces @ deterior-
ation in England’s rate of exchange; from this ensues a general rise in
the prices of foreign commodities which then aggravates England’s
negative balance of ttade. What separates him further from the later
mercantilists is that he looks not so much to a stimulation of English
expofts to imptove the balance of tade (he even demands their
curtailment, insofar as they consist of raw materials), but rather to a .
contraction in the number of foreign goods brought into the country
Such a conception cottesponded well 10 a period when English
capitalism was undeveloped and in transition, and when the English
boutgeoisie, already demanding a cutback in the export of taw
materials, could not yet hope to find ample markets abroad for the
products of its own industey. This was an age of #efensive, rather than
aggressive protectionism: Hales (Stafford), fot whom the dteam of the
mititant acquisition of foreign matkets for English manufactures did
not yet exist, had as his ideal a native industty that would gain
sufficient implanrtation to work up the raw matetials of its own country
and push the wares of foreign industty out of the English matket
One can find these carly mercantilist ideas even amongst such
figures as Messelden, Malynes, and Mills, all of whom wrote duting the
first part of the 17th centuty Lacking any undetstanding of the
dependence of the rate of exchange upon the balance of trade, they
hoped to improve the former through direct measutes of state
compulsion Misselden counseled the gavernment to fix the tate of
exchange by relving on treaties with other states According to Malynes
the rate could be bolsteted and the export of money halted by
resurtecting the rigid restrictions of early mercantilism—for éxample,
the office of ‘royal money changer’ and its tight to compulsorily fix the
rate paid for foreign coins (i e, the rate of exchange), or the
prohibition against cradets paying foreignets in gold Mills even went
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so far as to protest against the abolition of the ancient monopoly of the
‘staples’. And while Misselden acknowledged these types of testric-
tions as outmoded, he levelled his own categorical objection fo any
and all exportation of money abroad This was the one point on which
all the eatly mercantilists concurred, and it exemplified the distinction
_between themselves and the mercantilists of the later petiod.

1 The work actuzlly attributed 10 Hales beats the title A Diconrse of the Common
Weal of the Realm of England. teprinted by Cambridge University Press 1893
The book attributed to Stafford published In 1581 under the cirle listed in
Rubin's text {the same cdition to which Marx refers in Volume One of Capiral)
differs slightly from the originzl and it is now assumed that “W.S., be it Stafford

or not. was the editor All quotations are from the Cambridge cdition of

A Disconrse of the' Common Weal Unlike the later mercantilist works we have
altered the spelling in the text to conform to modern usage. for the text would
have been quite incomprehensible otherwise We have not. however, ‘modernized’

the language Where insertions or changes have been necessary they are placed i in -

brackets [].

2 Hales. A Ducourse of the Common Weal p 79

3 Ibid p 102

4 1c  the customs levied by foreign countrics upon the 1mportanon of English
raw maretials

5 le. at forcigners expense

6 Wales A Discourse of the Common Weal pp 64.65

T Ibd pp 65-66

CHAPTER HVE
Mercantﬂlst Doctrine At Its Helght

THOMAS MUN

As English commerce and -industty developed, the cumbersome

restrictions of the eatly mercantilisc period proved, as we have already
-seen,* mote and more archaic; and were cither done away with or-
“allowed to maintain a mere formal existence, devoid of any of their

former practical content As soon as English merchants went in active

-quest of new foreign matkets for their commeodities the ‘staples’ wete

abolished. On the othet hand, once the English traders had managed
to displace those of the Hanse and Italy, they established their own
ditect connections with the Fast, where they purchased the produce of
the colonies But for this they had to send ready money out of
England, the old laws placing absolute proscription upon such
activities fell into disuse (although they were 1o remain officially in
force untii 1663). Where this especially applied was with the English
East India Comspany, which had built up a vase trade with India. The

- company carried out of India spices, indigo, textiles, and silks, some of

which temained within English borders, but much of which was
subsequently resold—at great profit—to other European countries
This cauying trade, whereby England acted as the middleman for
foreign produce, was exceptionally lucrative and necessitated the
export from England of large quantities of ready money The rtotal
mass of impotts into England from Indiz was greatet than the exports

Ervrmeniinid

L

?Hé'ﬁst India Company could have sustained its commercial activities.

Naturally, the Company was subjected, in its tuzn, to furious attack by
defendess of the old restrictive regime. Even at the close of the 17th
century the view was expressed that ‘the East India trade will be the
ruin of a large part of our industry unless something is done to ptevent
it'; in the early part of the century this conviction was neartly

* Qo Chanter Twa ahnue
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. univetsal. It was inevitable that if the partisans of the East India trade
. wete to matshall their aiguments against the blanket prohibition on
exporting money they would have to develop a critique of the
antiquated views of the ecatly mercantilists. To counter the old

‘monetary system’ they came up with a new theory of the 'balance of

trade * The new views received theit most brilliant expression in a book
" byamember of the East India Company’s board of ditectors, Thomas
o Mun (1571-1641), entitled England’s Treasure by Forraign Trade.

. Mun’swotk, which though written in 1630 was not published until 1664
- after the authot’s death, typifies mercantilist literatute more than any
.. othet, and was to become, in Engels's wotds, ‘the mercantilisc

¢« gospel "[1]

- Mun did not contest the previous doctrine abour the benefits
accruing to a nation from the acquisition of precious metals of, as he
- calledit, the muluplmauon of its-“treasutes * What he argues, however,

~ isthat such ‘treasures’ cannot be multiplied by rbe state tubing coercive
. .measures to regulate monetary circulation directly (prohibition on the
..~ export of money, a fixed exchange rate, changes in the metallic content

of coins, etc ) Whether or not there is an influx or outflow of pretious
metals depends exclusively upon whcﬁ:ﬁﬁ'%mzo“f“ adE Bpositive
orr negative “The ordinary means therefore to increase our wealth and

‘treasure 1s by Forraign Trade, whetein wee must ever observe this tule:
. tosell more to strangets yearly than wee consume of theirs in value For

suppose that when this Kingdom is plentifully served with the Cloth,

- export the overplus to forraign Countreys to the value of twenty two
hundted thousand pounds; by which means we are enabled beyond the
Seas to buy and bring in forraign wares fot our use and Consumption, to
the value of twenty hundied thousand pounds: By this ordet duly kept
inour trading, we may rest assured that the Kingdom shall be enriched
yearly two hundred thousand pounds, which must be brought to us in
so much Treasure.’[2]
: In other words, money will flow mnto the coz;m'fy as the result of 2
. positive balance of trade It tollows from this premise that if money is
to be drawn into the councry it will not be because of the cumbersome
regulations of eatly mercantilism, but the result of a2 comprehensive
economic policy ditected towards the promotion of expotts, shipping
and export-oriented industiies, as 2 means of improving the balance of
trade Cleatly, the balance of trade can be bolstered either by cutring
~*_back on the import of commodities or by expanding their export Here
° again, we note the fundamental difference between Mun and his

- Lead, Tinn, Iron, Fish and other native commodities, we doe yearly
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ptedecessors The metcantilists of the eatly period called fot a ban on

_the export of money and a reduction in the import of foreign

commodities; Mun, on the other hand, pins his hopes on the devel-
opment of England't commodity exports This difference in their
respective points of view was itself a reflection of England’s gradual
ttansition from 2 nation which impotts foreign manufactures to one

Sty

tepresentative of a fising_ merchan.ucapm] wh1ch,1s in the “the process ¢ of

“which exports: its own Mun, then, .appears on the scene as the
e i

T e s ot e Ay
acquifin ncw matkcts and is aspiting to cxpand its cxports Whereas

tB& ¢oncern of Hales (Stafford) was to gnard the domestic martket from
the flood of foreign wates, Mun's thoughts now centre on the
conquest of foreign matkets for England It is, of course, true that
Mun has nothing agaiast reducing the impottation of foreign com-

“modities; but he does object to the previous methods by which this

was achieved, namely direct prohibition Measutes such as these will
only provoke other counuiies to do likewise, much to the detriment of
English expotts: and it is after all the expansion of these that for Mun -

_1s the primaty objective

Mun urgently demands that export trade, shipping, and export
industries be encouraged and expanded. England must draw benefit
not simply from its ‘natzral’ produce, [ ¢ its taw matetials surpluses,
but also from ‘ar#eficial’ produce, that is, industrial atticles of its own
production and the commeodities imported from othet countries (e.g
India2) To this end there must be incentive, first to have raw materials
worked up by domestic industry and exparted as finished products,
and second to develop the carrying trade, whereby the ptoduce of
nations such as India is impotted in otdet to be resold to other
countties at a higher price This ‘rewotking’ of raw maternals and
‘resale’ of foteign commeoditics are extolled by Mun as the main
sousces of a nation’s enrichment

‘“We know that out own natutal wares doe not yield us so much
profit as out industty,” since the valuc of the cannon and tifles, nails
and ploughs is so much greater than that of the iron from which they
are wrought, and just as the ptice of cloth is higher than that of wool

" In consequence, ‘we shall find these Arts mote profitable than the

natutal wealth’, (3] and it is essential that they be sttongly encouraged.
What s needed is to win matkets for the export of ovt industrial
wates, but this is possible only if we can cheapen theit price. ‘We
may .. gain so muck: of the manufacture as we can, and also endeavour
to sell them deat, so far forth as the high price cause not a less vent in
the quantity But the superfluity of out commodities which strangets
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: uSe. and may also have the same from othcx Nations, of may abatc :

'-theu vent by the use of some such like wares from other places, and
with little inconvenience; we must in this case strive to sell as cheap as
possible we can, rather than to lose the urterance of such wares ’|4]
We have found from experience that by selling our coth: cheaply in

. Turkey we have been able-to greatly inctease its sale at the expense of

" the Venetians On the other hand, a few years back, when the
“excessive ptice of out wool caused our cloth to become very deat, we
momentatily lost half our foreign sales A cheapening of our cloth by
25% can raise oul sales by more than half, and though the individual
merchant incuts a loss because of lower ptices, this is moré than
© compensated for by the gain to the nation as a whole [5] The
" arguments here advanced by Mun as to the benefits dertved from: low
prices demonstrate the extent to which the English economy had been
ransformed from the mid-16th to mid-17th centuries The complaint
- of the eatly mercantilists had been that the selling price of English
cloth was 100 low; some amongst them had advocated steps 1o see that
. ptices on expotted commodities were raised. By the time we come to
_ Mun the situation had changed: the expott of rtaw matetials had given
. way to that of finished industtial products, and England was now
" faced with the task of expanding its export potential and displacing its
" pumerous competitors. Wherever it was not possible to get 2 mono-
" poly hold on the market foreign competitors would have to be
crushed through recourse to Jow prices *
The working up of raw materials and the expott of domestic
- manufactures could not be the only source of profit for the country:
there must also be res@le of foreign produce. Hete Mun's primaty

R _concetn Is to defend the cartying trade—especially that with the East

Indies—against the attacks of its opponents. The import of foreign
commodities and theit subsequent export and tesale to other coun-
tcies, atgues Mun, brings wealth to both the Kingdom at large and the
toyal treasuty Especially lucrative is the wanspott of metchandise from
such fat away places as the East Indies These colopial commeodities

"The need to lower prices in order to compete successfully on foreign markets was
advanced by the late-17th century mercantilists Child wrote: 'H it were 4 question of
trade alone we could, as the proverb states command any market we pleased But in the
© conditions that we currently find ourselvesin whete each nation endeavours to seize the
greatest passible shace of trade, it is anocher proverb that haolds good: whoever wishes to
profit oo much loses everything * {Eranslated from the Russian—D F ) D'Avenan:,
too. states that oaly with a low price of labour and manufactured commodities can one

;.. maintain a competitive position on forcign markets All of these arguments dcarly and
* unmistakably express the standpoint of the merchant-exporter
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can be acquired for a pittance: a pound of peppet, for instance, "

'~ acquired for three pence will fetch twenty-four. pence on the markets

of Europe Not all of this twenty-one pence matgin goes to .the -
merchant, of course, since the outlays on long-distance sailing are

‘enotmous, what with the costs of conveyance, hiting and maintaining -

seamen, insurance, customs levies, taxes, and the like But when the '_":-25
transpott is done on English vesscls these sums are totally spent on
English shores, thus entiching that country at the expense of others [6] -

“We make a far greater stock by gain upon these Indian Commodities, -
~ than those Nations doe where they grow, and to whom they propetly -

appe[tam being the natural wealth of theit Countries.’[7] In this::
instance the development of commerce will bring greater proﬁt to a -
country than will its ‘natural’ riches if the latter have not been
fructified by trade and industry.
‘What aroused objection to the East India trade was the fact that, as- :
we have already seen, it necessitated the exportation of money as =
payment for the commodities being imported from India And so ;
Mun addresses himself in detail to the pros and cons suttounding the -
export of money to India: We noted eatliet that the ovetall excess of 7
England’s.exports over its imports came to 200,000 pounds stetling,
and that this sum entered the country as ready money. The question
arose, what to do with it? Those in favout of putting a blanket ban on *:
exporting money counselled that it should remain thete in England, a ~
position that Mun vigourously opposes: ‘If . having gained some :
store of mony by trade with resolution to keep it still in the Realm; . -
shall this cause other Nations to spend more of our commodities than -
formetly they have done, whereby we might say that our tiade is -
Quickned and Enlarged? no verily, it will produce no such good effect: -
but rather according to the alteratiori of times by theéir true causes wee
may expect the contrary.’[8] In such a case the money will lay within
the country as lifeless treasure, and would only prove a soutce of gain if -
it were again put back into commercial citculation Suppose, for -
instance, that out of this sum, £100,000 is exported to the East Indies,
and that the commodities which are purchased with it ate then tesold .
in other countries at a far greater price (say, for £300,000) Evidently, a
sizable piofit accrues to the nation as a result of this operation. And
though it is true that the number of commodities being imported is -
increased, this is solely to produce an even greatet tise in exports later. .
on: Opponents of the East India trade object that while it is money "
that we issue out only commodities ate teceived back in return Butif
thes¢ commodities ate not for our own consumption but for future .




resale, the entire difference between their purchase price and sale ptice
" must nccessarily accrue ‘either in mony or in such wares as we must

. export again ’ ‘They that have Wares cannot want mony,’ for by

- selling them one earns a profit [9] Each quantity of money that we
expott 1o India comes back to us augmented by a profit. ‘And thus we
. see that the current of Merchandize which catties away their Treasure,
- becomes a flowing stream to fill them again in a greater measure with
 mony '[10] There is enormouns profit to be had by a country when it
“exports 1¢s money 1o meet the needs of the carrying trade  ‘For if we

. him 2 mad man than husbandman: but when we consider his labouts
- in the barvest which is the end of his' endeavours, we find the worth
> and plentiful eacrease of his actions.’[11}

: - Mun'’s book brilliantly exemplifies mercantilist literature at its
-height. Mun writes as a man of action: the problems which he
~.confronts are practical ones, as ate the solutions which he advances.
\.-"‘Seeking to marshall arguments against the old restrictions and the

. direct regulation of monetary circulation, Mun attived at 2 theory of
[ the dependence of monetary movements and the rate of exchange

\upon the balance of trade He did not object to the importance of
-'bringing money into the country, but held the view that the only

" means by which this could be profitably accomplished was if the
dcvclopment of foreign trade, shipping and export industries brought
- ‘about an imptovement in the balance of trade Here, then, was 2
~fusion of the early mercantilist view, to the effect that money
cOmprises the principal component of 2 nation’s wealth, with the later
mercantilist notion that foreign trade is that wealth’s primary source.
The discussions within mercantilist literatute centre mainly around
these two basic themes: first, the importance of money and of the

" means by which 2 npation can acquire it, and second, foreign commerce

. and the balarice of trade.
- The conceptual errors for which the mercantilists were upbraided by
. the fre¢ traders, beginning with the Physiocrats and Adam Smith,

were first, that the true wealth of a nation resides in its produce, and"

* not its money, and second, that its rear source 1s prodmnon and not
.'%lrezgn trade.” But-such 4 ¢titique fail§ to grasp that, for all their
“theotetical naivety, the formulae advanced by the mercantilists repres-
~ented an atternpt to resolve the basic problems of their age and of their
. social class namely, on the one hand, those of the transformation of a
' natutal economy into a money economy, and on the other, those of
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' ~ only bebold the actions of the husbandman in the seed-time when he
castcth away much good cotn into the ground, we will rather accompt -
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‘acquiting primary accumulations of capital in the hands of the

merchant boutgeoisie.” As spokesmen for this class, their concern lay .-
first and foremost in drawing a substantial slice of the économy into .
the orbit of monetaty exchange Theit concern for augmenting the
nation's wealth centted not on whether there was a growth in
production for use, or use values, but rathet on whether thete was an -
increase in the number of ptoducts capable of being sold ot converted -
into money, in short, in the growth of exchange vatue The metcan-
tilists understood petfectly well, of coutse, that people subsist off
bread and meat, and not off gold Bur in an economy whete the
development of monetary circulation was weak and the bulk of its':
bread and meat was still produced for direct consumption, rathet than
for 1ealization on the market, exchange value, in the petceptions of
the mercantilists, lay not in the products themselves, but in money

Since not all products of labour constitute exchange values, ie

commodities transformable into money, exchange wvalue became ¢
naturally confused with the physical form of that product which
functions as mozey, 1.¢ , gold and silver. Though such a confusion was

theoretically naive, this furious chase after precious metals so chagac- =

tetistic of the eatly mercantilists was itself a reflection of the p.inful
teaasition from 2 natural to 2 commodity-money economy. The wnflux
of precious metals was to serve 25 a tool fot speeding up this process ia
the interests of the commercial bourgeoisie. Since foreign trade was at =
that time both. the arena within which the circulation of money was
most extensively developed, and the sole means by which countries
deprived of their own gold and silver mines could draw in precious -
metals, 1t followed that the intensified drive to acquite these metals
would be combined (as in the balance-of-trade doctiine) with a policy
of promoting foreign trade and forcibly developing exports

The disproportionace value accorded to foreign trade by the mercan-
tilists is to be explained not simply by its great potential for
transforming products into money and attracting precious metals: 2he
enormous profits derwved from foreign trade helped foster primutive .
capital accumulation by the merchant class It was not to the growth of .
money economy In general that the commercial bourgeoisie aspired,
but of a money-capitalist economy. The process of transforming
products into money was to be accompanied by the accumularion of
the latter and its own conversion into profit-bearing money, thar s,
1ato capital. Buc for the mose part, really large profits were only to be .-
had in this petiod through foreign commerce, in particular through -
trade with the colonies By buying commodities cheaply on some: =
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markets (wheéte, as with the colonies, the merchants and tradmg :
companies of a particular government often enjoved a monopoly) and
selling them dear on others, wealth and capital could be rapidly -

accumulated—-not to mention the direct plundeting of the colonies
and the forcible approptiation of the produce of their inhabitants. In
an age when the merchant occupied a near monopoly position
between producers (e g., colonial subjects ot «aft workers) and
- consumets (¢ g., landlords or peasants), even ‘peaceful’ foreign trade
~ afforded him the chance to exploit both to his own benefit. Merchants
grew tich by putchasing producers’ commodities below their value and
selling them to consumers at ptices whete theit value was exceeded In
this petiod the basic source of commeitcial profic was »oz-
equivalent exchange It was, then, natural that the mercantilists saw
profit only in the net profit of ttade, ot ‘profiz upor alienstion,” which
had its source in the mark up that the merchant added to the price of
‘the commodity. :
It stands to reason that when the origin of profit is non- cquwalcnt
exchange the advantages falling to one party in the exchange are equal
“to the losses incurred by the other—one petson’s gain is the othet’s
loss Internal trade of this kind leads merely to a redistribution of
wealth amongst a countty’s individual inhabitants, but does nothing
to enrich the country a5 a whole 'This can come only from foreign
commerce, whete one nation is enriched at the expense of another
. By what is Consum’d at Home, one loseth only what another gets,
and the Nation in General 1s not at all the Richer; but all Foreign
Consumption 1s a clear and certain Profit *[12] With these words
D’Avenant, writing at the end of the 16th century summatized the
general mercantilist belief that foreign commetce and those sections of
industty wotking for the foreign marker yield the greatest profit.
“There is much mote to be gained by Manufactute than Husbhandry,
and by Merchandize than Manufacture '{13] ‘. . A Seaman is in effect
three Husbandmen '[14] One should not conclude from this that
Petty (who wrote these words) had forgotten the importance of
agricultute as the soutce of a counuy's foodstuffs Petty simply meant
that with capitalism totally absent in agriculture and having only
weakly penetrated into indusuy, the sphete within which the capiralist
economy would enjoy extensive development and allow for the
vigorous accumulation of capiral would be commerce, patticularly
foreign trade
+ / As we have seen, the exaggerated i 1mpoxtance which the metcan%
(tlllsts attached to morey had its roots in the conditions of framsition

n
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from 4 ?zarzzml 0 a commodzty -money economy; similatly, the

overemphasis which they placed upon forezgn trade was the logical

- resule of the role of the latter as a soutce-of immense profits and a - .
'3ph\:re"b‘f"a“c"t1v1ty‘ that EII ed Tof the rapid acmmuldtzo%f;’cdfz?d?&
And ThoTE R Boththese Tercantilist ideas were later to be cruelly.

ridiculed as absurd, they nonetheless reflected the historical conditions

of the merchant-capitalist age and the teal intetests of those social -

classes for whom the mercantilists acted as spokesmen As the
mercantilists’ ovcrwhelmmg concetnn was with questions of economic
policy, and as economic theory was only in its infancy, they remained
content with ill-developed and naive theoretical formulas, provided
that these answered the ptactical demands of their time. Out legacy

. from the metcantilists is not a comptehenswc economic theory embrac-
ing the totallt'y of capitalist economic phenomena, but a body of wotk ’
containing only tudimentaty theoretical conceptions whose dcvclop-

ment and substantiation wete left to later economists. Thus the
separate strands of metcantilist docttine—the one  dealing with

exchange value and money, the other with profit and foteign trade— -

suffcred d:ffcrent fates. As. commercxal condmons altc:ciand.mdus-

SRR

trade as the sole sOUTe o'f"ptof' it became obvious Fiifthet evolution of
economic thought at.the hands of the Physioctats and the Classical
school was to dismiss the mercantilist interptetation of foreign trade
and profit. The embryonic theoties of exchange value and money in

mercantilist literature proved, on the contrary, capable of additional -

theotetical development: apptoptriated by subsequent schools of econ-
omists, and freed from the naive confusion of exchange value with
money and of money with gold and silver, these embryonic theories
wete wortked upon and advanced. Their profound’ interest in the
problem of trade and the process wheteby commodities ate exchanged
for money petmitted the mercantilists to put forward a substantial

number of correct ideas on the nature of exchange value and.its

monetary form There is, in patticular, within metcantilist literatute,
the beginnings of a febowur theory of value, which was to play a part of
great significance in the subsequent evolution of out science.

1 Engels A#ti-Dibring. (Progress Publishers edition Moscow 1969). The phrase
isactually Marx's and not that of Engels, as it was Marx who wrote the chapter on the
historical development of political economy from which it comes (Part Two, Chapter
X, "From the Crizrcal History') On Mun’s book Marx had chis to say: ‘The particular
significance of this book was that_ cven in ics fiest edition [A Discourse of Trade from

-
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England ﬂxto'tée_Ea.r}f Indies, 1609; the 1621 edition is reprinted in McCulioch op
¢it, pp 1-47—D F)) it was directed against the original ssonstary ryrtem which was

“then sill defended in England as being the policy of the state; henee it tepresented
. the conscious ieff-reparation of the mercantile system from the system which gave it

bireh. Even in the form in which it fitst appeared the book had several editions and
exercised a direct influence on legislation In the edition of 1664 (England’s

Treasure, etc ), which had been completely rewritien by the author and was.

published after his death. it continued to be the mercantilist gospef for another

hundrcd years If meccantilism chercfore has an epach-making wotk it is this

hook ... (Ant-Dikring, p. 274).

Mun. Eng/am&’; Treasure., McCulloch edition, p 125

ibid, pp 133-34 .

Ibid p 128

Ibid p 128. Lhe passage here is Rubin 5 paraphrase of Mun’s text

1b:d. pp 130-31 & 136

Ibd p 131

l1b:id p 138

Ibid p 137

I16:d p 139

Ibid, p 141 :
Charles [ Avenant, Az Essay on xée East-India Trade etc. London 1697, in
D' Avenant. Discourses on the Publick Revenues, and on the Trade of England .
Part 11, london. 1968 p. 31 Cited in Manx, Theories of Surplus Value Part One
{(Pragress Publishers edition Moscow, 1969), p. [79

Petty, Political Aritbmetick in Ecomomic Writings Hull cdmon Volume One
p.256

Ibid p 258

CHAFI ER SIX

The Reaction Agamst
Mercannhsm |

DUD]’.EY NOR‘IH

Although he stood opposed to the out of datc p10h1b1t10ns against the

expott of money, Thomas Mun had nevertheless acknowledged the -

need for the government to exetcize conttol over foreign trade as a

‘means of improving the balance of trade and drawing money into the - .
country The first person to develop a critique of the ‘principals

_behind mercantilist policy was Dudley Norzh, whose Discourses upon.
Trade appeared in 1691. A prominent merchant and later on, 2
Commissioner of the Customs, North comes out in defense of
merchant and money capital, which had alteady become sufficiently
developed to feel the constraints of excessive state tutelage. Notth is
the first of the eatly prophets of the idea of free trade. He dedicates his
tract to a discussion around two central themes: fIIst the festrictions
which the state, in its desite to attract money into the country, has
imposed upon foreign trade, and second, the legal limitation placed
upon the Jewe/ of interest On both these issues North consistently
demands that the state cease its intetfetence into economic life
" To the mercantilists, for whom the aim: of foreign trade was to
increase the nation's stock of money, trade was undertstood to be above
all the exchange of a product, or use value, for moncy, ot exchange
value. With North the concept of trade is something different, being
an exchange of certain products for others; forcign trade, then, is an

- exchange of the produce of one nation for that of another, to their

common benefit In this exchange, money functions simply as 2
medium, Gold and Silver, and, out of them, Money, are nothing

| but the Weights and Measutes, by WhICh Traffick is mote conveniently”
" catried on than could be done without them '{1] If trade ptospets or
-~ declines the cause is not to be found in the inflows and outflows of !

money; to the contraty, an increase in the quantity of money is

consequent upon a growth of uade.
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'I his is not the idea held by public opinion,. wh1ch is ptone to ascribe
' any stagnation in commetce to a shortage of money Whena merchant

" -cannot find 2 matket for his commodities he sees as the cause. an -

- insufficient amount of money within the country, a view, however,

‘" which is deeply mistaken ‘But to examine the matter closet, what do -

.. "these People want, who cry out for Money? I will begin with -the
" Beggar; he wants, and importunes for Money What would he do with

' 'Bread, and other Necessaries for Life that he wants. Well then, the
. Farmer, complains, for the want of Money; surely it is not for ‘the

. mote Money in the Country, he should have a Price for his Goods.
- ‘Then it seems Money is not his want, but a Price for his Cotn, and
. _Cautel, which he would sell, but canriot ’[2] Such a failure to'sell is the
- result either-of an excessive supply of corn ot cattle or of a shortfall in
. the demand for them, owing to the poverty of thc consumers of to the
- .blockage of exports abroad.

- Commerce, therefore, suffers not from a sé)ormge of morzey, but
- from a break in the steady flow of f_commodity exchange, Generally
o speaklng thete caf be fio such thing as a shottage of money, since a
country Is always in possession of as much money as is needed for the
putpose of commerce, that is, for the exchange of commodities ... If
‘your are 2 tich People, and have Trade, you cannot want Specifick
- Coyn, to serve your occassions in dealing '[3] For even if a countty

~* " does not mint its own coinage it will be supplied in sufficient quantity

by the coins of other nations On the other hand, ‘when Money grows
up to a greater quantity than Commetce tequites, it comes to be of no
greater value than uncoyned Silver, and will occasionally be melted
down agzin.’'[4] North is thus led to the conclusion that the circaluzzon

of money will regulats me{f to cotrespond with the derands of '
commodlty cuculauon And while a country has nothmg to fear from

""a shortage of money, it is equally of no avall for the stare to tesort to
compulsoty measures to gugmeni it

Measures designed to tetain money within the country wxll only
retard commerce ‘Let a law be made, and what is more, be observ’d

4. that no Man whatsoevet shall catty any Money out of a particulat

Town, County, ot Division, with libetty to catry goods of any sort: so
- that all the Money which evety one btings with him, must be left
. behind, and none be catried out The consequence of this would be,
. that such Town or County were cut off from the rest of the Nation;
~.and no Man would date to come to Matket with his Money thete;

it if he bad it? buy Bread, &c Then in truth it is not Money, but

B '-Bcggar s Reason, to sustain Life, or pay Debts; but he thinks that were.
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" because he fnust buy, whethet he likes, ¢r not: and on the other side,
‘the People of that place could not go to other Matkets as Buyers, but

only as Sellets, being not permitted to carry any Money out with them

Now would not such a Constitution as this, soon bting 2 Town or
County to a miserable Condition, with respect to theit Neighbours,
who have free Commerce?’[5] The same sorry fate would befall an

. entire nation were it to introduce similar testrictions upon trade, for ‘a

Nation in the Wortld, as to Trade, is in all respects like 2 City toa-
Kingdom, or Family in a City '[6] North's ideal is that wotld
commetce be as free and unfettered as possible. .

A countty which by its acts. and decrees holds onto its money,
turning it thereby into idle hoards, directly inflicts upon itself  Joss’
‘No Man s richet for having his Estate all in Money, Plate, & lying
by-him, but on the conttary, he is fot that teason the poorer. That man
is richest, whose Estate is in a growing condition, either in land at
Farm, Money at Interest, or Goods in Trade: If any man, out of an
humout, should turn all his Estate into Money, and keep it dead, he
would soon be sensible of Poverty growing upon him.’{7] Whether it
be aa individual or an entire nation, enrichment will come not by
accumulating ready money, but only by continuously throwing it back
into circulation as s money caplta —as p:p_f%ng m In North’s
&esihe foad 6 prosperity lies not in the accumulauon of money
hoardy, but in the growth of #rwde and a rise in the general mass of
profit and caprials In his polemic against mercantilist policy North
cvercomes the theotetical error that the mercantilists had made in
confusing money {ptrecious metals) with exchange value in general,
with capizal By tecognizing that money is 2 medium of exchange and
a measure of value for actual commodities, North comes vety close to
arriving at 2 correct understanding of the distinction between money
and exchange value With even greater clarity he explotes the
difference between money and capital, developing ideas alteady
tentatively advanced by Mun. Mun had seen a positive balance of
trade as more than 4 means of attracting and accumulating precious
metals: it was a sign that greater capital was being invested in
commerce and that profits were flowing into the countty But he also
advocated that the state keep close watch over the balance of trade and
take steps to improve it For Notth, too, it was a conscious goal that
commercial capitals and profits should be built up, but the best means
to this end was free trade and not the testraining interference of the
state.

North exrended this same principle of government nomntelfercncc
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~to anothet question, that of the Jeve/ of interest, an issuc which

generated futious debate—and a mass of literature—throughout the
17th and 18th centuries. This was an issue over which 2he interéses of
" the landowning clavs and the money capitalists came into sharp conflct
The medieval laws forbidding the exaction of intetest payments were
- repealéd in Eagland by Henty VIII in 1545. Incetest could now be

* charged on loans, although it could not exceed 10% per annum. At
the beginning of the 17th centuty the legal ceiling was loweted w0 8%,
and to 6% in 1652 Especially peisistent in their pressure for further
reductions in the rate of interest were the landed aristocracy, whose
prodigal living and constanr borrowings dropped them straight inco
_the usuters’ clutches. A fall in the interest rate would benefit the

“landlotds in two ways: first, the interest payments owing to money

lenders would be reduced, and second, the price of land would go up
* and with it the prospect of selling it at greater profit.
--In 1621, Culpeper, an eatly partisan of landed interests, wtote:
"Wherever money is dear, land is cheap, and whete money is cheap,
fand is deat * ‘The high intetest on loans compels the sale of lind aca
cheap price.’{8) '

Support for the landlords’ demands for a lower rate of intetest came
also from certain sections of the industrial and commercial bout-
geoisie, especially those holding an interest in the affaits of the East
India Company The lower the intetest on loans the more willing
tentiers would be to invest thenr disposable funds in the Company’s
shares, and the higher these shares would be quoted (424 wrote in
1668, that if the tate of intetest eatned from lendmg was high (6%),
no-one would wish to invest theit money in precarious transoceanic
commerce which itself could offer only 8%-9% Basing themsclvcs
upon the example of Holland, whete the rate of interest was low,
was deemed by Child and other wtiters that keeping interest rates
down would assure the stimulationand profirability of commetce, and
- s0 they demanded that rates be legally reduced

Against this, arguing that government regulation over the level of
interest was primatily of service 10 an idle aristocracy and not to the
metchant class, the defenders of "moneyed capital demanded that
these controls be totally tepealed In reality, to broad sections of
merchants these laws wete of little use, for despite a legal ceiling of

6% theit quest for credits compelled them to pay rates of interest far

in excess of what the law allowed, rates which could at times go as high
“as 33% .- Thus, quite a number of the writers who upheld the intetests
of money and commercial capital demanded the repeal of the legal
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limit upon the rate of interest, arguing that it contravened tche

- ‘natural’ laws of capitalist economy. Amongst these writers were Petty, '-:
- Locke, and North

It was North's view that a reduction in the interest rate would
benefit the gentry fatr more than it would the trader: ¢ the Moneys

imployed at Intetest in this Naton, are not near the Tenth part
‘disposed to Trading People, whetewith to manage their Trades; but

are for the most part lent for the supplying of Luxuty, and to suppost
the Expence of Persons, who though great Owners of Lands, yet spend
faster than their Lands bring in."[9] A legal Limit upon interest will
only create a difficult and precarious situation for those merchants
seeking credit, and will exercize a retarding influence on trade ‘It is

~not low Intetest makes Trade, buc Irade incteasing  makes Intetest
low,” by augmenting the numbér of capitals being accumulated and

put towards investment.[10] If the level of intetest is to fall it will
come from the unhindeted expansion. of trade, and not out of
compulsory regulation Hence : it will be found best for the Nation to
leave the Borrowers and the Lender to make their own Bargains,
according to the Circumstances they lie under '{11]

It is characteristic that in otder to justify the earning of interest upon
capital North attempts to equate this form of revenue with agricultural
rent ‘But as the Landed Man letts his Land, so these [traders) still lett
their Stock; this latter is call’d Intetest, but is only Rent for Stock, as
the other i1s for Land.’[12] And so the state can as little legislate a
reduction of interest from 5% to 4% as it can bring down the tent
paid on an acre of land from ten shillings to eight We find Petty and
Locke equating in similar fashion the interest upon capital with land
rent For the former was still at this timie 2 new form of tevenue, and
could only be theoretically explained and justified in ptactice by
drawing an equation between it and the traditional soutce of income,
the rent on land

For its time North’s book was a temarkable phenomenon, contam-
ing as it does the firsz formulation of the tdeas of free trade that were
developed in full by Hume and Smith A man who ttanscended his
age, North was one of cthe eatliest prophets of mercantilism’s decline

" To the mercantilists, international commerce was like a chess match in

which the gain of one is the loss of another To North, this trade was
mutually profitable to all nations who took part The mercantilists
differentiated between ‘profitable’ and ‘umprofitable’ branches of
trade, depending upon what effect they had upon the balance of
ttade. Fot North ‘there can be no Trade unprofitable to the Publick;




“for if any prove so, men leave it.off ’[13] The mercantilists upheld the |
~ “strict tutelage by the state over economic life; Notth demanded free

* trade and govermment monintervention, siace it is impossible ‘to force

- -Mentodeal in any prescrib’d manner.” We also find in Nozth a deeper -
~% apalysis of theotetical questions, namely the distinction thac he makes
between capital and money, and his observation that 2he circulation of

meoney will reguiate isself in accord with the requitements of the’

' '-__cuculatmn of commeodities

- Syill, this theotetical ana!ysss is for Notth a subordinate instrument,
. -a means fot making his criticism of metcantilist policy more incisive

" - Questions of economic policy still predominate: where the literature

deals with theotetical aiguments they are fragmentary and incom-

plete. To gain a proper understanding of the theoretical hetitage of -

- mercantilism we must now step back in time somewhat, to William
~ Pesty, so that we then may pass to the mid-18th century, which forms
"-a period of transition from mewcantilist to Classical literature

-1 Dudley North. Discourses upan Trade in McCulloch Barly Bnglish Tracts on

Commerce pp 52930

2 Ibd p 525

3 Ibd p 531

4 & p 531

5 fbid pp 927.28

6 Ibwd p 528

7 Ikd p 525 '

8§ Thomas Culpeper A Tracs agarnst Usurre london 1621 Quotations translaved
trom the Russian

9 North Discomrses in McCuI!och op ctf p 520

10 TBid p 518

- 11 Ibd p 521

12 [bid p 518

13 Igd p 513
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5 | CHAPTER SEVEN |
“The Evolution of the
Theory of Value

WILLIAM PETTY

We have alseady notcd_that, in their majority, mercantilist writers
wete concerned overwhelmingly with questions of economic policy,
and showed little inclination toward theoretical study. However, the

need to justify vatious practical measuses increasingly compelled them

to fall back upon atguments of a theoretical nature. Thus the struggle
against testrictions on the circulation of money, for cxample (the
prohibitions on exporting coins, etc ), ptovided the impetus for
developing the theoty of the balance of trade But, influenced by the
sweeping, generalizing chatacter of 17th cenrury mathematics and
empitical philosophy (Bacon, Hobbes), and aware of the need to

" conduct a broader and more radical te-examination of metcantilist

doctrine in order to meet the new, increasingly complex demands of
economic development, English mercantilist literatute, beginning
with the mid-17¢h century, displayed a growing concern weth theory

Along with its basic, ‘meschant’ tendency, a ‘philosophical’ current
now appeared in mercantilist literature that was more disposed
towards theoretical generalizations Alongside the narrow practitioners
debating the practical questions of their day, there now appeared
among mercantilist writers people with a broad scientific outlook
(Petty) and the most eminent philosophers of the age (Locke,
Berkeley, Hume) Even the authots who wete practical men of action
displayed in their wotks a deeper concern for theoretical issues (Norzh,
Barbon, Cantillon) As a theoretical movement, although its ideas
wete still rudimentary and unripened, it left 4 most valuable legacy in
its theory of #afxe and its theory of money. .

In i its modesn form the proé:’em of value could only be posed once
the gu1ld“haﬁalcrafts had Begun to give way. 7 €0 capitalist economy

During the age of medieval crafts, prices on goods wete regulared by
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“the guild and town authotities The fixed prices that the guilds placed

,-upoanaMticlcs wete intended to assure craftsmen a
 ‘decent subsistence’ or reward for theit labour Thus it is not
- surptising that the most prominent Canonist writers of the 13th -
“century, Albert the Great and Thomas Aquinas, taught that the value

" of 2 product depends upon ‘the quantity of labour and the outlays’

expended upon its production. Although outwardly this formula
“‘resembles the latet labour theoty of value, there is a substantial
- difference between them The economic soil from which this formula

grew was that of craf? production, cathet than capitalism What the
authots had in mind by it wete the outlays which the craftsman made

. for taw materials and implements and a ‘decent” reward for his labour
" The price that they were concerned with was not the one thac was
" cactually established through the ptocess of market competition, but

the.‘Fust price’ (justum pretium) that had to be set by the authorities

“in order to accord with the traditional conditions of the medieval
. -ctafts. Thus the problem of value was posed ‘rormatively’

- With the appearance of capitalist economy this situation altered, as
" the ptice fixing of the guilds increasingly gave way to a process of

competition between buyet and sellet Price formation via regulation
- - I .
was Leplaced by thesponianeons price formation of the marke: What

- had been a magnitude fixed in advance and compulsorily established
... was now the tesult of a complex process of competition about which
- thete could be no ptior knowledge Fort the writers of the 13th century

the discussion had been about what price oxghz to be established out
of considerations of suszice; the economists of the 17th century
approached the problem from the othet direction: they wanted to

- discover the lew-determined regularity which governed the process of
‘price formation as 22 actually occurred on the market The normatwe

formulation of the problem of value had given way to that of screnzific
theoty
Nevettheless, duting the epoch of early capitalism it was no easy feat

“to find any definite tegularity behind the phenomena of price

formation Free competition had not yet seized hold of all sectots of
the economy, not had it fully displayed its law-goveined regularities.

Its wotkings were still limited to 2 great extent by the sutvivals of the
- price fixing of the guids, by mercantilist regulation over wade and
"~ industry, and by the moropoly rights of the trading companies. The

mercantilists themselves continued to hold faith in the possibilicy of

" regulating economic life through 1ecomse to state enactments For
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them the idea of @ market spontancously regulated by certain laws was
an alien concept, to be developed only Iater on by the Physiocrats, and

" especially by Adam Smich *

The economists who observed the chaos of multitudinous determin-
ants that together made up the ptocess of price formation under eatly
capitalism vety often gave up any attempt to discover the lew-deter-

- mined regularity which lay beneath it The constant and sharp

fluctuations in matket prices suggested that the prices on commodities
depended exclusively upon what accidental “telationship between

supply and demand existed at any given moment From this idea atose

the fitst rudiments ¢ Wf supbly and demand, a theoty.
which gaited wide curréficy amongst the mercantilists and which the
famous philosophet, jobn Locke,** formulated in these words: ‘Al
things that ate bought and sold, raise and fall their price in
proportion, as thete ate more buyers or sellers. Where thete ate a great

many sellers to a few buyers, there use whar art you will, the thing to

" be sold will be cheap On the other side, turn the tables, and raise up a

great many buyers for a few sellers, and the same thing will
immediately grow dear '[1] If one talks about exchange value it can only
be ‘in a given place and at 2 given moment in time’; thete can be no
question of exchange value having any fixed and objectively detet-
mined level

This denial of any law-determined tegulatity behind price
formation was a position also atrived at by the eatly advocates of the
theory of subjective ntiltty Nicholas Barbon,t an English contem-
poraty of Locke’s, was an active patticipant in the fever of promotional
speculation that gripped England at the end of the 17th century. The
spectacle of prices dancing about from such speculative activity was
one that could teadily lend itself to the idea that ‘no commodity
possesses 2 precisely determined price ot value’

“The value of all commodities derives from their usefuiness’ (that is,
their ability to ‘satisfy human wants and needs’), and it changes with

See below Chapter 11 and Chaprer 20

““Born in 1632 Locke died in 1704 Besides his famous philosophical and sociological
investigations he wrote a purely economic study, Some Considerations of the Conse-
guences.of the Lowering of Interest, and Raising the Valze of Money On Locke see also
the end of the present chapter

jBorn in 1640 dicd in 1698 His majot work is his A Disconrse Concermng Coming

the New Money Lighter In answer to MrLocke s Coniiderations about Ratsing the Value
of Momey See in addition the beginning of the next chapter
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: changes in the *humour and the whims of the people who make use of '
. them’.

“This theory outlined by Barbon found little success amongst
the mercancilists Its furcher development came only in the mid-18th
- century, in the works of the Jate mercantilist, Gafianz,* those of the

"+ famous Physiocrat, Targoz,** and, especially, in those of Condiliac,t -

an opponent of the Physiocrats who had nevertheless been greatly

influenced by them Condillac is justifiably regarded as the forefatherof

modétn psychological theoties of value He differentiates between' the
-abssract utility of a given type of thing, for example, corn, and the con-
grete utility contained in a given unit of that corn The value of a thing

is determined by its conctete utility, which in wrn depends above all
upon its scarcezy, i e, upon the quantity of it that is cutrently available,

The respective pattisans of the theoty of supply and demand and of

the theory of subjective utility vitcually remoumced the task of

discovering the law-detetmined regularities behind price formation

.. Yet as economic life deyeloped economists were peremptorily con-

- fronted with this problem. The successful beginnings and then the
diffusion of free competition tendered theoretically unsatisfactory for
economists the notion that the phenomena of price formation were
-accidental in natute. In earlier times, the ttading companies, which
then held a monopoly, used to dictate ptices arbitrarily to the
. consumel, and would often destroy parts of their commodity stocks to
+ keep price levels high (in so doing they gave an illustration of just how
" powerful was the law of supply and demand) With the appeatance of
mdustnal capitahsm this situation had changed In In his 2 advancc
“ofa commodlty at least compcnsatcd ‘him for his cois of prodmt:orz

Out of the secmmgly ‘aleatoric dance of prices economists found “a
stable base point that prices must necessarily conform to—the costs of
production incutted in the manufactute of 2 commodity And so there

i* arose the theory of production costs

James Stewart, ¥ one of the last mercanulists (1712- 1780)

*Galiani (172841780} an Iralian who lived many years in Paris, was the author of Della
moneta [On Money) (1750) and Diglogues sur le commerce des blés (1770) Sce also
. Chapter 10 below

**Sec below, Chapter 10.

t Condillac Frenchman, famous philosopher and representative of sensuzlism  wrote
his economic work Le Commerce e /e gouvernement in 1776

) ’i‘ His An Inguiry into the Principles of Political Oecomorry appeared in 1767 See also
“the end of the present chapter and the beginning of Chapter 8
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divided the price of a commodity into two different parts: ‘the real
valze of the commodity, and the profir upon alientation’ [2] A
commodity’s ‘teal value’ represents a precisely determined magni-
tude, equal to its cossts of production To calculate these production
costs it is necessaty to know, first, the number of units of the
‘commodity produced by the wotket in the course of a day, a week, ot 2
month; second, the value of the workman’s means of subsistence (i e,
the sum of his wages) and of the implements that he employs in his
labour; and third, the value of his raw materials ‘These three articles
being known, the price of manufactute is detetmined It capnot be

*Jower than the amount of all the three, that is, than the real value;

whatever is sigher, is the manufactuter’s profiz *[3] And how is the
size of this profir determined? This is a2 question Stewart ¢annot
answer Hete we see the fundamental flaw in the theory of production
costs, which to this day it has not managed to escape from: its inability
to explam the otigin and rnagmtude of surplus value or prgfj_(gnchc

*broad sefise of the termy, 1 ¢ thesarpliis of ofmuct s price over. 5

costs of production. Being a ttue mercantilist, Steuait supposes that -

the salé price of 2 commodity will exceed its ‘real value’, and that the
capirtalist’s entichment detives from ‘profit upon al1cntatzon , ‘which
will ever be in proportion to demand, and thetefore will fluctuate
according to citcumstances’ [4] As a result, Steuatt passes up the
opportunity to find the law-determined tregularity which detetmines
the magnitude of surplus value, or profit. It would only have been
possible to discover this using the Jbour tf €ory. of value Like the
‘theorieswWe have )uStwd1scussed “this "one, 180, arose duting the
mercaatilist epoch. To wace its toots we must go back to William
Petty

A man of rare gifts and versatility, William Petry (1623-1687),
though a physician by profession, simultancously devoted himself to
mathematics, geodesy, music, and ship-building Born the son of a
small craftsman, he died an English peer and a millionaite, having
acquired his fortune by the shameless methods of an adventurer by
taking part in the pattition of the lands of Irish rebels Being a true son
of the 17th centuty, with its brilliant flowering of mathematics and its
desire to transcribe every pictute of the world into mathematical -
formulae, Petty was peimarily concerned with the quantirative side of
economic phenomena In keeping with the spirit of 17th century
empitical philosophy, Petty aspired to the obscrvation and precise,
gquantitative decription of teal phenomena In the preface to one of




The.evolution of the theory of value _ RS

his wotks, which he entitled a Polizical Arithmetick,* he describes his
method as follows: ‘ The Method I take to do this, is not very usual; for
instead of using only comparative and supetlative Wotds, and intell-
ectual Arguments, I have taken the coutse to express myself in
" Terms of Number, Weight, ot Measure; to use only Argiments of
" Sense, and to consider only such Causes, as have visible Foundations in
Nature ’

Petty shared this interest in the statistical desctiption of economic

phenomena with 2 number of other economists of his age: Graunt,

who compiled tables on mottality; D’Avenart, who concerned himself
with statistics on trade; and King, the author of the well-known
*King's Law’, which states that fluctuations in the supply of corn call
_ fotth far sharper fluctuations in its price (if, for instance, the quantity
" of cotn available falls by half because of poor harvesr, the rise i1 price
which follows will be fous or five-fold), Unlike these other writers,
however, Petty's interest in statistical observations was not for theit
. own sake, but because they afforded material for theorezical analysis.

. He not only compiled facts on population growth, movements of
" comnmodity prices, wages, tents, the price of land, and so on, bur
having made these observations, he endeavoured 1o penetrate into
what it was that bound them all together. It is true that Petty was not
fully conscious of the difficulties involved in moving from individual
statistical data to broad theoretical generalizations, and that his
~ boldness led him to make hasty generalizations and detivative con-
" structs that wete often in error. Yet his conjectures and hypotheses
invariably displayed the great sweep of a mind of genius and eatned
him a repuration as one of the founders of modetn political econormy
and forebears of the labour theory of value :

As a mercantilist, for whom the exchange of ptaducts for money
had utmost importance, Petty was especially concerned with the
problem of price, meaning by this not a product’s matket price,
accidentally determined by ‘extrinsic’ causes, but its_‘zatural price’,
.Evhnch depends upon ‘inttinsic’ factors In keeping with the mercan-
eilist identification of money and the precious metals, Pctty poses this
problem of ‘natural price’ ot va/xe in the form of a question: why is a
- certain quantity of silver offered for a given product? In his answer
~ Petty sketches out with ingenious simplicity the basic ideas of the
* This work was issued in 1690, after Petty s death His other works include A Treqssce of

Taxer and Comtributions published in 1662, and The Political Anatomy of Ireland
published in 1672
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Jabour theory of value ‘If 2 man can bting to London an ounce of

Silver out of the Eatth in Per, in the same time that he can produce a

bushel of Corn, then one is the natural price of the other; now if by

reason of new and more easie Mines 2 man can get two ounces of Silver
as easily as formerly he did one, then Corn will be as cheap at ten
shillings the bushel, as it was before at five shilings caeterss
paribus.’[5) © - Cotn is cheaper whete one man produces Corn fot
ten, then where he can do the like buat for six. Cotn will be twice as
dear where there ate two hundied Husbandmen to do the same work
which an hundted could perform.’ (6] Corn and silver will have equal
value provided that equal quantities of labout have been expended on
their production. The magaitude of a product’s value depends upon
the quantity of labour expended on its production.

From the magnitude of a product’s value Petty moves on to analyze
its individual components He distinguishes two paits to the value of
any product (which by way of example he usually takes to be cotn):
wages and the rent on land. Before, when we were discussing the
general features of mercantilist literature,* we noted that Petty had
deemed 1t essential to place a legal limit upon wages, to whar was
necessaty for the wotket's provision By assuming in his theotetical
discourses that this is the level of wages which ptevails, Petty ts theteby
able to determine the size of agricultural tent in zature, 1 e |, in con:
‘Suppose aman could with his own hands plant a certain scope of Land
with Cotn, that 1s, could Digg, or Plough, Harrow, Weed, Reap,
Catry home, Thresh, and Winnow so much as the Husbandsry of his
Land requires; and had withal Seed whetewith to sowe the same 1 say,
that when this man hath subducted his seed out of the proceed of his
Harvest, and also, what himself hath both eaten and given to othets in
exchange for Clothes, and other natutal necessaries; that the remain-
der of Corn is the natural and true Rent of the Land for that year '[7]
The in natura size of rent is determined by deducung the artucles of
the workcr $ consumpt;op (hls wages) and. the costs.of his means Qf
product1on (h:s seed) from the total pmduct 'Ihus what Pcrty has in
mind, and presents in the guise of the rent on land, is total surplus
value, including profit,

Having determined the tent 7 natura, Petty then asks what its price
will be in money, i e , for what quantity of silver can it be exchanged
‘But 2 furcher, though collatetal question may be, how much English
money this Corn or Rent is worth? 1 answer, so much as the money, .

“See above (Chapter Threc
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which another single man can save, within the same time, over and

above his expence , if he imployed himself wholly to produce and
make it; zzz. Let another man go travel into a Countrey whete is
Silver, thete Dig it, Refine it, bring it to the same place where the
other man planted his Cotn; Coyne it, &c the same person, all the
while of his working for silver, gathering also food for his necessary
livelihood, and procuring himself covering, &c. I say, the Silver of the
;. one, must be esteemed of equal value with the Cotn of the other: the
" one being pethaps twenty Qunces and the othet twenty Bushels From
whence it follows, that the price of a Bushel of this Cotn te be an
Qunce of Silver '[8] Oace the p:ice of a bushel of cotn is known this
“can be used to detetmine the price of the cotn that makes up the

- tent—i e., the total money rent

Petty follows this discussion with a very bold attempt to deduce the
price of land from the total money rent By Petty’s time land in
England had alteady become an object of buying and selling, with a

. determinate price -approximately equal to the total annual rent
. multiplied by 20 (or, mote precisely, by 21) - Petty knew from business .
. expetience that a patcel of land yielding an annual tent of £50 would

scll for apptoximately £1,000 Petty asks, why is the price of land
equal to 20 times its annual tent? Taking his investigation into tent as
his statting point; but without knowledge of the laws governing the
formation of profit and interest, Petty could not know that this

o relationship between the annual rent and the price of land depends

upon the average tate of interest ptevailing at the time {in England
this was around 5%), and that the former changes together with the
latter (for example, if the rate of interest falls from 5% to 4% the price
on the same tract of land would rise to £1,250, or to 25 times the
annual tent) Thus Petty resotts to the following, artificial atgument:
The buyer reckons that by purchasing land he will be guaranteeing a
set annual income for himself, his son, and his grandson; people’s
concern for postetity usually did not extend any farther Suppose that
" the buyer is around fifty yeats old, the son about twenty-eight and the
grandson seven According to the statistics from Graunt’s mortality
tables these three people can count on living on average a fusthet
twenty-one years Thus, reckoning on the land providing an annual

"~ income fo1 twenty-one years, the buyer agrees to pay a sum twenty-one

_ times greater than the averall vearly rent.
However ertoneous this argument of Petty’s may be, it contains

.. within it one fetcile idea of profound truth: ‘the value of land’ is none
... other than the sum of a definite number of annnal rents Since the size
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of monef rent depends upon the value of a bushel of corn, and this - - *

in turn is deterrnined by the quantity of labour expended on its
production, it follows that labour is the source not only of the value
of cotn, but in the final accounting also of the ‘value of land” Petty’s
argument represents an eatly and daring attempt to subject agricul-
tural phenomena to the law of labour value. The other side of this,
however, is that Petty’s concentration upon land rent testifies to the

still overwhelming predominance of agticulture. Economic theory,

although turning to new concepts and ideas in ordet to generalize che
phenomena of the new capitalist economy, often dresses them up in
the clothing  of concepts and ideas inhetited from the -cra when
agriculture and feudal fosms of land tenure were dominant Within
economic theoty the basic category of capitalisc cconomy—-—profic—has
still not detached itself from land rent, but is dissolved into it: @ .
surplus value, including profit, appears under the beadmg of renf In
“part thist thcarcmc‘é‘[ﬂ'x?egatd for the category of profit is explaified by
the difficulties involved in working out new categories that correspond
to the reality of new phenomena; but it is also explained by the fact
thac manufacturtng profic at chis ume still played but 2 secondaty role,
while commetcial profit was viewed by the mercantilists as a matk up
on the price of a commodity. Petty singled out only one form of profit
as special, and that was the inrerest on loan capital This was a
necessaty distinction, in view both of the huge importance that loan
capital had ac the dme, and of the shatp class antagonism that existed
between money capital and landed interests. * Buc having specially
singled out money interest, Petty all the same regarded it as a
derivative form of revenue, as though it werte a substitute for rent.
Because he did not understand that fluctuations in the price of land
dudfully follow upon fluctuations in the level of interest Peuty
imagined that the telation between these two phenomena was in fact
the other way tound: he explained the leve/ of tnterest from the fevel
of land prices If a parcel of land could be purchased for £1,000 and
vielded an annual tent of £50, the owner of a capital of £1,000 would
natutally agree to loan it out only on condition that the money
received in intetest was no less than the £50 1eceived per year in rent:
thus, given the ptice of land, the rate of intetest was established at
5% _
As we see, Petty was the fitst to sketch in the outlines of the labour -
theory of valve, and attempied on the basis of this to explain

*See the preceding chapeer
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the quantitative relationships between different phenomena: berween
the quantity of a product and the quantity of silver for which it would
. exchange; between natural wages and natural rent; between natural
- rent and money rent; between money rent and the price of land; and
between the price of land and the tate of intetest Yet along with these
rudiments of a correct understanding of the relationship berween
value and labour we often find in Perty a different concepr of value, in
which the source of the latter is asctibed to lebownr and nature Peuy

gave brilliant expression to this idea in his famous phrase, ‘Labour is

the Father and active principle of Wealth, as Lands are the Mother” [9]
It is clear chat he s speaking hete 2bout matetial wealth, ot wse values,
whose production indeed requires the active union of the forces of
‘nature with human acuvity However, once the value of a_ product

~ {which he does not differentiate from the product itself) is cteated by

- labout and land, the detetmination of the magnitude of this value
_necessitates that there first be found a general measure by which
- the action of the forces of nature and the labouring activity of man can
be compared So the problem atises of a ‘measure of value’, which
itself rests upon the problem of the ‘par between land and labour
all things ought to be valued by two natural Denominations,
which 1s Land and Labour; that is, we ought to say, a Ship or garment

- is worth such a measure of Land, with such another measure of

" Labour; forasmuch as both Ships and Garments were the creatures of
Tands and mens Labours thereupon; This being ttue, we should be
glad to finde out a natural Par becween Land and Labout, so as we
might express the value of either of them alone 2s well or better than
by both, and reduce one into the other as easily and cettainly as we
-teduce pence iato pounds.’[10]

How, then, do we tesolve this ‘most impottant Consideration in
Political Oeconomies,” how do we make ‘a Per and Eguation berween
Lands and Labour’?[11] Both land and labour participate in the
process of creating use values; let us examine the proporsion in which
each of them does so. Suppose that a calf is set out to pasture on two
acres of uncultivated Jand, and that the weighe which it puts on in the
cousse of a year represents a quanuty of meat sufficient to feed a man

- for fifty days It is obvious that there having been no assistance from

. human labour the land has produced fifty ‘days food’: the sum of

~. these daily rations comptises the yeatly ‘rent’ from this particular plot
~of land If one man now cultivates this same land and in 2 vear
- .produces a gteater number of daily food rations, the excess over and
" above the original 50 rations will constitute his ‘wages’; in this way the
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shares of land (rent) and of labour (wages) ate both expressed in one

and the same unit, in ‘days food” Thus ‘the days food of an adult

Man, at a Medium, and not the days labour, is the common measute .
of Value = Wherefore [ valued an rzs4 Cabbin at the numbert of days
food, which the Maker spent in building of it.” In other wotds, its
value is determined by the sum of the wages paid to the builder [12]

We therefore see that thete 15 2 shatp disparity and contradiction

‘between these two construces of Petcy Previously he was speaking

about exchange value, now he is concerned with use value Befote it
was labour that he consideted as the source of value; now it is labour
and land Previously he deduced the value of land (or, to be more
exact, the price of land) from Jzbour; now he secks ‘2 par between land
and labour’ Befote, he took as his measure of value zhe guantity of
labour; now he takes the ‘value of labout’, 1.e., wages Previously
Petty determined the magnitude of rent on the land by deducting #he
worker's means of comsumption (i e , wages) from the total product;
now he finds wages by deducting ren? from this product. If Petty can
be justifiably acknowledged as the father of the labour theory of value
he can also be xccognizcd as the forebear of those basic etrors and
contradictions in its formulation that it has taken economic thought
two hundred years to ovetcome. In one variant ot another these
fundamental mistakes—the confusion of exchange value with use
value, the search for an equation between land and labour, and the
confusion between the quantity of labous and the ‘value of labour’ —
were repeated in the ensuing lierature, including that of the English
economists whose writings filled the near 100-year petiod that sepat-
ated the activity of Petty from the wotks of Adam Smith Let us now
dwell briefly on Locke, Cantillon, and James Steuart

For Locke the source of value is labour, value being understood,
however, as material wealth, or mse value ‘Nature and the earth
“furnished only theé most worthless materials as in themselves’ J(13}ie,
without the assistance of human labour. How great the contrast
between these natural works of nature and those products modified by
human labour! Labour is the source of the powetful inctease (n the
wealth of modern nations ‘I think it will be but a very modest
computation to say, that of the products of the eatth useful to the life
of man, nine-tenths are the effects of labour’ [14] ‘For whatever bread
is mote worth than acorns, wine than water and cloth or silk than
leaves, skins, or moss, that is wholly owing to labour and indus-
try’ [15] Labour is the primarty source of a commodity’s wse value; as
we have alieady seen, however, its exchange value, in Locke’s view, 1s
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L% With Camz//m in 1734) we }gam find confusion

“between exchange value and use value, as well as a furcher attempt to

deduce value from Iand and labour ‘Land is the Source of Matter from
whence all Wealth is produced. The Iabour of man is the form which
_produces it: and Wealth in itself is nothing but the Maintenance,
Conveniences, and Supetfluities of Life.’[ 16] Once a thing 1s cteated
by land and labour ‘the price or inttinsic value of a thing is the
‘measute of the quantity of Land and of Labour enteting into its
production’ [17] Cantillon was clearly influenced by Petty, and rathet
" than stopping ac the simple determination of value by land and labour

.+ looks to find an eguation between these two elements. Not was he

satisfied with Petty’s solution, who at one point; as we have seen,
reduces ‘the value of land’ to labour, and at another designates a
man’s daily subsistence (the food ration) as the common denominator
between ‘the value of land’ (rent) and ‘the value of labour’ (wages).

Cantillon, as a fotetunner of the Physioctats, awards the palm of

supetiotity to fend, and_cndcavou:s to teduce the value of the wotker's
‘labour to the value of that plot of land that would be sufficient to feed

~him and his family Thus ‘the inttinsic value of any thing may be’

“measuted by the quantity of Land used in its production and the
quantity of Labour which entets into it, in other wotds by the quantity
of land of which the produce is allotted to those who have worked
upon it. ' [18] Proceeding from Petty’s mistaken ideas, Cantillon moves
even farthet away from a correct formulation of the labour theory of
value. What is mote, in otdet to reduce ‘the value of land' to labout

he on the contraty, establishes an equality berween human labour

and a determinate plot of land.
Finally vo Jamer Stenars;* we find with him, too, this same
_confusion between exchange value and use value Within a concrete
ptoduct of labout (i ¢ | 2 use value) Stenart differentiates berween the
material substratum, which is given by natuie, and the modification
‘His Essar ser la nature du commerce en général appeared in 1755 afrer the authors
death. [The French edition of Cantillon's work appeared under the name of Richard
Cantillon, and was reprinted in an Amsterdam edition in 1756 (the edician chat Marx
quotes in Volume I of Capira/) An English edition published as The Anafysis af Trade,
Commerce, esc., by Philip Cantillon late of the City of London, Merchant, appeated in
1759 Although the French edition elaims to be a cranslation of an English otiginal,
" Matx notes that both the date of the English cdition and the fact that it contained

7 substantial revisions from the French make this impossible See Capiza/ Vol 1 (Penguin .
. edition), p. 697 —Trams |

" **Scc the beginning of the present chapter On his theoty of meney sec the end of
Chapter Eight
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made upon it by human labowr. Though it may seem odd, he calls the
natural matetial out of which the product is created its ‘Intrinsic
worth’. The ‘intrinsic worth’ of a silver vase is the raw material (the
silver) out of which it was fashioned Its modification by the labout of
the wotket who made the vase makes up its ‘useful value’ ‘Here two

* things deserve our attention Fitst, the simple substance, or the -

production of nature; the other, the modification [precbrazovanie—

tansformation, 7 R ], or the work of man The first T shall call the

intrinsic worth, the other, the wseful value . The value of the second
must be estimated according o the labour it has cost to produce
it.[19] What Steuart has in mind, therefote, is the concrete useful

labour which cteates use value and gives ‘form to some substance - -

which has rendeted it useful, ornamental, of, in short, fit fox man,
mediately or immediately '[20]
{t was, thetefote, duting the mercancilist age thac there appeared in

.embryo the main theaties of value that were to play an impottant patt

in the subsequent history of economic thought: the theory of szpply
and demand, the theory of subjective utility, the theory of production
costs, and the Zebour theory of value Of these, it was not until the
appearance of the Austrian School that the theory of subjective urility
was employed in economic science with any kind of success Of the
others, 1t was the labour theory of value which had the greatest impact
upon the furthet evolution of economic thought Ar the hands of
Petty and his followers the labour theoty of value suffeted a multicude
of glating contradictions, being pushed by Locke onto the same level
as the theory of supply and demand, and by Steuait onto the plane of
the theoty of production costs The labour theoty of value owed its
furure progress to the Classical School and to scientific socialism.
Petty's heirs wete Swith, Ricardo, Rodbertus, and Marx.

1 John locke Some Considerstionsof the Consequences of the Lowering of Interest,
and Rarsing the Value of Mowney (1691) published as an Essey on Inferest and
Value of Mowey by Alex Murray & Son London 1870. p 245,

2 Sit James Stevarc, An Inguiry into the Prmeiples of Polirical Oeconomy
{abridged cdition in two volumes e¢dited by Andrew 5. Skinner published for the
Scottish Economic Society by Olivet & Boyd Edinburgh. 1966) Vol QOne p 159
Rubin's emphasis

3 lbd Vol One pp 16061 Rubin s emphasis
{&:d Vol One p 161

5 Peuy. A Treatite of Taxes and Contnbutions in Economis Wntings Hull edition
pp. 50-51.

6 lbid p 90

7 1bid p 43
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1bid p 43
Id p 68
Ibid pp 44-45

Pewry The Polizical Anatomy of Irelend, in Economic Wrtsngs (Hull cdition),

p. 181 (Petty's italics) . . :
Ifid, pp 181-82 By 'days food Pecty mezns the food necessary for one day s
subsistence Ihe words ‘at 2 Medium wete not included in Rubin's quotation
from this passage but have been teinserted here because of their importance for
Petty s argument and as evidence of Petty s genuine insight into the question of
socially necessary labour In the passage immediately preceding the one co which
Rubin reférs he says: That some Men will eat more than othets. is not
material, stnce by a days feod we understand 17100 part of what 100 of ‘all Sorts
and Sizes will eat soas to Live. Labour and Generate. And thar 2 days food of one
sort, may requite more labour te produce, than anather sort. s also not material
since we undegseand the casiest-gotten food of the respective Countries of the
World - : ’

Locke, Two Treatises of Civtl. Government Bviryman edition (London, J M Dent.

&Sons 1962) p 138

Ibd, p 136

Iéud, p. 137

Richard Cantillon, Essai sur la nature du commerce en général, edited with an

English translation and other material by Henry Higes (London. Maemillan & Co

for the Royal Economic Society 1931) p 3

Ibid p 29

16:d p 41, :
Steuart Principles Skinner edition Vol One p 312 Steuare s italics
16id Vol One p 312

CHAPTER EIGHT

- The Evolution Of
The Theory of Money

DAVID HUME

Within the theotetical heritage of the mietcantilist petiod we also find,
along ‘with the rudiments of a labour theoty of value, attempts to
develop a theoty of money. Together with questions surrounding the
balance of trade, it was the prodlem of momey which most attracted
and gave birth to an extensive literature; this was especially the case in
the Italian cities, where thete was a developed moneyed bourgeoisie
and whete monetarty circulation was in a state of constant confusion

While in England a multitude of writings appeared entitled ‘A
Discourse Upon Trade’, in Italy the traditional title was ‘A Discoutse
on Money’. All of these wotks focussed upon questions of economic
policy: prohibitons upon the export of money, the debasement of
coins, and the like. The incessant debasement of cotnage by rulets
provoked furious debates Those who defended the power of the kings
and ptinces upheld their right to reduce the metallic content of coins,
arguing that the value of coins is determined not by the quantity of
metal they contain, but by state edict ‘Money is value created by law’,
wrote Nicholas Barbon," a partisan of the ‘legal’, or state ‘theoty of
money. Defenders of the commercial bourgeowsze (which suffered
from fluctuations in the value of coinage) demanded the minting of
coins of standard weight These forefathets of the ‘metallic’ theoty of
money argued that the constant decline in the metallic content of the
coinage inevitably led to a drop in its value. Finally, thete were certain
wtiters who proposed a compromise solution, most clearly expressed
by the well-known John Law at the beginning of the 18th centuty

According to Law’s doctrine, the value of coins is composed of two

parts: one, its ‘real value’[1] is determined by the value of the mecal -

that it contains; beyond this, however, it possesses also an ‘additional

Y . - B M O T
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- value’, which stems from the use of the metal in question as specie and
. from the additional demand for this metal that the manufactute of
coins thus pxoduces

Because the aims wete practical, thc argumcms and discussions in
mercantilist wiitings on money ate haphazatd and disconnected It is
only in the mid-18th century, when mercantilist literature was in the
last days of its decline, that we find more or less finished statements of
the two theories which have come to play such an impottant tole in

well-known * quantlty theory of money, as put forth by David Hz«:ﬁze
and an opposing theory advanced by James Steuart
Dand Hume (1711-1776) was both a celebrated philosopher and an
ousstanding economist His Esiays, which appeared in 1753, levelled,
with their ingenious and brilliant ctitique, the final blow to mercan-
tilist ideas - As Hume was in general a clear-cut defender of free trade
he cannot, of coutse, be counted as a mercantilist in any exact sense of
“the term. Usually in the histoty of economic thought Hume is
accorded a place somewhere between the Physiocrats and Adam
Smith, of whom he was both a direct predecessor and a close friend.
Nevertheless, in the 1nterests of giving greater clarity to our presenta-
uon we think it permissable to consider Hume’s wotks in the present
© section, which covets not only the age when mercantilist ideas were at
their zenith, but the petiod of their decline as well.
_ The issues around which Hume’s ideas centeted wete the very same
- . as had been constantly debated within mercantilist wtitings, namely
the balance of trade, the rate of imterest, and money In his discussion
of the first two of these Hume's power lies not so much in his
otiginality as in the brilliant development and decisive formulation
.. that he gave to ideas already expressed before him, by North in
#+ patticular I, at the end of the 17th century, North's voice Had stood
... practically alone, Hume, with his critique of mercantilism, was by the
. mid-18th century expressing the general thinking of his age.
. Hume's sharply critical stance towards the idea of a balance of trade
flows from his general conception of commerce For the mercantilists,
the object of foreign ttade was to bring advantage to the trading
nation at the expense of others; foreign trade for Hume, however,
consists of a mutual exchange of the different material products that
the separate nations have produced by virtue of the diversity of theit
~‘geniuses, climates, and soils’. It thetefore follows that one nation can
“sell its surplus products to another only if the latter itself possesses
“excess produce which it can offer in exchange * . If our neighbours

ensuing wtitings on money, tight up to the present day: ‘The
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have no ait or cultivation, they cannot take [our commodities]; .
because they will have nothing to give in exchange '[2] Thus ‘an

. enctease of riches and commetrce in any one nation, instead of hurting,
commonly promotes the riches and commetce of all its neighbouss’ [3]

Every nation has an interest in the mote extensive development of
intetnational commerce and in doing away with those 'numbetless
barts, obsttuctions, and imposts, which all nations of Europe, and none
more than England, have put upon trade from an exotbitant desire of

amassing money o1 from an ill-gtounded apprehension of losing

their specie’ [4] In the coutse of commerce the precious metals will be
disttibuted between individual countries proportionately to theit -
‘trade, industty, and people’ [5] Should the quantity of a nation’s

" teady money exceed this #ormal level it will flow out of the country; in 7
the reverse situation thete will be an z2ffux. Compulsory measurtes to -~ -

inctease the quantity of money in a countty are unnecessaty

The mercantilists had maintained that a rise in the quantity of .

money lowers 2 counuy's rate of intetest and thereby stimulates
commerce Hume's essay, ‘Of Interest’, was dedicated to refuting -
these ideas The level of intetest depends not upon an abundance of
precious metals, but upon the following thice factots: the volume of
demand for credit, the number of capitali that ate free and secking
investment, and the size of commercial profits. © . The greater or less
stock of labour and commaodities [i e, capital—/ R.] must have a great
influence; since we really and in effect bortow these, when we take
money upon interest.” Intetest falls not beczuse of a “great abundance
of the precious metals’, but because of an increase in the number of

lenders having ‘property or command’ over them Out of thé gﬁ?ﬁ?h :

ofMp:tﬁmlated and the number of lenders tises,
at the same time as there is a decline in commercial profit Both of -
these call forth a drop in the rate of interest Since the same growth of
commetce that ‘sinks the interest, commonly acquires great abun-

dance of the precious metals’, people are mistakenly disposed to take 5

the latter as the cause of the rate of interest’s decline The fact is,
however, that both of these phenomena—the abundance of money

and a low interest tate—ate conditioned by one and the same factot:

the expansion of tade and industty [6] On the question of interest
Hume is developing ideas outlined by Notth; his service consists in the
msistence with which he differentiates caprtal from money and in his
cotrect idea that the 1ate of interest depends upon the leve/ of profits.
Hume has in view a more developed system of credit relations than did
the mercantilists: the latter often spoke about consumer credit, to




7 facilitate the cxchangc of oné commadity for another’, and, as such,
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which the landlords, especially, took recourse; Hume, however, has in
mind productive ctedit going to merchants and manufacturers

'téveory of money; this, too, is closcly tied to his polemic against the

i ——— .

% _’Powcxful smmulus to thc expansmn of Uadc and mdustry Hume’s

S

express goal was to show that even a protractcd tise in the overall
volume of money could in no way increase a nation's wealth, but
wou}d havc as its solc: Icsult a cor:cspondmg and um_vcrsal rise in _the

sl e -----u.m,........u-, uuu et

' mcrcantxhsts led him to 2 ‘quantity’ theory of money, according to

- which the palite (or purchasing power) of money is determined by the
o Tater’s overall quantEy T

“"“Suppose, argues Hume, that the quantity of money within a nation
doubles. Does this mean an inctease in its riches? Not at all, since it is
" products and labour that make up a nation’s wealth. ‘Money is
nothing but the representation of labout and commodities, and serves

~ only as a method of tatmg and estimating them ’[7] It is a conditional

Tnit of account,” arn “ifistfument which™ fén havc agrced upon “f0)”

A

"has 0o value of its own.[8] Following Locke, and asserting that money
has ‘chiefly a fictitious value’,[9] Hume sets himself firmly upon the

. giound of a nominalist theory of money and in opposition to the

- mercantlist doctrine that money alone (1.¢., gold and silver) possesses
uue value
~ Obviously, then, once the monerary unit becomes but a represent-
- ative for a determinate number of commodities, any 7ise in the overall
. quantity of money (or decrease in the general mass of commodities)
" will mean that each unit-of the country’s money commands fewer
commodities. ‘It seems a maxim almost self-evident, that the prices of
everything depend on the propottion between commodities and
“money, and that any considerable alteration on eithet has the same
© effect, either of heightening ot loweting the price. Encrease the
. commodities, they become cheaper; encrease the money, they tise in
~ theirvalue’,(10] and vice versa. An inctease in the quantity of money—
. whose sole result is to universally raise commodity ptices—is incapable
- of bringing the slightest benefit to a country; from the standpoint of

< * mnternational commerce it can even prove harmful, since when

-~ commodities become mote expensive a nation is less competitive on
" the wotld matket If foteign trade is left out of account, the effect of
raising the quantity of monéy is neither good nor bad, any mote than

The most original part of Hume’s economic doctrine 1s his guantity.
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it would matter to the metchant whether he kept his books with arabic
numerals or Roman ones, the latter simply tequiring mote symbols to
registet the same number. ‘Money having chiefly a fictitious value, the
greater of less plenty of it is of no consequence, if we consider a nation
within itself; and the quantity of specie, when once fixed, though ever .
so latge, has no other effect, than to oblige every one to tell out a
greater number of those shining bits of metal, for clothes, futnituze ot
equipage *[11]

Hume's forerunner in the development of the quantity theoty was
the famous French writet Montesquien (1689-1755), author of the
work De [esprit des Jois * Montesquicu proposed a purely mechanical

relationship between a countty’s quantity of money and its level of

commodity prices: double the amount of money, for example, and the
tesult is 2 two-fold jump in ptices. The task that Hume set himself was
to trace the economic process by which changes in the quantity of
money exercized their effect upon commedity prices. He depicts this -
process as follows: ‘Hete are a set of manufacturers ot merchants, we
shail suppose, who have received returns of gold and silver for goods

which they sent to Cadzz** They ate thereby enabled to employ more - P

wortkmen than formerly, who never dream of demanding highet
wages, but are glad of employment from such good paymasters If
workmen become scarce, the manufactuter gives highet wages, but at
first requires an encrease of labour; and this is willingly submitted to
by the artisan, who can now eat and drink better, to compensate his
additional toil and fatigue. He cartries his money to matket, where he
finds every thing at the same price as formerly, but returns with
greater quantity and of better kinds, for the use of his family. The
farmer and gatdener, finding that ali their commodities are taken off,
apply themselves with alactity to the raising mote; and at the same
time can afford to take better and mote cloths from their tradesmen,

whose price is the same as formerly, and their industty only whetted by

so much new gain It is easy to trace the money in its progress through
the whole commonwealth; where we shall find, that it must first
quicken the diligence of every individual, before it enciease the price
of labour "[12]

"An embryonic version of the quantity theoty of money is to be found as ¢arly as the
16th century in the works of the Frenchman Bodé» and the [talian Davanzati Bodin was. .
the first to point out thar the fall in the value of money was to be accounted for not -
sireply by the debasement of coin but zlso by the inflow of large masses of gold and ~
silver from America. []. Bodin Difsconrs sur le r-hausiement et dimmution des
monnoyes. Paris 1578— Trans.]

“Te 0 Spamn which owned the rich silver and gold mines of America
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Thus, if a group of tradets comes into possession of a greater sum of
- mongy this will raise theit demand for specific commodities and
~ gradually cause the latter’s price to tise The.dealers in this lasg group

of commodities will-in tutn manifest 2 heightened demand fot other

commodities, whose price will also eventually go up In this way the
greater demand which is stimulated by a growth in the guantity of
money will spread from one group of commodities to another and will
lead gradually to a generad rise in the level of prices, or to a fall in the
value of a unit of money ‘At fust, no alteration is perceived; by
degrees the price tises, first of one commodity, then of another; till the
‘whole at last teaches a just propottion with the new quantity of spcuc
which is in the kingdom ’{13]

By endeavouring to desctibe the influence that 2 growing quantxty
of money and increased demand exert upon the motivation and
behaviour of producers (on the one hand, encouraging them to
expand production, on the. other, taising theit demand for other
commodities), Hume liberated the quantity theoty of money from
the naively mechanical way that it had been"formulated by Montes-
quicu, and paved the way for newer, prychologreal variants of the
theoty. In doing so, however, Hume introduced into it one major
quatification: the tise in commodity prices that follows an increase in
the quantity of money is not a tapid phenomenon, but proceeds over
what, on occasion, can be extemely protxactcd periods, affcctmg
“different commodities at dxffexem points in time. There was one other
“ieipottant limitation that Hume imposed upon his theory: ' Prices
do not so much depend on the absolute quantity of commuodities and
that of money, which are in a nation, as on thar of the commodities
which come or may come to matket, and of the money which
circulates. If the coin be locked up in chests, it is the same thing with
. regard to prices, as if it were annihilated; if the commodities be
hoarded in magazines and granaries, a like effect follows As the
money and commodities, in these cases, never meet, they cannot
affect each other [14]

Hume’s theory of money is in turn a reaction against the metrcan-
tilist concept of money and a theoretical generdlization from the
phenomena of unwersal price rises that Europe experienced duting the
‘ptice revoluton’ of the 16th-17th centuries (when chere had been 2
- -massive influx of silver and gold from America). Yet Hume failed to
. take account of one crucial circumstance: side by side with the huge

* inctease in Europe’s quantity of precious metals, thete was also a sharp
fall in their value, as the ticher Ametican mines wete opened up and as
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major techpical improvements in extraction and processing were .
inttoduced (the discovery in the middle of the 16th century of the .
process of amalgamating silver with mercuty lowered production costs
considerably). The fall that took place in the value of ptecious metals,
and the simultaneous and rapid growth of money economy and of the
mass of commodities being thrown onto the marker together deman-
ded a far greater mass of money than before—a demand that was met
by the inflow of American silver and gold The ‘price tevolution’ of the -
16th and 17th centuries could not, thetefore, be explained simply as
the product of an incréase in the quantity of money: the fact that the
ptices of commodities wete rising teflected a fall in the value of the
ptecious metals themselves The nominalist conception of money as a
stmple token, with no value of its own but rather with a ‘fictitious’
value that derives ftom, and alters with fluctuations in the amount of -

- money, ptoved to0 be profoundly mistaken when applied to metallic

money 4
Without dwelling on the other madcquaues of the quantity theory

(that it ignores the velocity of money turnover, the role of credit

money, etc ) it should be noted that Hume himself introduced
corrections into the theory that opened the way for its supersession.
For it is Hume, we see, who recognizes that when the quantity of
money in a country doubles from one to two million rubles, the

additional million might be accumulated in *chests’ s a hoard; in that -

case ‘the quantity of money in circulation’ will remain as before, at
one miltlion rubles, and no rise in commeodity prices will ensue The
doubling of the nation’s money gives rise to no surge of commodity
prices, since past of this mass of money will lie outsiﬁc of circulation.

But if that is so, the question will atise, what determines the quantity
of money that enters nto circulation? Obviously it is the demands of
commodity circulation, which in turn depends upon the mass of
commodities and their prices (the later depending on the value of
commodities and the value of the precious metals that fuaction 2s
money) It is impossible, therefore, to assett that the guantity of-
money tn circulation detetmines the prices of commodities; to the

contrary, it is the demands of commedity circulation—which includes

the pmes of commodztze;——that detctmmes thc qﬂamzty of money. m

Such was the position put forwatd i the middle of the 18th century
by James Stewart, whom we have alicady encountered above.*

‘Sce Chapter Seven above
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. .On questions of economic policy, Steuart (whose wotk appeated in
1767) was a belated spokesman for the views of the mercanuilists, and
in this regard cedes 2 gteat deal to Hume when it comes to his grasp of
the needs of his own epoch His attachment to mercantilist ideas,
howevet, protected him from the nominalist etrot of seeing money asa
- simple token. In his objection to the quantity theoty of money Steuart
- argues that the level of commodity prices depends upon other causes
“than 2he quaniity of money within a country ‘' ‘The standard price of
every thing’’ is determined by ‘‘the complicated opetations of demand
and competition’’, which ''bear no determined proportion whatsoeves
to the quanuty of gold and stlver in the country’’’ [15} ‘Let the specie

"+~ of a countty, therefore, be augmented ot diminished, in evet so greara .

* propottion, commodities will still tise and fall according to the
‘principles of demand and competition; and these will constantly
depend upon the inclinations of those who have propersy or any kind
of equivalent whatsoever to give; but never upon the quantity of coin
 they are possessed of '[16] The volume of commeodity circulation and
the prices of commodities are. what determine whar money is deman-
; Héd Int circulation. ‘Now the state of trade, manufactites, modes of
lwmg, and the Gistomary expence of the inhabitants, when taken all
together, regulate and determine what we may call the mass of
teady-money demand '[17] ‘The circulation of every country
" must evet be wz proportion io the industry of the inbabitants,
produsing the commodities which come to market . If the coin of a
country, thetefore, fall below the proportzon of the produce of
industry offered to sale . inventions, such as symbolical money, will
be fallen upon to provide an equivalent for it But if the specie be
found above the propottion of the industry, it will have no effect in
" raising prices, not will it entet into circulation: it will be hoarded up in
treasures . Whatever be the quantity of money in any nation, in
correspondence with the rest of the wotld, there never can temain 2
circulation, but 2 quantity neacly proportional to the consumption of
the rich, and to the labour and industry of [its] poor 1nhab1-
tants’, [18]
_ Stcuart theteforc, denies_that commodity ptices are depcndcnt
o upon 1 the quantity of money in cuculauon to e contiaiy; it"is the
' quantlty of money in circulation Whlch 1s detctmmcd by 7h¢ demﬁfzdr
_of. commoa’zty circnlation. mcludmg ‘the /ezze! of commodzty pnces
Taking the total mass of money in the countty, one patt enters into
" ctreulation; what temains ovet and above the money that commodity

“circulation requires lies outside the latter, cithet to be accumulated as:

- demand for money expands, part of this hoard is put into circulation;
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2 hoatd (reserves) or as articles of luxury. If commodity circulation’s -

in the opposite sttuation coin will flow out of circulation. The ideéas -
that Steuart had put forward in contraposition to the quantity theory: -
wete extended in the 19th century by Tooke,* and then later on by

" Marx. These two theories—Hume's quantity theoty, on the one hand,

and Steuart’s doctrine, on the other—represent in brilliant fashion thc i
two basic tendenc:es in the theory of monetaty circulation that ever o
this day are vying for supremacy in economic science.

*Tooke's main work was his History of Prices, and of the State of the Circulation, from
1839 to 1847 imelusive [Ihomas Tooke, 1774.1858 Rubin gives the work as A History . -

“ of Prices (1838-1857) There was an eatlier edition of Tooke’s treatisc (london 1838),

with the samc title, only coveting the period 1793 to 1837 There was also a lzter
edition, co-authored with William Newmarch (1820-1822), A History of Prices, and of
the State of the Circulation during the Nine Years 1848-1856; its two volumes formed ..
Volumes Five and Six of the Hisrory of Prices from 1792 to the Present Time (London,

"18%7) We have found no reference to an edition for the years cited by Rubin. The *:

cdition listed here was published in Londoa in 1848— Trany |

1 The term used by Rubin is intrinsic value (vmuiremyaya stoimoss’) Law s own
tetm is that given here: Silver was exchanged in propottion to che use-value ic
possessed, consequently in proportion to its real value By its adoption as money i¢ . |
received an additional value,” John Law. Considérations sur le numéraire et fe =~
commerce (1705), cited by Marx in Capital vol. I, p 185

2 David Hume, 'Of the Jealousy of Frade, in David Hume, Writings on Economics,
edited with an introduction by Eugene Rotwein (Madison Wisconsin University of -
Wisconsin Press. 1970) p 79 .

3 Ikid, p 78 : S

4 Hume. Of the Balance of Irade. in Rotwein op ¢z p 73 Rubin s rendition of
this passage in the Russian is little more than z paraphrase; the original is given
here

$ 'Of the Balance of Trade, 124 p. 76

6 Hume Of Interest in 5id, pp. $0-56

7 Hume Of Money.” in ibid. p 37

8 ‘Of Money,’ in ibid p 33. .

o ‘Of Intecest, in ibid p 48

[0 Of Money,' in ib:d pp 41-42

11 Of Interest, in i&id p 48

12 Of Money ' io18id p 38

13 Of Money " in ib:d p 38

14 ‘'Of Moncy ' inibid p 42 :

15 Rubin presents this sentence as if he has quoted it directly from Steuart In fact he .
has quoted it from Marx, A Contribution to the Critique of Political Economy 5.
(Lendon lLawrence & Wishart, 1970) p 166 where Marx was paraphrasmg
Steuatt by combining elements of separate sentences from Chaprer xuviii of Book IT ©
of the Principles (Skinner edition p 344 and pp 341-42. respectively): ‘T have laid
it down as a principle that it is the complicated operations of demand and ;-
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competition, which dctcrmmcs the standard price of everything’ (p 344) From
this | still conclude, that it is in countries of industry only where the standard
prices of asticles of the firsc necessity can be determined; and since in these: many

circumstances concur to render them either higher or lower than in other places. it

follows, that in themselves they bear no determinate proportion whatsoever,
ro the quamity of gold and silver in the counury . (pp. 341-42) The sentence
we have gwcn in the English text is quoted from Marx; thc phrases quoted from
_ Steuart are in double quotations

16 Steuart. Principles (Skinner edition). Vol Two, p 345 Steuart s italics

017 Steuart’ Primeiples cited in Marx, Critigue, pp 163-66

18 Steuart. Prmciples (Skinner edition) Vol Iwo p. 350 Srevart s ialics

Part Two

_Tée Physiocrats



CHAPTER NINE

The Economic situation in
Mid-18th-Century France!

o “Béfote taking up the history of the Physiocratic school, we must first
-+ outline, in its general features, the state of the French economy in the
“middle of the 18th centuty The Physiociatic school captured the

programme for the regeneration of agticultute and its protest against
..-mercantilisc policy. To understand how this school emerged we must

" acquaint outselves with the condition of agriculture and the fottunes

that befell metcantilist policy in France during the 18th centuty

France had consistently pursued 2 metcantilist policy beginning.

" “uwith the administiation of Colbert (1661-1682), Louis XIV’s famous
.. ministet. Colbert is regarded as the classical reptesentagive of mercan-
.~ tilism, and has sometimes been mistakenly taken as the founder of
" mercantilist policy itself (which thus became known as ‘Colbertism’)
'In teality, Colbert was mertely pursuing with a dogged consistency a

policy that was generally typical of the cariy capitaliSt pcriod that of

. Colbert ‘hoped by these means first of all o o make the Countty more
~ wealthy and teplenish the state treasury (which suffered from constant
deficits,) and, secondly, to politically weaken the feudal aristocracy. In

- “otder to develop domestic trade, Colbert wanted to do away with the
customs posts that existed between the separate provinces, and with the

- stationing of guards along the roads and bridges that belonged to indivi-

. .dual feudal lords But opposition from these same provinces and
¢ ~lotds meant that Colbett could form his single customs union over
“vis 2 part of the country only; it needed the Great French Revolution

2 to finish the job of uniting all of France together into a single cus-
~toms union o develop foreign trade, Colbert took care to build up
. shipping, constructed a sizable fleet, encouraged trade with India, and
. founded coloniesin Ametica. He placed foreign ttade upon the so-called
‘balance of trade’ system: the import of foreign-made industtial goods
- was forbidden or impeded, while the export of French manufactures
< yvas stimulated by the use of bonuses. Colbert spared no expense in his

“attention of a broad citcle of society -above all by virtue of its
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his effotts to implant new branches of industry in France, especially .

those which wotked for expott. He assisted (n the sctting up of

“wotkshops for cloth, linen, silk, lace, carpets, stockings, mizrots,

and the like, handed out subsidies, ptemiums, and interest free loans
to their organizers, whom he freed from tax obligations while granting

. many of them monopoly rights over manufacturing. To ensure that

industty would have cheap hands and inexpensive raw materials, he

"put a ban on the export of cotn and primaty materials, much to thc

detriment of agriculture.

The industty thus nnplantcd at state expense was sub;ccred by
Colbett to the strictest szate control As a means of guarantecing thar
Ftench commodities would win out ovet forcign competition, the state
took cate to see that they were of high quality There were countless
regulations and instruccions to define the most meticulous decails of
their manufacture: the length and width of materials, the number of
threads in a warp, methods of dyeing, etc During the fitst years of
Colbert’s administration some 150 regulations weie issued laying
down rules for the manufactute and dyeing of woven goods; one such
instruction, dated 1671, contained no less than 317 articles relating to
the ‘decoration of woolen fabrics of all colours and to the elements and
drugs thereby employed * Special wotks inspectors wete appointed to
sce that these rules wete adheted to; they examined commeodities both
in the workshop and on the matket, intetfered in every detail of
production, carried out seatches, and so on. Commodities that had .
been manufactuted in violation of the rules were seized and put on

public display, together with the name of the industrialist or merchant -

concerned. For the violators there were fines and confiscations This
strict tegulation over tndustty tnctoduced by Colbett became even
mote petty and constraining undet his successors.

At fitst the mercantilist policy of Colbert and of those who followed
him was crowned with brilliant success; France held a place in the front
rank of Europe’s trading and industrial nations. But the successes were
fragile, as became obvious almost immediately following Colbert’s
death, and even mote so in the mid-18th century French industry, it
is true, was unrivalled in the production of luxuries for the needs of
the court and the aristocracy; many of these luxuries even earned the
title of ‘French commodities * The court at Versailles eclipsed and
outshone all the other courts of Europe, and Paris became the -
acknowledged pace-setter in fashion and taste Yet these outward
achievements tested upon a frail base In a counuy where the
population was overwhelmingly made up of peasants ruined by the
‘exactions of the gentry and the tax officets, capitalist industry had:




.11ct1e scope_ for advancement Instead of providing thc state with 4
--gource of income, the new ‘manufactoties’ demanded their usual
.. privileges and subsidies, absotbing: patt of the state’s resources The
* ‘purnber of centralized workshops remained insignificant, being in
~theit majority simply distribution offices which farmed out work 1o
cottage wotkers France's dreams about her industry conqueting vass

. foreign markets and colonies went wunrealized Her batde with
" England in the mid-18th century for domination over the world

‘France’s American colonies and consolidated its own position in India.
“In cloth, which was the most important branch of industry, England
“held first place The petty regulation of industty, in which Colbert had
" invested such great hopes for bettering the quality with which

‘commodities were manufactuted, in reality became an obstacle to the
7 inttoduction of technical improvements, inhibited the diversification
- “of production, and prevented industtialists from rapidly adapting to
' the demands of the matket Bacalan, intendant[2] of manufactoties,
“noted that regulations placed constraints upon the entrepreneurial
*activity of manufacturets, put a check on competition, and stood in
. the way of inventiveness. 'Fieedom is prefetable to regulation ’ he
wrote in 1761 ‘At least it occasions no harm, while rules are always
~dangerous, and a good maay of then: are absutd * In the middle of the
" 18th centuty not just entrepreneuts but even state officials were
1 inereasingly and persistently voicing the demand for 24e abolition of the

. comstricting regulation of industry chatactetistic of mercantilist policy
. Certainly, the strongest biake upon the growth of France’s capirtalist
- .industry was not the constraining influence of mercantilist policy in
and of itself, but the fact that its authors pursued it in a counrty of
impovetished peasants while simultancously preserving a seigniorial
i+ system and absolute monarchy Had France had a developed agticul-
- turte, industty could have reckoned upon an exeensive internal matker,
- especially when account is taken of the countty’s large population (at
». the beginning of the 18th century thete were around 18 million
. people in France, compated to a population in England and Wales
numbering no more than five or six million)  France's backward and
. decimated agticulture proved oo nartow a base; however, for the
" growch of capitalist industty. The purchasing power of 2 half-starved
o peasantry, compelled to hand over the better part of its meagre harvest
to the genuy and the state, was inconsequential Without the
- tesources to putchase industrial articles the peasantty had cut its living
_Tequitements to a minimum Accotding to Young, who visited France
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~ ‘matket ended with England’s victoty, as the latter took control of
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befote the revolution, the peasantty wore neither shoes nor stockings,

and sometimes went even without clogs (3] 1o Brittany the peasants
were dressed from head to foot in the same coarse cloth usually used to
fashion sacks In the end, Colbett’s mercantilist policy of building up
a brilliant manufacturing industry upon the backs of an unclothed and -

unshod peasantry was bound to fail In France in the mid-18th

century, the conviction was becoming increasingly widespread that the
primary condition for the durable growth of a capitalist economy was

the advance of agucultuxc and the abolition of feudal sutvivals in the

countryside .
“The reality of the situation was that French agriculinre duting the
18th century was in deep decline and utter devastation It is true that
with all but the most insignificant exceptions setfdom had already
died out: the individual peasant was a fre¢ man But his land was still
encumbered with innumerable feudal payments and obligations

Only a small petcentage of the peasantry possessed Jand that was

legally fully their own ptivate property (@lodzum). The majotity owned |
land upon which they paid a so-called cens The peasant paying a cens, -
too, was seemingly in possession of his own land: he could sell it and
transfet it as a legacy But the extent of his ownetship was limited by .7
the feudal nights of the seigneur Every patish had its supreme master,
or seigneur The latter would occasionally own a small piece of land or
have a castle in the patish, though sometimes not even that; he hardly
ever appeared in the parish to look around Nevertheless, every
peasant in the parish was obliged to pay the seigneur an annual cens,
the size of which was determined by custom and nevet changed. On
some lands the cens was teplaced by payment in kind, whete the
peasant handed over to the seigneur one tenth, one eighth, o
sometimes even one quarter of his harvest (the so-called champars)
Over and above this when the land was sold by a peasant or
transferted to an heit after his death, the scxgneur was paid a certain
sum of money by the new owner :

Even wotse off were those peasants with only small plots ot those
with no land at all. Some of them were employed as handicraft
workers ot seasonal {abourets, ot hired themselves out as farm hands;
others rented a piece of land from the seigneur o1 from another ownet,
paying for it in kind with half of theit hatvest Having no resources for
equipment, these share-croppers ot méfayers (so called because they
gave up half of their harvest to the landowner) often teceived seed,
livestock, or simple agricubiural implements from the landlord If lack

of means meant that the cens-paying peasants worked the land by
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métayers Only a small porttion of the land belonging to the gentty,
the cletgy, the ctown, or wealthy members of the bourgeoisie was
leased in large plots to better off peasants or tenant farmers who could
invest a reasonable capital in their holdings and cultivate them along
mote iational piinciples Unlike in England, the extensive spread of
tenant farming in the 18th centuty, which went hand m hand with the
improvement and rationalization of agriculture, was rarely to be found
_in France. In the French counttyside of the 18th centuty the role
- played by bozrgeois forms of landed property and rent was still
- instgnificant compared to ownership where & cens was paid or to
sharecropping by métayers, both of which were enmeshed in a vast
number of survivals from the feudal system '

wo tgxes shouldered by the peasant economy. The absolute monarchy
- required vast sums to maintain its cenualized bureaucracy and its
aimy. The rush for colonies and foreign matkets that made up
metcantilist policy led to endless wars of devastation. Equally, support
fot the new manufactories absotbed substancial resources The othet
side of this was that after its protracted stiuggle to depiive the

attempted to 1ecompense them by putting into place a iesplendent
court, by establishing for the gentty a multitude of court and othet

- official positions, by reinforcing theit seigniotial tights on the land,
 exempting them from the payment of tax, etc The gentry were
‘completely freed from paying the most important direct tax, the
tatlle, out of which the cletgy teceived an annual cash payment of a
fixed amount As the towns people wete also able to evade both the
tadle and other direct taxes, the latter’s entite weight fell oa those at
the bottom of the agricultural population—the peasantty The latter

_ suffered also from inditect taxes, especially that on salt. Both the size
~ of the taxes and the way in which they would be levied often changed,
so that the peasantry never knew in advance how much was going to be
demanded of it What usually happened was that the collection of
taxes was entrusted to wealthy tax farmess, (fermiers générals)i4] who

- used this privilege to build up fortunes; sometimes the treasury would
* ‘receive only a small share of the total taxes that had been exacted

* These taxes to the state (to which church tithes must also be added)
exhausted the peasant economy Not long befote the revolution, the
. Duke of Liancoutt pointed out that a fiscal policy based upon ‘the
- custom of constantly demanding money from the cultivator without

primitive methods, cultivation was even wotse on lands worked by the

No less butdensome than the seigneur's exactions were the szzte

members of the landed atistocracy of their political tights the crown
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giving anything back in exchange’ would severely terard agricultural
progress. Anothet brake on this progress was corn-pricing poficy Ever
since Colbert, the French government had putsued with increasing
diligence a metcantilist policy of brimging down the price of corn: its
aim was first of all 1o cheapen the raw marerials and the hands needed
by industry, and second, to ensure that the utban population—that of
Patis in particular—would be provided for. The export of corn abroad
was fotbidden; its import was permitted Withia the country the corn

trade was subjected to exttemely tight regulation: the sale of corn was 7

prohibited other than at the markets, and it could not be sent out of a
city; because of feats about speculation and rising prices, the activities
of corn merchants were greatly restticted, and there was no free
movementof corn between individual provinces The result was that the
high ptice of corn in some localities was accompanied by its under-
valuation in others, and prices fluctuated sharply from year to yeat.
Agriculture suffered at one and the same time from low cotn prices
and from the uncertainty engendered by their constant fluctuation -
Ruined by payments to the seigneur and the state, and suffering
under the policy on the price of grain, the peasant economy was
unable to accumulate the means for making 1 1MpPLOvEmEnts i in agﬂf

Jm:z/ fecé»mqu “The three ficld sysieii of cuiltivation predominated,

although in many localities even the two field system still operated
The sowing of forage had been inttoduced only in certain northern
provinces While the patchwotk of fields and compulsoty crop rotation
kept industrial crops from being widely cultivated, the raising of
livestock was in a pitiable state and the fields went vircually unfer-
tilized A lean cow, a wooden plough, and 2 harrow made up the
inventory of a French peasant—at rhe same time as the English farme
was in the main alteady practising crop rotation, had a floutishing
animal husbandty, and was using iton agticultural tools. It was no
wonder that the French harvest lagged far behind that in England
(usually not exceeding a fifth of the lattet), and that, from the
beginning of the 18th century up to the revolution, France expet-
ienced no less than thirty famine years

The poor productivity of agriculture, together with.zbe low price of
corn which ptevailed until the middle of the 18th century, teduced the
income sidc of the peasant’s budger at the very nme when his
payments to the itate and to the seignemr were stretching his
outgoings to the absolute limit As Taine aptly put it, the French
peasant of the pre-revolutionary petiod resembled a man plunged up
to his neck in water, who ran the tisk of drowning with the slightest



" wave EBxcept for small groups of well-off peasants and fat'meré, the

. want never having enough to eat and never able to make ends meet

destitution, without beds and without furnitute, the majority even

.. feeding themselves for half the year with bread made of batley or oats,
= this constituting their only food though they be compelled to snatch it
. out of theit own mouths and those of their children just to pay taxes ’

+ revolution state of the Breton peasant in the following terms: ‘Cut of
the four sheafs which he brings in from the fields, one belongs to the
7 seigneur, another is owing to the ptiest or to the prioty of the
neighboting monastety, 2 third goes entitely to the payment of taxes,
. and the foutth to cover his costs of production ' If this is a somewhat
exaggerated calculation, it was in any event not at all unusual for half
. the gross harvest to go in payment to the state and the seigneur, so
- that with deduction for seed (and given the low yields, this could come
. to 1/5 of the harvest) scarcely any grain temained to provide for the
o farmet Thete wete times when payments owing to the state and the
seigneut would be levied on the basis of the gross, and not the net
) yield (i ¢., with no allowance being made for the deduction of seed);
" when this happened the peasants, especially the mérayers would
- sometimes not even have enough left with which to keep themselves
o alive
It was not simply that these conditions made agricultural i Improvc-
. ment and expansion impossible; they profoundly distupted the
.. process of simple reproduction of agriculture at s old level Many
- rural districts were actually being depopulated; in others, those
- cultivating the land cither went off to do seasonal wotk or swelled the
" near countless tanks of beggars The Marquis de Turbilly noted in
7. 1760 that half the cultivable land lay empty, and at evety step one
could see ficlds abandoned by their tillets Arthur Young’s travel
. notes give a strtking picture of how the dechine of agriculture was
i affecting the majotity of French districts, excepting but a handful of
" lucky provinces In one province he describes how a thitd of the land
_was totally uncultivated while the remaining two thirds showed
. evident signs of devastation; in another he encounters nothing but
“. ‘poverty and poot crops’; and in a third, ‘the poor people who
. cultivate the soil here, are métayers who hire the land without
‘ability to stock it a miserable system that perpetuates poverty and
excludes instruction ’[5]

_..v;._,“._n.ﬂ..ﬂ.._..f.,....
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“.gvetwhelming mass of peasants lived 2 life of perpetual and brutal -

Bishop Massillon wrote in 1740: ‘Our tural people lives in horrible

- ‘Morcan-de-Jeunesse, the famous statistician, characterized the pre-
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The degradation of France's agriculture duting the 18th century was
a cleat sign that there was now 2 glaring conttadiction between the
need to develop the productive forces and the antiquated socio:-polit

have to be an advance in agriculture—but the precondition for this
was the replacement of the seigniorial system with hourgeois forms of
land tenure. In the middle™of the T&th century this had already:

~ become obvious but there wete swo contradictory paths by which this
" change could take place, depending upon whether the land, which

under_the feudal system was jointly owned by lord and. pcaéant
oy . i
‘became the private Property of the formes ot the Tatter Jf it went to

. thelord, this would mean that lagge-scale lahdownc:s would gradually

“Jiive the peasants Payitig 5 the cens and the wétayers off the land and
would begin to lease it out in large tracts to well-to-do farmets, This

process, wheteby priotity was given to the leasing of laige plots on a -

capitalist basis while the majority of peasants was made landless, was
what took place in England, which thus became 2. country. of
large-scale Jand holdings. The second path implied that the peasants

“would be freed of all séigniotial payments and obligations and that

(they would separately become the sole proprietors of the land they
'wotked This was the path followed by the Great French Revolution,
‘out of which France emerged as a country of small-scale peasant
holdings.

In the middle of the 18th century, however, a revolutionaty solution
to the agrarian question still seemed excluded The only way by which
an impovetished agticulture could be rationalized and given a boost
appeated at that time to be along the English model of large-scale
tenanr farming, the spread of which had already played no small role
in promoting the success of English agriculture. Above all, this type of
capitalist agranian reform lay in the interests of the farmers and the
well-off layers of the peasanuy, ie., the rural boargeozfze ot the

so-called rural thirdéstate | A refotm along these lines could to'some -

extent work to the advantage of the landowners, who would retain

their right of ownership over the land and would reccwe rcnt In the

fid- T8theentufy this type of agrarian teform found its ‘proponents in
the Physiocrats, who proposed to tesolve the historical task of advanc-
ing agriculture by replacing the seigniorial system with capitalist

~ tenant farming

In their programme, the Physiocrats were concerned to cteate
favourable conditions for the development of capitalist agriculture.
We have seen that up to the mid-18th century, French agticulture

ical regime. Yot France 1o develop het capitalist economy there would|
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' second, from low corn prices, and thitd, from heavy seigniotial
obligations and state taxes The fixst two of these acted to reduce the
- income of the cultivatot, while the third placed the most severe strain
upon the budgeting of his expenses. In their progtamme the Physm-

e T — e

attack against the mercantilise policy of _reduycing corn prices, and

from taxation and for @/ taxes to be Shlftcd onto the rent paid to the
landowners.

The Physiocrats did not, however, confine thcmsclves simply 0
preaching reforms in the intetests of bolstering agricultute and making

implementation of their teforms could it be assuted that the process of

~ net income (o in their terminology, ‘net product’). The leader of the
Physiocrats, Quesnay, with his theory of socia/ reproduction and the
~ theoty of ner product (o1 suiplus value), made what was the first
attempt to analyze the capiralist economy taken as a whole And

. theoretical ideas, once freed from their onesidedness and etrots, were
“taken up and developed by later currents within economics (the
Classical school and Marx), and thus eatned for Quesnay immortal
fame as one of the founders of modern political economy.

Quortations in Part Two not otherwise referenccd in the notes have been translated
from the Russian

The intendanc was a Icprescntatwc of the ¢rown in a partlcular province who was
responsible for the inspection of various public services Bacalan was in fact
intendant of commerce; in 1764 he published his Paradoxer philosophigues sur
la liberté du commerce entre les nations

Arthur Young Travels tn France During the Years 1787 1788, & 1789, edited by
Constantia Maxwell Cambridge University Press, 1929  All the countty girls and
women are without shoes or stockings; and the ploughmen at their work have
" neither sabots nor stockings to their feet. This is a poverty that steikes at the root
-of pational prosperity; a large consumption among the poor being of more
" consequence than among the rich The wealth of 2 nation lies in its circulation and
. consumption; and the case of the poor people abstaining from the use of
" manufactures of leather and wool ought to be considered as an cvil of the first

suffered first, from low productivity of the land and poot hatvests,

"_-"along the lmcs of English farmmg Second, they launched a furious

_Ca'c/manf d both freedor 6f trade and the fee exporz of cotn. Third,
their programme called for the complete relief of the farming class

. the rural bourgeoisie more wealthy They tried to give their practical
. programme a theoretical foundation They argued that only with the

~social reproduction would proceed normally and provide a substantial -

though the Physioctats’ practical progrtamme came to nothing, theit
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magnitude, It remindéd ‘me of the misery of Tteland = (Travels, pp- 23-24 )
4 The wx farmer (prhupshohik) was one who paid the government a fee for the

right to colleet taxes (sdavar’ vzimanie nalogov pa otkup, ot hteratly
out the collection of taxes?).
5. Young Travels im Frante p 16

to farm -




CHAPTER TEN

The History of the
| Physiocratic School

- The Physiocratic theoty was developed in France duting the middle of

~ the 18th centuty. The entite first half of that centuty, howevet, can be

looked upon as the age of the physiocrats’ forerunners

. The min of the peasantty and the decline of agricultute had
‘attracted attention even at the close of the 17th centuly Labrouiet was

Fénelon was writing that the people were starving and abondomng the
cultivation of the land, and that ‘France was being turned into a
desolate and starving poos house ’[1] Bozsgmi[eéert (1646-1714), the
~ economist who called himself the bartister of agticultute, came out
G against the Colbertist policy of lowering corn prices and demanded the
- free expott of grain. He maintained that ‘never is a2 people so
*unfortunate as when the ptice of cozn is cheap.’ He also stood opposed

" to the mercantilists’ exaggerated assessment of the tole of money
Money in his view ought only to be ascribed a2 modest and secondary

* Boisguillebert, the famous Marshall Vaxban, demanded an easing of
- the ruinous tax butden on the peasantry. Boisguillebett's writings
brought him into disgtace, while Vauban died on the very day when
his book was being ceremontially butned at the hands of the
executioner,

These same ideas wete subsequently developed further by the
Marquis &’Argenson (1694-1757). The struggle against mercantilist
- protectionism had led him to make a principled defence of complete
fieedom of trade ‘Do not intetfere (daissex faire)—such must be the
motto of evety public authority ” It is in the writings of Atgenson that
we first meet—and with some ftequency too—with that famous
- formula of the free traders, ‘fafsiex fazre (later supplcmented,
~ probably by Gournay, with the words, ‘¢z larssez passer’)

*. Thus, by the mid-18th centuty, thete were to be found certain

‘part of the Physiocratic system. It was with zbe middle of the 18th

already painting a sombre picture of the peasants poverty, while-

role as 2 means of facilitating exchange. A contemporaty of

‘thinkers whose individual ideas and practical demands wete to become
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century, however, that these ideas and demands became the subject of .
lively debate amongst broad sections of soctety The degradation of

- agriculture and the stagnation of industty, the impoverishment of the .
peasantty and the incessant state deficits meant that for a wide public ~

there was an obvious lack of ctedibility in the ancren régime. Hence-

- forward thete began in France a pte-revolutionary epoch of dissatistac:

tion and ferment, of projects Tor reform and quests for new social and

7l llosogﬁlcal formulae With the beginning “of the 1750, economic -

s et i b g

questions likewise began to be debated in books and periodicals,

within the salons of high society, and in government commissions The
failures of the state’s cotn pohcy helped genetalize the conviction

amongst broad sections of society that the old prohibitions and .

resttictions on the cotn trade would have to be tevoked It was pattly

undet the impact of public opinion that in 1754 the state permitted - |

the free transpott of cotn between individual provinces, although the
ban on exporting it out of the countty. remained in force

It was duzing these years of heightened social interest in cconomlc_'_f;,_'

issues that two groups of economists appeated on the scene: one’
atound Gowrmay, the other atound Quesmay. Both grew up in
opposition to the prohibitions, monopolies, and tegulations of mercan-
tilist policy. But while Quesnay rejected this policy in the name of the -
intetests of agriculture and the rural bourgeotsie, Goutnay’s demand
was mostly for the temoval of those restrictions which were putting a
brake upon the free development of wrban industry and trade (the
guilds, industrial tegulations, and domestic tariffs) Unlike Quesnay’s
school, Gournay and his followers were ptimarily interested in
practical matters, and left behind no works of theoretical value.
Francois Quesnay (1694-1774), born into a family of small-scale,
semipeasant landowners, had made his way in life entirely unaided. A

medical doctor by training, he earned a reputation as an eminent . -

physician, publishing a number of scientific wotks on medicine and
bioclogy In 1749 he was invited 10 the rour as attending physician to
the famous Madame de Pompadour, the favoutite of Louis XV, and
for three years was also the appointed physician to the king himself.
During this time Quesnay, who was already 55, abandoned his
scientific medical pursuits and devoted his energy to wotking on the
economic problems that had been stirring the public opinion of his -
day In his first arcicles, published in 1756-1757 in the famous .
Encyclopedia, Quesnay attributed the decline of agriculture to beavy
taxes and to the attificially Jow price of corn produced by the banon its
export abroad. Already in these anticles Quesnay was depicting the -
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supetiotity of Jarge-scale farming, and advising that ptosperous

. fatmers, who could invest substancial capital in aggiculture, be amactcd-
2. to the countryside
It was in Quesnay’s later works that he laid down the theotetical -

foundations to his ideas In 1758 he produced his, famous Tadleau
Economigue, latet supplemented by the writing of his Economie
. Générate et Politique de !'Agriculture [2] These two wotks set down
"' the basic propositions of Quesnay’s economic theoty and policy.

Quesnay gave a statement of the philosophical basis to his theoty in his -

Le Drowt Naturel of 1765."
If the development of Physiocratic theoty was the work of Quesnay

alone, it found its popularizers and propagandists in a talented group .
- of followets who gathered around him and who formed the tightly-

knit Physiocratic school, or ‘sect’ as its opponents termed it.** Most
active amongst this group were the marquis Merebeau the Elder and
Dupont de Nemonrs (with lesset toles being played by Mercier de lz
Riviére, Le Trosne, and Badeau). The only one of the Physiocrats’
followets who can piopetly be considered an original and mdcpendent
thinker is Turgot, who never in fact belonged to thc sect’ i the smct
sense of the word.

‘The Physioctats propngandlzcd their ideas in books and joumals
salons, and government commisions At one point they even gained
control over a semi-official journal put out by the government, but
being soon ousted from it, they acquited their own journal,
Ephémérides Tn 1767 the Physiocrats began regulat weekly meetings
in the Salon Mirabeau in Patis, which fot ten years setved 2s a rallying
point for these kindted spirits and the recruitment of new members.
These meetings played no small patt in fostering an ‘agratian vogue'
through wide citcles of society The Physiocrats’ ideas drew universal
attention, attracting the interest both of Voltaire and Rousseau and of
royal personages of such eminence as Catherine 1]

As Quesnay’s ideas gained currency it became increasingly clear that
as a social curtent Physiocracy, though securing definite reforms, was
doomed to failure in the conditions of pte-tevolutionaty France
France was moving inexorably towards a tevolution, in which the

" The most notable of Quesnay s other works are his Analyse of the Tablean Econonigue.

his Deipotisme de {a Chine and Yis Dealognes sur le commerce et sur les travawyx des

artesans ' S

<. ""Quesnay s followers called themselves “economists, but became generally known by
© the sobriquet 'Physiocrats’ afrer Dupent had published Quesnay’s wortks under the

celebrased tile Physiocracy, or the Arrangemeni of the State that is Most Profitable for

the Human Rave Physiocracy means ‘the rle of nature ’
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broad popular (including peasant) masses led ~by the urban
boutgeoisic were to assert themselves against the crown and the -
pnv1lcgcs of the atfstocracy. wﬁﬁ-@dcavoms to avoid th the -
agrarian tevolutigh by means of agratian reform—to be carrlTut i
the interests of a weak rural bourgeoisic and with the assistance e of the'
ctown and certain_sections of the gcntry—had ne.chance of being -

—telzed By adheting to the absolite. ‘monarchy, the Physiocrats
ﬁatea themselves from that cutrent of social thought which domina-

~ ted theit age, the Encyclopedists, who were the ideologues of the

progtessive urban bourgeoisie At the same time they provoked attack:

upon themselves from those who directly defended the economic .

interests of the commercial-industrial bourgeoisie (including the”
followers of Goutnay): from them came a bitter assault against the
Physiocratic docttine of the ‘sterility’ of the commercial-industrial

* ¢lass and the need for the free export of corn In 1770, the famous

_economist Galian:* countetposed to the Physiocratic ideal of an
agticultural country exporting its corn and importing back frem
abroad cheap finished manufactutes, the idez of a developed indus-
trial nation which could consume all its own corn domestically, and ¢

{ even make additional imports On the issue of corn éxports the\

interests of agriculture and industry shatply conflicted, and the liberal

{ law of 1764, which allowed for the fiec exportation of cotn abroad,
was abtogated in 1770 '

Hopes that the Physwcxanc ptogramme could be cartied out were

given new life during the ministry of Twrgor (1774-1776) ** Aftet his =

appointment as minister of finance, Turgot attempted to carry out a
number of important reforms He restored the freedom of the
domestic corn trade, issued a law abolishing the guilds and establish-
ing freedom of occupation, and replaced the obligation—-so burden-

some to the peasantty—of doing labour setvice upon the roads (the
corvée) with 2 monetatry payment falling on all landowners, including
the gentty But Turgot’s teforms provoked intense dissadsfaction
amongst the reactionary sections of society (the court aristoctacy, the

genity, and the tax farmers), which led the minister-reformer to

tesigh The hopes of the Physioctats notwithscanding, the absolute

monarchy and the landowning class proved incapable of carrying out

any -reform of society, and France rapidly proceeded towards the
formidable events of the Great Revolution.

See Chaptcr Seven, above .
s+ Turgot's (1727-1781) main work is his RéfFfextons sur fa formarion et In dnm!mtmrz der
richesses wtitten in 1766 and published in 1769-70
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"Iurgbt’s fall wés the final blown completing the collapse of the

Physiocrats as a defined social current. At first this collapse of theit .

practical programme proved fatal even to their theotetical ideas, which
for 'years, even decades, were either buried in oblivion or.made the
object of the ctuelestderision Marx, in the middle of the 19th centuty,
was one of the first to point out the immense scientific service of the
Physiocrats concealed beneath the fantastic form or the mistakes of theit
theoty. At the end of che 19th and begmmng of the 20th centusies the
~ Physiocrats e¢njoyed a temporaty tehabilitation, and Matx’s high
assessment was fully confitmed by the thorough study of ‘their
theotetical ideas At present Francois Quesnay contends with Adam
+ Smith for the honour of founder of political economy

1 Cited in Gactano Salvemini The Fremeh Revolution, 1788-1792 (London. Jonathan
,Cape 1954). p 33
2 This is in fact the subcitle of the Philosophie Rurale, wiitten by Mirabeau with
. Quesnay s collaboration. and puoblished in 1763 'Certain extracts appear in
Ronzld T Mecek's The Economucs of Phyiiocracy (Londan George Allen & Unwin
1962)

-CHAPTER ELEVEN

The Social Philosophy Of
the Physmcrats |

The Physiocrats, as we know, considered it essential to replace the
small-scale peasant holding with latge-scale farming, wishing to
guarantee these farmers the free export of corn and freedom from
taxes By what means did they hope to carry out their programme? In -
their answer to this question the Physiocrats differed sharply from the

membets of the Enghghtenment the. 1deolog1cal vanguard of the o

mﬁaWﬂon o_i‘;g_%rcrs (Momesquieu) of a democxanc_r
“state based on the idea of popular sov sovereigney (Roussean) In this
manner the Enlightenmétit, despite its failure to work out its ideas to
completion, put before the bourgeoiste the task of the revolutionary .
conquest of political power The Physioctats had a different solution
tothis political question Theywere defenders ofanenlightened absolut-
&szz, of an absolute monarchy which, in Quesnay’s words, was ‘the
~only power standing above all of the different exclusive interests, which
itmusctrestrain’ The Physiocrats expected such an enlightened monarch
to put through the economic reforms that they were recommending.
There have been many authots who have pointed out the logical
contradiction between the Physiocrats’ monarchist views and their
economic demands for maximum individual fteedom. Their adher-
ence to the monarchy can, however, be explained from their general
social and class position. The Physiocrats did not so much try to rely
upon an already existing tural bourgeoisie, which in any case was nume-
rically insignificant and without influence, as to create conditions that -
would favour this class’s economic development Undet these condi-
tions it was cleatly hopeless to dream of the rural bouigeoisie
conqueting political power. If the monarchy wete overthrown power .

promised to pass into the hands eithes of the gentty, which was scll

holding onto its political privileges, or of the youthful and wealthy
urban bourgeoisie. Both of these prospects threatened the Physioctatic
programme with collapse If the genuy came to power, any tax -
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reform in the Physiocratic spiric would be precluded, and the burden
of taxation would be hoisted upon the class of farmers. Seizure of

power by the urban bourgeoisie, on the other hand, might futther -

teinforce (as the Physiocrats feated) the hated metcantilise policy of

- promating trade and industty at the expense of agticulture. With the

“overthrow or undermining of the monarchy (coupled with a stronget
political role for the gentry ot the urban boutgeoisie) threatening the
Physioctatic programme with total failure, there was nothing left for
the Physiocrats to do but to invest all their aspirations in the absolute
monarchy and declate themselves its upholders

When the Physiocrats expressed thett support for keeping the
absolute monarchy in powet, this was certainly not so that the latter

" should continue its ruinous policy of suswaining feudal and mercan-

tilist privileges In the Physiocrats” scheme of things these ptivileges

- went against reason and ‘watural right', ie , those eternal and

" mmmutable laws, preordained for all time by the Creator, and

obligatory both for individuals and for the state power The crown

must not issue laws simply av will, since these might turn out to be in
conflict with natural right and bear incalculable harm It is this lack of
knowledge of the etetnal laws of natural right that explains the
multitude of harmful “posttive’ laws which the state issues If the
crown is to avoid confusion and disotder in social life it must see to it
that all its laws adhete strictly to the prescriptions of natural right For

- the Physiocrats’ political ideal was a ‘legal despotism’, ie., a

. monaichy which catried out the dictates of natutal right or (as we shall
" see) encourages the development of the bourgeois economy.

The Physiocrats thereby placed a limit upon the crown’s arbitrary
legislative authotity, in the form of eternal and inviolable natural
~laws, which srand above the ‘positive’ laws of the state The Physio-
crats were here following the doctrine of ‘natural nght’ developed by
earlier bourgeois thinkers of the 17th century (Grotins, Hobbes, and
Locke) As part of its sttuggle against che antiquated feudal tegime the
bouigeoisic was raising the demand for a new social otder, a ‘narural
otder’, which, in its eyes, was one of justice and reason As a

“counterweight to the privileges that wese sancrified by the authority of

. the crown and its laws, the bourgeoisie claimed sanctity for its

demands in the authority of supreme, etetnal natural laws, before

«- which both crown and the positive laws of the state wete obliged to

defet Just what made up this ideal ‘natural otder’ that the thinkers of
the 17th and 18th centuries weie demanding be put in place?
In essence what they meant was the bourgeois social order, freed of
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“feudal survivals and granting to its individual members the possibility

of an unfettered putsuit of profit based on free competition with
other members of society. The right of the indwidual to satisfy his
natural wants and to acquite the things necessaty to do this, the right
of personal freedom (ie, the freedom of the individual from
setfdom), fteedom of prevate property (ie. property free free of feudal

obligations and restrictions) WM/ competinon (1.€ ,

-the abolition of feudal and guild restrictions over economic activity)—
such were the most essential ‘natural tights’ of the individual which

the boutgeois idcologists demanded be established. _
The docttine of natural right played a crucial revolztionary role, as a
battering ram which burst through the strongholds of the feudal
regime and the absolute monarchy The more radical thinkets of the
18th century had demanded that personal ‘natural right’ be assured
not only within che economy but in politics as well, { ¢ , they called fot
a democratization of the governmental system (Rousseau’s doctrine of

the social contract and populat sovereignty) In keeping with theit
conservative political inclinations, the Physiocrats attempted to blunt

the revolutionaty edge of the theory of natural right, and tefrained
from using it to draw political conclusions On the othet hand, it was to
their credit to have applied the ideas of natural right most consis-
tently Zo the realm of ecomomic life. For the Physiocrats, the
‘natural ordet’ was the totality of economic conditions that were
necessary for the unhampered development of the bourgeois-capitalist
economy (above 2ll, within agriculture) The laws of bouigeois
economy were declared by the Physiocrats to be natural Jaws, and no
legislator had the right to viclate them Ia this way the Physiocrats
helped to liberate economic life from state intetference, while they, on
the othet hand, began to artive at a conccption of an internal,
‘natural’, law-determined regulamy to econornic life, existing inde-
pendently of the arbitratiness or intervention of any legisiator

- From the very outset natutal right acquires with the Physiocrats an
economuc colouting, being defined by Quesnay as ‘the ught which
man has to things suitable for his use.” Now while this formulaion

_prompted more radical thinkers to ctiticize the unequal distribution of

goods between the tich and the propertyless, Quesnay is quick to limit
it: man’s natural right is reduced simply ‘to a right to the things
whose use he can obtain.’ But to ensute that things ate actually
acquited, men ‘must possess  bodily and mental faculties, together
with . means and insttuments.’ The inequality that exists in the
taculties and ‘resoutces’ (i ¢ , wealth) that people possess will create

ttemendous inequality in the use that they can make of their.

)
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natural tight While to communist theorists, like Mably, and even to
the mote radical petty-bourgeois ideologists, like Rousseau, this
~ inequality appeated as a violation of natural right and impelled them
towards a crittque of private property, Quesnay casily accepted it as
tesulting inevitably ‘from the atrangement of the laws of natute.’
Inequality of property is an unavoidable but minor evil which, in view
of the immense benefit that private propetty itself brings in encourag-
ing personal diligence, must necessarily be accommodated. Natural
tight, therefdre, reduces itself to man’s tight to freely apply bus labour

and to the 71ght of private property ‘Personal freedom and propetty

ate guaranteed to people from without, by natural laws, upon which

.. teposes the basic hatmony of well-ordered societies *[1]

This formula can be simplified even further: for personal freedom is
nothing but the basic form of property, i ¢ ‘private property’, or the
individual’s right to freely apply his labour From private propetty
detives ‘movable property’, or man’s tight to the things which he
creates with his labour Finally, man, who with the help of his labour
and movable things has made virgin land suitable for agricultute,
acquites In petpetuity ‘Janded property’. In essence, the natural tight
of man comes down to these thiec forms of ptoperty, all closely

assoctated with one another. In theit theoty of propetty the Physiocrats.

were repeating the ideas of Locke, making, howevet, one chatactetistic
departure: while Locke was by no means sure that man had 2 tight to
those fruits of the earth that could not be cultivated by his own efforts,
the Physiocrats justified large-scale landed property on two grounds:
firstly, in the coutse of making the land suitable for cultivarion
landowners (ot their forefathers) had made certain outlays (labour and
movable things); secondly, these landowners would only invest large
capitals in the land if their ownetship over it was fumly guaranteed,
and such investment was a necessaty condition of agricultural ptospet-
ity The Physiocrats were agreed that the owners of large estates should
be left their land, provided they leased it to capitalist farmers.

As we see, the Physiocratic doctrine of natural right bears the visible
matks of the ambivalence of their moderate-bourgeoise social and
- economic programme. In so far as they leaned rtowatds political
compromise with the monarchy and economic compromise with the

~ large landowners, they declared themselves defenders of the first and

offeted a rationale for the second On the other hand, in so far as they
hoped that the tesult of this type of social and political compiomise
- would be the free development of capitalism within the economy
" popet, they proclaimed as their ‘natural order’ the system of
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boutgeois economy freed of feudal survivals and based on ptivate -
property The guarantee of ‘private property’ meant that the producer

would be liberated from setfdom and from the fetters of feudalism -

and the guilds. The guarantee of ‘movable property’ meant. the

assertion of the power of capital and victory for free competition™ -

within commodity exchange Finally, ‘landed property’ for the Phys-
locrats meant the bourgeois form of land tenure, disencumbeted from -

‘seigniorial customs and premised upon the capitalist form of rent - 7
To establish this type of ‘natural otdet’ within the economy it

would be necessaty fo do away with the constraints of state tutelage

Let the state allow broad scope to the wotkings of natutal laws and the . .

free play of individual interests, and concern iwself simply with
eliminating the artificial barriers that put a brake upon the action of
these laws “What is demanded to make a nation prosperous? To

cultivate the land with the greatest possible success and to safeguard ..

society from thieves and beggars The tealization of the first of these -
demands is left to each person’s own individual mmteresz, that of the

~second is entrusted to the sfzze’ Woe to that countty whose govern-

ment keeps not to the modest task of protecting society from the
danger of insidious elements, but begins to interfere into the econ-
omic activity of individuals The Physiocrats saw the mercantilist

policy of strictly regulating mdividual economic activity as a source of
~ constant disorder and enfiingment of wise and natural laws. For them,

the free and uninhibited actity of mdividuals was the best assurance

that ‘natutal order’ would be established within the economy The -

Physiocrats were fetvent advocates of economic individualism, as was
typical of the ideologists of the nascent bourgeoisic

1 The bulk of the discussion in this patagraph appears in Lz Droit naturel, _translatcd
in Meck, op cit pp 43-56 All quotations but the last are raken from the passages
on pp. 43-47




CHAPTER TWELVE

Large-Scale and Small-
Scale Husbandry*

Physiocratic economic theoty, which we shall now begin to analyze,
had as its task the investigation into, and discovery of the natural laws
" of the economy { The Physiocrats were convinced that they could find
erernal and immutable economic laws which would accord with the
1w of nature and bear maximum advantage v to mankind Y Though thty
themselves were not aware of it, what they meant by iiatural economic
laws were the laws of bourgeois economy The Physiocrats chose as the
object of theit theoretical study and as the ideal of their economic
policy the large-scale capitalist farm: This predilection expressed
Both their soqal and class syiipathies and their over-tiding interest in
“how to maximize the growth of the productive forces associated with
" agriculture We have already seen just how far the degradation and
devastation of French agriculture had gone by the mid-18th century
To bring France’s economic life and state finances back to health thete
would have to be an advance in agticultural productivity, which to the
‘Physiocrats was_ conceivable only within the context of capltahst
fatrmsteads
The Physioctats looked to the England of their day as an example of
the rapid spread of latge-scale fatms and concurrent agricultural
rationalization The contrast between the backwatd three field system
used by the small-scale Fiench peasantry and the improved system of
crop rotation employed by the English farmer leaped to the eye. The
Physioctats became zealous defendets of new agricultural methods I
the productivity of agriculture was to be raised it would be necessary,
in their view, to introduce the rotation of crops, raise greater
numbers of livestock, begin feeding cattle in stalls, make extensive use
of fertilizers, and expand the sowing of industrral crops But a holding
run along such rational lines demands the investment of sub-
stantial capital, and can be tended only by large-scale farmers

By hushandry |zem/ledelre. the word used by Rubin in the title to chis chapter— Frans ]
we mean hece as throughoue our discussion agriculture in the general sense

‘bandmen who make a wretched living from a thankless type of
" cultivation setve only to maintain profitlessly the population of a poot

~ones. A multiplicity of small farmets is detrimental to the popu-
- lation *[2] Turgot, too, agreeing with these wotds of Quesnay, shows

~ the land with much more labour and manure, there results from it a
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And sg the Physmctats beca_me the defenders of ‘latge-scale, prosper-
ous and scientific cultivation,” which they countetposed to the
backwatd, ‘small-scale cultivation’ of the peasaritty.

The Physioctats never tired of cmphas1z1ng the Jow productivity. of
the holdings worked by the peasants paying a cens and the méiayers:
Small-scale peasants work with only the most primiuve implements, -
have insufficient cattle, and use practically no fertdizer on their fields.”

As a result, the amount of produce they get from the land is

insignificant, barely able to satisfy theit most pressing needs. ‘Hus-

nation '[1] Small-scale agriculture yields practically no ‘net product,”
or net income over and above the wotket’s necessary means of
subsistence It thetefore follows that to make agriculture more produc- |
tive small scale peasant holdings will havc to be replacsd by large
bmught‘t‘éfg"ﬁ?fhcr as far ar 45 Poss. Ble, into latge farms worked by tich
h@ﬁmc for in-tifge agncém entcxpnse"'ﬂl"é“r?:‘ i5less expen-
diture rcquucd for the upkeep and repair of buildings, and propot-
tionately much less cost and much mote net product, than in small

decided prefetence fot tenant farming over holdings of cenms-paying
peasants and métayers: ‘This method [i e of tenant farming, Ed | of
putting out land to lease is the most advantageous of all to the Propiie-
tors and to the Cultivarors;* it becomes established 1n all places where
there ate wealthy Cultivatots in a position to make the advances invol-
ved in cultivation; and as wealthy Cultivators are in a position to provide -

huge increase in the product and the tevenue of landed property. '[3]

The Physiocrats, thetefore, proposed an agratian reform directed
at breaking those feudal-seigniorial bonds that had tied the aristocratic
landowner to the cems-paying peasants and the méteyers The land
ought gradually to be cleansed of the latter and leased out in large
tracts and as untestticted ptivate propetty to large farmers, whether
these be the more prosperous peasants of independent tenants
resercling from the towns' Fot the poorest strata of the peasantry there
would be no option but to become wage labourers for the new

farmers Seigniorial obligations would be replaced by a voluntaty.

contract between landowner and tenant; the small-scale, semi-feudal

*By Proprietors is meaat landowners while Cultivators are the tenants
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" peasant holding by the latge capitalist tenant. This type of agraria
. reform would represent 2 sort of compromise between the tural
1. boutgeoisie, who would profit-from it considerably, and the laige
‘| landowners, who would retain theit right of ownership over the land
-and would recetve rent The seigniotial order in the countryside, which
had so tetarded the development of the productive forces, would be
supplanted by a mote progtessive capitalist agriculture. On the whole,
.. however, this reform was to be cartied out 2t the expense of the btroad
. mass of peasants, who, as in the case of England, would be made
- . landless and-proletarianized
T he Physioctats, igwever, were by no means homhcd by such a

s+ the agricultural crisis, and “they depicted it in glowing terms:
i ‘Farmers ” would increase in numbers; small-scale cultivation would
disappeat 1n one case after the other; and the revenue of the
. proptietots and the taxes would be propottionately increased owing to
. the increase 1n the produce of the landed property cultivated by rich
. _husbandmen '[4] The Physiocrats demanded of the state that it even
- ‘take active measutes to encoutage fatm holdings at the expense of
“* small peasant holdings (¢ g.; by freeing farmers, but not the small
- peasants, from militia service, relieving them of the corvée, etc.).
- So that this type of farming should gain extensive implantation, as
©-great 2 number of tenant-capitalists as possible would have to be
~attracted to the countryside. This was the basic task that the Physio-
crats set themselves—zo attract caprzals into agriculture ‘The govern-
~ ment ought to be mote concetned with attracting wealth to the
. .countryside than with attracting men Men will not be lacking if thete
- is wealth there; but without wealth there is a general decline, the land
. becomes valueless, and the kingdom is left without resources and
“f power *[5]The whole of Physiocratic economic policy was designed to
-} assist in drawing capitals out of the towns and into the counrtryside,
Y out of trtade and industry and into agriculture To this end the price of
orn should be set high, as this would render agticulture an especially
profitable undertaking Also to this end the farmer must be assured of
the inviolability of the capital that he has sunk into the land, and be
telieved of personal obligations and land raxes, which ought to fall 2z
toto on the landowners. “Thus there must be complete security for the
. teady employment of wealth in the cultivation of the land, and full
freedom of trade in produce.’ Otherwise ‘wealthy inhabitants in
“essential occupations  {would] carty off into the towns the wealth
“which they employ in agriculture, in otdet to enjoy there the privileges

- prospect. On the contrary, it appeared to them as the only way out of
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which an unenlightened government, in its partialicy towards town-

. dwelling hirelings, would grant them ’[6] The greatest harm done by
metcantilist measutes is that because they artificially stimulate trade

and industry and because of the system of state loans and tax farming,
they ‘sepatate finance from agriculture, and deprive the countryside of

the wealth necessaty for the imptovement of landed property and for -

the operations involved. in the cultivation of the land *{7]

“The Physiocratic ideal, then, was not the natural agticulture of a-

pattiatchy, but commodity agriculture, producing for the market and
organized by capitalist fatmers They consciously grasped that only the
application of capital to agticulture would raise the lattet’s product-

- ivity and make possible the extractionof a ‘net product’ (net income)

The small-scale peasant holding delivers no net product. The greater
the capital invested in agriculeure, the larger the vields, the lowet the
costs per unit product, and the higher the net agricultutal income  The
capital advanced by cultivators, says Quesnay, must be of sufficient size, - ..
‘for if the advances ate not sufficient, the expenses of cultivation are
propostionately higher and yield a smaller net product ’[8] ‘Thus the
mote insufficient the advances ate, the less profitable the men and the

land aze to the state.’[9] In other words, the smaller the total invested =
capital, the greater the unit costs and the lower the productivity of agri- < -

cultute. The investment of large capitals is a necessary condition for
ratiing the productivtty of agriculture

It follows that when the Physiocrats talk about agriculture as the sole
source of wealth it is not agriculture in general that they have in mind,
but capitalist agriculture Likewise, when they describe a net-product
coming fiom the land they mean land that has been fructified by
capital When Quesnay says that ‘it is the lend and the advances*of
the entrepreneurs of cultivation which are the unique source of the
tevenue of agricultural pations’,[10] we should see in these wotds the
cotrect formulation of Physiocratic theoty Tand in and of itself,
without the application of capital, is possessed of no miraculous ability
to yvield 2 net ptoduct In view of this fact, ‘the most fertile land would
be worth nothing without the wealth [capital—] R} necessaty to
provide for the expenses involved in cultivation’ [11]

Thus, capital’s function within production is to increase vastly the
productivity of agriculture; the source of net income is simply land
plus the capital applied to it, 1 ¢., capitalist agticulture

Just what is this capital that catties out such ctucial functions in

"Quesnay uses the tetm advances in the sense of capital thar is advanced for preduction

-
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- production? As the Physiocrats ate concerned primarily" with the effect | g Ibdop 233

{ of capltal on rises in agticultural productivity, it is natural that they 9 lbid p 242 ' : . L
should view it from its material-technical aspect, as the totality of the | 10 Ibidp 238 Rubins i ' B

Nameans of production in the broad sense of the term. As against the e }; _T:rg(f: Reflections Meck cdition- 83 147

- mercantilist confusion of capital with money, the Physiocrats stressed .

- .petsistently that it was not money in and of itself that constitutes
capital, but the means of production that money purchases and which
contribute to an increased productivity of labour ‘Look over the farms
and workshops,’ says Qucsnay, ‘and you will see just what constitutes
" the fund of these so precious advances You will find thete buiidings,

- livestock, seed, raw materials, movables and implements of all kinds.
. All of this, without doubt, is worth money, but none.of it is money ’
. Turgot desctibes capital in vety similar terms: *‘The more that
- cultivation is perfected and the more energetic it becomes, the larget _
~are these advances Thete is need of livestock, implements of hus-
" bandry and buildings in which to keep the livestock and to store the
o produce; it is necessaty to pay a number of people proportionate to the
extent of the undertaking and enable them. to subsist until the
" harvest '[12] chcc the Physmuats wete the forerunners of the
* so-called ‘national cconomic’ concept of capital (as the totality of
- produced means of production) still common in boutgeois economic
" science Despite the fact that this concept of capital suffers from its
distegatrd for capital’s social aspect, it nevertheless represents real
- progress over mercantilist docttine, in that it shifts the focus of analysis

- ‘away from the realm of exchange and into that of production
~As is obvious from the preceding quotations, the Physiocrats-
- analyzed capital in its different material elements. They included
amongst its constituents livestock and agricultural implements, seed,

. means of subsistence for workets, foddet fot livestock, etc Beyond this
- analysis of capital’s material components, the Physioctats were also the

. first o make distinctions within capital according to the velocity with
 which it circulates: as we will see in the next chapter, they diffeten-
" tiated fixed capital from coreaiating capital

1 Quesnay, The General Maxims translared in Meek op ez p. 243

1bid p 235. '

Turgot. Reflections on the Formation and the Distribution of Wealth in Turgor
on Progress, Sociology and Ecomomecs translated and edited by Ronald I Meck
(Cambridge University Press 1973). p 133

Quesnay, ‘Maxims." p 242

5id, p 254

Ibid pp 25455

16id p 238
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CHAPTER THIRTEEN

‘Social Classes

*"Fot the Physioctats, as we have seen, the Jestomotsf bebind both their
ptactical programme and their theoretcial argumentation was large-
' scale capitalist agriculture, which presupposed the separation of the
~class of landed proprietors from the class of capitalist farmers, the
‘organizers of production. Obviously, besides these two classes there

_-also existed a class of direct producers, i ¢ , agrecultural wage labourers
-To the Physiocrats the presence of this class was inevitable; never-

‘theless, it was upon the contradiction between the first two of these -
- classes— the landownets (whom Quesnay calls ‘proprietors’) and the
- farmers (called by Quesnay the cultivators, or the ‘productive class’)—
“that their entire attention was usually focused . Just as the third estate’
' (the bourgeoisie) of 18th century France included among its numbers

“the wage labourers who had not yet managed to crystallize themselves

RPEERR

~into a distinct social class, so, too, in Quesnay’s scheme did the
“-agricultural wotkers form but a background to the productive class of
. cultivators, without being distinguished sepatately from them. This is
- not susprising if we remember that the class contradictions between
‘capital and labour were only weakly developed at this time As the

wotking class did not yet play an independent role within social life,

- the relations between the farmers and their wotkers held little place in
- Quesnay’s thinking His attention was drawn fitst, to the conflict of

. intetests between zhe. fown (i.c., industty and trade) and the
- countryside (the cultivators), and sccond within the sphete of agti-

culeure itself, to the conflict of intetests between the dendowners and

the farmers Quesnay therefore sees a tripartite class division of society:

~ within agricultute he distinguishes the class of lendowners from the

‘productive “class (the farmers), while to both of these he counterposes
- the urban commercial-industrial population, which he designates as

'_:_'_the “sterile![1] class (including members of the libetal professxons,

- servants, etc )

Each of these latter two classes—the pxoductlve and the stenle-—-ca.n

~:inn fact be broken down into two different classes: entreprenenrs and
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wage labourers The great service of Tuigot was to have emphasized
this class distinction with great precision: ‘Thus the whole Class

- which is engaged in meeting the different needs of Society with the

vast variety of industrial products finds itself, so to speak, sub-

divided into two orders: that of the Enttepteneurs, Manufacru-

rers, and Masters who are all possessors of large capitals which
they tutn to account by setting to work, thtough the medium of theit
advances, the second ordet, which consists of ordinary Artisans who

possess no property but their own hands, who advance 'ndthing bur

their daily labout, and who receive no profit but their wages '{2] This -
same class distinction exists within the ‘productive’ cultivatot class:
“The Class of Cultivators, like that of Manufacturers, is divided into

two ordérs of mén, that of the Entreprencurs or Capitalists, who make -

all the advances, and that of the ordinaty Workmen on wages '[3]
Thus the three classes of Quesnay ate converted by Turgot into five,
For the sake of clarity, the different class dlstmctxons of Quesnay and
Tutgot can be presented as follows:

 The Division of Classes The Division of Glasses
According to Quesnay According to Turgot
1 The Class of Proptietots -1 TIbe Class of Proprietors
2 Productive Class (Cultivators) 2 Capitalist Fatmets
3 - The Stetile Class (Commercial and 3 Agricultural Workmen
 Industial) 4. Industiial Capitalists’

5 Industrial Workmen

Although Quesnay’s analysis designates only three classes, his
actual argument, as we have already noted, equally presupposes the
presence of wage labourers It thus seems permissible for us to take
Turgot's schema as a cleatet and mote consistent formulation of the
views of Quesnay himself

Let us now lock at agniculrure and examine the characteristics of the
classes involved

The Proprietors, according to Quesnay's theory, acquired their land
either as an inheritance or by purchasing it from the pcople who had
been its otiginal owners The latter, by means of thenr labour and
movable property took the virgin land and made it fit for cultivation:
they uprooted trees, drained the land ot watered it, enclosed i,

provided 1oads, etc By making these basic advances, the so-called

‘avances foncréres,[4] the landownets consolidated their perpetual

right to ownership of the land  As its ownets, they would now receive -

from the tenant fatmets @ rental payment (ot rent), equal to the whole
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" of the net income, ot ‘net product remaining after the farmet has

" deducted his costs of production from his gross income

" The farmers lease the land from the proprietors on a mote or less - -

long-term basis, and husband theit holdings with their own capital.
Here the farmer must invest two types of capital: fitst, he must
imnmediately lay out latge sums of money to putchase his agticultural
stock, both dead and living (agticultural implements, livestock, etc ),
. which depreciates slowly and can remain in setvice ovet several years,
- for example, ten years; second, the farmer must lay out annually 2 fixed
--sum for running expenses, and these he receives back #2 foto ovet the
" coutse of the yeat out of the returns from the sale of the harvest—in

this category fall outlays on seed, fodder, and workers’ wages (ot what

is the same thing, means of subsistence for the wotkers) Thus the
farmer invests in his business first, a fixed capital (ot to use Quesniay’s
expression, gwances primutives). and second, z cirenlating capizal (ot

. avances annuelles) Quesnay accords special significance to increases

in fixed capital: the greater they are the more productive the holding
- Quesnay assumes that the size of the fixed capital is to be five times

-, that of the circulating capital; for example, the class of farmets taken
- as a whole invests in agriculture a fixed capital of 10 billion livres, and

a circulating capital of two billion, making twelve billion in all *
What are the farmets’ eatnings ftom theit holdings? After gather-
. ing in the harvest and selling it, they must use their receipts above all
- to cover their total costs of production, that is, all of their circulating
capital and that portion of the fixed capital that has depreciated over

. the year Taken all together, the class of farmers has first of all to
- recoup a circuldting capital of two billion livres which was spent: 1) on

. 1aw materials (seed, and so on), and 2) on means of subsistence for all
~ those taking patt in production, i.c., not just the wage workers, but
also for the farmers themselves and their families. As we see, Quesnay
- lumps together the means of subsistence for zhe workers (that is, their
" wages) and the means of subsistence consumed by #he farmers them-
- setves (purchased in fact out of their profits)  Thus the fazmers’ outlays
on their own consumption are treated not as profit, but as necessary
costs of production: it is as if the farmers were paying themselves
a wage {cven though 2 high one), which, just like the wotkers' wages,
represents one portion of the advanced circulating capital

-“The numerical examples used here and in the ensuing discussion are taken from
Quesnay's Analyse of his Tablean Fconomigue: livies have been changed to rubles.
[Ttanslated in R I Meek’s Economics of Physiocracy pp 150-167 Wc have restored
“the term livres— Trans |
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Over and above the replacement of the two, billions' worth of

' circulating capital, the farmers receive, at the end of the yeat {on =

Quesnay’s assumption), a further sum, equal to 10% of their total
invested fixed capital, ie., another one billion livres. This sum,
however, 1s not in fact a profic on capital Quesnay assumes that it goes
metely to replace the part of the fixed capital that has wotn out

through the year, plus any losses that might be incurred through- -

accidental misfortune (crop failures, floods, hail, and the like)—in

e .. . ; . " o
shott, it i5 an amortization and insurance fund If, as we have -

assumed, the value of the fixed capital (implements, livestock, etc)
is ten billion livtes, and it has a lifetime of 10 years, it is clear that
every year one tenth of it will wear out; hence, to keep the fixed capital
constantly in good condition a billion livres will have to be spent

annually on its tepair and renewal (we are leaving any insurance funds -

out of account hete)’

Thus the farmers, who have mvesrcd a capital of twelve billion livres
in theit holdings, receive three billions in the course of each and every
year: two billion as replacement for their circulating capital, and one
billion as compensation for the wotn-out portion of fixed capital If
the farmers sell the entire harvest for five billion livtes, the two billions
that stand as a surplus over and above production costs makes up the
net income, ot ‘net product’, and is paid to the landownets as rent.
The fatmers themselves receive no net income, but merely indem-
nification for the capital that they have spent. The only petsonal gain
that they derive from the process of production is the receipt of the
necessaty means of subsistence for them and their families (even if
greater In quantity and of better quality than those going to the
wotkers) Consequently, even though the fatmets are capitalists, they
are 1n receipt of no profit on their capital, but obtain simply their
necessaty means of subsistence; or a kind of wage, albeit a more sizable

*

ong

“Itis only in Turgot char we find any clear indicarion that the farmer (like the industrial
capitalist) receives 'a profit sufficient to compensate him for what his money would have
been worth to him if he had employed it in the acquisition of an estate without any

exertion  and which stands over and above a replacement for his expended capiral and .~ -

the wage for his personal labour within the enterprise Turgot is one of the first writers
to attempt to provide a theory of profit and to 1ty to determine its magnitude In his
view the profit on capital is equal to the total rent that the owner of 2 money capiral

would receive if he had used it to purchase a trace of land; if a parcel of land purchasable - -

for 1.000 livres were to vield a net income (tent) of 50 livres, then a capital of 1,000
tivres must also yieid a 50 livre pmﬁt—in other words, the rate of profit will be
established 2t 5% Turgot's mistake s to derive the size of profut from the price of land,

when in fact it is the other way around: changes in the price of land dcpcnd upon .
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snnultaneously as capita) ;E"f',ﬂi‘i;:vcstmg a sxzable capltal in his business,

‘Farthel income me of T0% charged on “fixed capital, this represents a
replacement of capltal, rather than profit Quesnay senses that the
- farmer derives some sott of income in proportion to the size of his

- invested capital, but he does not wish to present this as'a net income
" {ptofit) left over after production costs have been covered Quesnay, as

a defeénder of the farming class, wants to ‘teserve’ 2 minimal income
“ (profit) for the latter which would be secure from the claims of rapacious
.- landownets and an extravagant govetnment The only way that he can
" .do this is to depict the fatmers’ entite income as a compensation for
- -their capital and the means necessaty for their subsistence To render
. the fatmers’ income secure Quesnay has transferred it out from under
- the heading of net income and w under that of capital replacement ot

~“costs of production, leavmg the rent. paid to the landlords as The oily

Sitem under net incorie, QUESHay, to protect the farmers’ proﬁt “his

" necessaty means of subsistence.
~ One othet reason for this distegard of farmers’ profit lies in the
backward economic conditions of 18th century France, where farmets
wete few in number and lost in a sea of peasants and m2éfayers At that
time in France the tenant farmet was not always clearly distinguished
trom that other tenant, the méfayer, even though the latter (like the
" peasant) really did detive only his necessary means of subsistence from
his holding In addition, the farmer often wotked his holding himself
- alongside his wotkers, and seemed to merge with them socially. The
"-nature of the farmer as a capitalist had not yet crystallized itself with
sufficient clatity; the ties between the farmer, peasant, mérayer, and
< agricultural labourer made the transition from the one to the other
~ barely petceptible

~fluctuations in the ratc of profit {or interest) With a rave of interest of 5%, a tract of
land yielding 2 net income of 50 livres will scll for 1. 000 livres; if the rate of interest is
10% the price of this same plot of land will not exceed 500 livres Turgot s example
“shows that even the finest intellect amongst the Physiccrats continued to seek
““explanations for the laws of the capitalist cconomy (in this case the rate of profit)
.‘uniquely within the sphere of agriculture (here the price of land) This testifies to the
_backwardness of French economic conditions and the continued predominance of
. “agriculture 'Turgot s explanation of the profit level has close similatities to Pctty 3
explanation of the level of interest (see Chapter Seven. above)
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'This failute to grasp the social nature of the farmers’ income and to

- gz‘a’e due regard to the category of profit is one of the Physiocrats’ most

: - “and as worker drawmg 4 Mere wage And while it 1§ tuie that there iga

dressed them up as workers or peasants, who receive nothing but thcn _
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We have already had to make passing reference to the third class o
people employed in agticulture (and whom Quesnay fails to distin
guish as a specific group), that is, the agricultural wage labourers

These agricultural workers sell their ‘labour,” or labour power to th
farmers, and receive back from them a wage. What is the size of thi
wage? According to Physiocratic theory, the level of wages does no
exceed the minimum necessary to sustain the workers’ existence. I
Quesnay’s words, ‘the level of wages, and consequently the enjoy
ments which the wage-eatners can obtain for themselves, ate fixed anc
reduced to a2 minimum by the extreme competition which exist

- between them.’[5] The wage depends upon the price of the workers
-food, above all cotn “The daily wage of a labourer is fixed mote ot les
naturally on the basis of the price of cotn "[6] This so-called ‘zron /m
- of wages,’ which during the 17th and 18th centuries had man
- defenders amongst the mercantilists, was formulated even mor
precisely by Turgor (who is thus often considered to have been it

author): ‘Since [the hirer] has a choice between a great number o
Workmen he prefers the one who wotks most cheaply Thus th
Workmen ate obliged to vie with one another and lower their ptice. I
every kind of wotk it is bound to be the case, and in actual fact is th
case, that the wage of the Wotkman is limited to what is necessaty i1
order to enable him to procure his subsistence.’[7]

If, as we have seen, the Physioctats confuse the capitalist farme
with the peasant and the agricultural wotker, their etror is repeate
even more ctudely when applied to industry The farmer, as depictec
by Quesnay, though receiving no profit, is nevertheless a capitalist, it
that he advances substantial sums for fixed capital and for hiriny
workers. According to Quesnay’s pictute, the industrialist figures as a1
artisan who makes no advances for fixed capital and hires no labourers
These artisans (members of the ‘stetile class’) expend nothing but rav
materials and their petsonal labout and, upon selling the products tha
they have fashioned, receive back merely a compensation for their raz
materials plus the value of the means of subsistence needed fo
themselves and their families. As with the farmers, the profit of th
industrialists is ignored, being seen by the Physiocrats as either th
artisan’s ‘subsistence’ or the wotker’s ‘wages’ Also, like the farmers
industrialists receive only a teplacement for their capital or costs o
ptoduction, that is, theit outlays for raw materials and for supportin
themselves and their families while working This theoretical con
Fusion of industrial capitalists with artisans could have been facili
tated by the fact that there were very few latge-scale capitalists it

.V\.
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-Francc dunng thc 18th ccntury, and handmrafts contmued 0
prcdommate .

1" Rubin throughout his discussion of the Physiocrats uses the term ‘unproductive’
. (ﬂeprozzvodttel ny?), mstcad of “sterile’ (s#énle). the term actually uscd by the
" Physiocrats &

2° furgot. Reflections. Meck cdition p 153

% Ibid, p. 155 :

4 Literally. ‘advances on the land’ translated by Meek as ‘ground advances’

5 Quesnay. ‘The Second Economic Problem’. in Meek op cit p 194"

6. Quesnay, ‘Maxims'. p. 258 : : :

7 Turgot Reflections, p 122 .

e

,’dgnmh‘we According to Physiocratic theoty, agticulture is 2" produc:

- tion costs. [As for wade, which isalso a ‘sterile’ pursuit, see below—
-Ed.] It is only in agriculture that wealth actually grows or that new

. value of agticultural ptoduce which yields 2 surplus quantum of valuc

* CHAPTER FOURTEEN

The ‘Net:ProdUCt

The analysis of the class division of society leads us to the centtal point -
of Physiocratic doctrine, its theoty of the exclusive productiviz‘y of

ive employment’ because the product of ciltivation does not simply
replace the farmer’s overall costs of production, but eatns over and. \.
above this a certain surplus, a ‘net product’, ot ‘revenue’, which is.

paid to the landowner as rent Industy constitutes a stefz!e employ-
ment, since the value of industtial products does not exceed produc-f -

wealth is created

Below we will see that there is a distinctive guafizy to this doctrine of -
the exclusive productivity of agriculture. On some occasions the =
Physiocrats talk of agticulture yielding a ‘revenue’, that is, 2 sutplus of .
exchange value over and above the value of costs of production on
others they talk in terms of agriculture yielding 2 ‘net product’,ie.,a -
sutplus of articles of comsumption beyond those necessaty for thc e
subsistence of the actual cultivator In other words, the Physiocrats e
understand the exclusive productivity of agriculture sometimes as
agriculture’s ability to yield a sutplus guantum of value, at othert times
as its ability to produce a sutplus guantity of material products. The .. <
fact that agticultute is productive of value is confused with the physical .
productivity of the land, a duality which renders Physiocratic theory
prone to confusion and contradiction.

What was it that prompted the Physioctats to seek an explanation of -
“revenue’? It was the fact that the value of industrial products contains
their costs of production (plus profit), whereas the value of agriculeural
produce includes, besides these elements, also a rent paid to the owner
of the land. The Physiocrats were thus in essence confronted with e
problem of rent: how were they to account for this manifestly greater.

ground rent? -
With the Physioctats the ptoblem of rent takes on a pardicular form’
owing to their failure (as we have already seen) to note the existence . :
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" of profit, and their inclusion of the farmets’ income (as well as the
~industrialists’) as patt of necessaty costs of production. Now, if profit
_ is included in production costs the entite problem appeats as follows:
why is it that the value of industrial products replaces only the cost of
production, or capital, while the value of the produce of cultivation
yields an excess value, a net income beyond that necessary to replace
- production costs? Rent is here converted from a suzplus ovet zée costs of
: pmdzzctzon Dlus profit into a surplus over costs of production—that is,
- into surplus value. Rent, which in reality is part of surplus value, as is
] proflt is taken to be the sole form of surplus. value, the sole net

1income .~ The problem of 7ens Is thus mfﬁfo/the problem of ﬂ.‘}fj
income, Ot surplus value

“Having posed the problem of surplus value, however, -the Physio- -
‘crats could find no way to solve it, for a cortect solution is possible only
- with a cortect theory of value. In so far as the Physiocrats have a theory
* of vatue it is ill-formed and unable to explain the otigins of surplus
" .. value According to Physiocratic doctrine, 2 product’s value is equal to
" 2ts costs of production; in consequence, when a product is sold at its
" value there can accrue no net income (or surplus value) The
Physiocrats distinguished: 1) the ‘fundamental price’ of a product (i e
‘its cost price, ot costs of production) and 2) the price zpon its sale at
firit hand (that is, the price at which the product is sold by the direct
producer) With respect to industrial products the Physiocrats main-
tained that totally free competition between industtialists (artisans)
- would cause the seiling price of these products w0 tend to fall to the
level of their costs of production (which would include the industrial-
ist’s own necessaty means of subsistence). The *price upon sale at first
‘hand’ will not exceed the pxoduct’s ‘fundamental price’ (its cost
pnc’e) and industry will provide no ‘tevenue’ over the compensation
for production cost.

In their theoty of value rhe Physiocrats adhere, therefore, to a zheory
of ‘production costs,” which then, with complete consistency, leads
them to deny the possibility that industty can receive a »e# income, ot
. surplus value. As soon as the Physiocrats move onto the realm of
agriculture, however, their theory of value comes up against the fact
that a net income, o rent exists. Where does this rent, which figures as
.- anexcess in the value of the product ovet its costs of production, detive
. from? The ‘price upon sale at first hand’ of agricultural produce
* clearly exceeds its ‘fundamental price’ by the full amount of the rent.
In tutn, this means that the law of production costs fails to apply
‘1o the products of agricultute; the lattet are subordinate to a

" completely different law of value than the products of industty = -
What is the law of value that govetns agticultural produce? Quesnay

at one point attempted to argue that because of rapid population

‘growth, demand for these products is constantly in excess of supply, and -
they are thus sold at a price that exceeds their costs of production: the”

‘margin between the former and the latrer is what makes up net

“income (rent). In essence, however, such an assertion, that the price of ~..:
agricultural produce is forever greater than its value, is tantamount to”

¢
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a complete repudiation of a theory of value.

Quesnay’s attempt to explain the origin of net income from a rise in -

the value of agricultural produce proved bankrupt Being shut off
from the only methodologically cotrect means of explaining surplus
value—i.¢., on the basis of the theory of value—the Physioctats had - ;

no choice but to fall back on another and principally false approach. ™
Once it becomes impossible to detive net income from 2 rise in the.

value of agticultural produce does not its origin then have to be'
explained completely independently of that produce’s exchange
value? If thete is no means of demonstrating chat agriculture has the -

power to produce an increase in value, do we not then have to try to'

detive net income directly from the land’s greater physical product-
Jvity? And so it was that Quesnay atrived at the central idea of

Physioctatic doctrine, that the soutce of net income ought to be sought #
in the physical productivity of the land
Fitst the problem of rent was turned into a problem of net income

e

Now the latter is transformed into a problem of ‘net product’: the fact -

that in agriculture an excess appeats in the zafue of the product over
the value of the costs of production is accounted for by the physical |
productivity of the land, which yields an /% #atura surplus of produce

f
over and above the quantity of proa’um “laid out as productlon costs.

An enquity into the telation between the s@/4e of the pmduct and its

costs of production Is cast aside and replaced by an enquity into the .’
telation between different quantities of 2z natura produce—rthat spent

on production, on the one hand, against that got from the hatvest, on

the other To be able to make this compatison between 2 harvest and -

production costs on an z zatura basis, the Physiocrats resort to two

simplifications: fitst, they ignote those costs of production made up of ‘5_:_

fixed capital (ploughs, implements, etc ) and assume that in agricul- .

“ture the only costs of production ate thcmsclvcs agmu/tum! products .
or ¢orn (seed, fodder, and the cultivators! means of subsxstcnccT
‘second, in calculating p;oducuon costs the Physiocrats give grcatcst

weight to the mzeans of subsistence going to the cultivators. Now, once - |
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" substitence, the question of the i natura surplus of the harvest over

- the cultivators during the period of their labours?

" substance. Following Cantillon, the English economist, the Physio-
~crats maintain that in agriculture there is a process of generation that
" creates pew materia) substance ovet and beyond that which existed
“beforehand, a quantitative increase that cannot take place in industry

i Jﬁrﬁzt Jorm. In Qucsnay s words, the wotk of the shoemaker
~‘consists merely in giving the raw materials a definite form’; this is
~Ssimply production of forms, and not a real production of wcalth’ . In
- ‘agriculture there is a 'generation o1 creation of wealth’, a real increase

- with expenditutes on the artisans’ means of subsistence; the finished
" product is simply the result of combining these raw materials and
-"- means of subsistence, both of which wete already in existence ptiot to
“industtial production and wete obtained from agriculture [1] In
" agniculture wealth is ‘multiplied’; in industty it is merely ‘composed’
. The Italian Physiocrat, Paoletti, expressed this rdez quite clearly: ‘Give
- the cook 2 measure of peas, with which he is to prepare your dinnet;
_he will put them on the table fot you well cooked and well dished up,

' -the same quantity to the gardener fot him to put into the ground; he
.~ will return to you, when the right time has come, at least fourfold the
. quantity that he had been given This is the true and only pro-
-+ duction’[2] Only agricultute gives birth to new matter in exchange fot
"~ that which is consumed and destroyed by man  Industry can create no
‘such new substance, but only transform ot modify its shape
Agriculture generates new matetial substance for human society
©'Since the better part of this consists of the means of human

substance, but alio the sole source of these means of human subsist-
ence. This in turn means that agriculture yields the means of

VS\Ocicty as well. ‘It is the cultivator’s labour which regenerates not only
;.thc subsistence goods which he himself has destroyed but 2lso those

production costs become equated with the cultivators’ means of
- —and above the costs of production is transformed into the following: .
- 'whence detives he surplus in means of subsistence that the harvest
. yields over and above those means of subsistence required to maintain

 For the Physiocrats this suxplus is to be explained- by the physical
productivity of the land and its ability to create new matetial

“since the latter is confined simply to imparting to this substance a -

" of substance. In industry there is only a2 ‘combining’ of raw materials -

- but in the same quantity as he was given, but on the other hand give .

~ subsistence, agriculture is not simply the sowrce of mew material

industial population
subsistence not simply for the actual cultivators, but for other classes of -
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destroyed by all the other consumers * It is this that gives supreme
social supetiority to the class of cultivators, which ‘can always subsist- -
on its own, off the fruits of its own labours. The other if left to itself.
could obtain no subsistence by its own stetile labours in and of
themselves’, unless it could receive means of subsistence from agricul-
ture. 3]

But- we also know that these necessaty means of sub51stcncc
constitute the wages of both agricultural and industrial workers It
therefore follows that agiiculture is 2be source of wages for both the -
agricultural and industrial populations ‘Whatever [the Husband-

.man’s}-labour causes the land to produce over and above his personal o
" needs is the unique fund from which are paid the wages which all the ;

other members of society receive in exchange for their labour "[4) By
giving ovet patt of their means of subsistence to the industrial class in .
exchange for the latter’'s manufactures the cultivators seemingly pay -
them their maintenance, or wages The cultivators are the class which® 7
pays the labour of the industtial population; the latter is ‘salatied’ by
the agricultural class
The Physiocrats’ train of choughe here can be summarized as a set of
ptopositions, each of which helps detail the general features of
agriculture: : ;
1) agriculture is the source of 7en¢ (which is the margin between the
value of the product and the farmer’s costs of production plus profit); |
2) agticulture is the source of mez imcome (which is the margin

‘between the value of the product and its costs of production, the latter

also containing in concealed form the farmer's profit); -

3) agriculture is the sourtce of new matertal subitance, which it purs
at the disposal of society fot satisfying the needs of its membets;

4) agriculture is the source of zhe wet product (which is the surplus - ¥
of the produce of agticulture over the products that are spent on the .
process of production);

5} agticulture is the soutce of the surplus of means of subsistence - ;
over and above those means of subsistence necessary for the actual
cultivators;

6) agriculture is the source of means of subsistence for both the
agricultural and indussrial populations;

7) agticultuze is the source of the wages that pay the labour of thc

The starting point for the Physiocrats is the greater valuc produccd.
by agricultute as the source of rent, or net income To explain this
phenomenon they look to agriculture’s physical productivity as the *
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source of new matetial substance, and to the m nature form of its
produce as means of subsistence The Phystocrats then shift back again
from this physical ‘ptimacy’ to agricultute’s socs@/ primacy as the sole
soutce of the wages that nowish and ‘maintain’ the industrial
population

: In this manoer the Physwuats eatire theory of net income is
" infused with a fundamental dualism between two points of view: the
value and the physical They commit two basic errots. First, the basic
physical difference that they discern between agriculture and industry
does not exist Agticulture, no matter what the Physiocrats think,
produces no new substance, but simply convetts the diffuse matetial
substance of soil, air, and water into grain, in other words, it endows

matter with a form that is suitable for the satisfaction of human needs -

Yet industry does exactly the same thing Stmilatly, thete is no basis
. for attributing to ageiculture any special supetiotity in petmitting a
©. collaboration between human labour and the forces of nature, since
this same collaboration with the forces of nature (steam, electricity)
takes place within the tndusteial labour process .
The Physiocrats’ second and in ptincipal mote important mistake is

. to take the peculiar physzca/ productivity of agriculture (even if it were

- to exist) and deduce from this that agricultural produce has a higher
valwe ‘Their error,” wrote Marx, ‘was that they confused the swerease
of matertal substance, which because of the natural processes of
vegetation and generation distinguishes agriculture and stock-raising

~ from manufacture, with the imcrease of exchange wvalue '(5] The

- Physiocrats did not suspect that the inability of induserial labour to
create new material substance in no way precludes it from being a
source of surplus value. Had the Physioctats not artificially included
capitalist profit in production costs, they would have been forced to

- conchude that industry, oo vields a profit, or net income beyond the

mere testoration of 1ts costs of production. On the othet hand, the

Physiocrats failed to grasp that this inctease in the material quantity of

agricultural products (an increase which they atttibuted to the land’s

- greater physical productivity) still does not signify any growth in their,

mass of exchange vafue The Physioctats confused the production of 7
naturs products (use values) with the production of exchange value
This confuston merely teflects the backward state of French agricultuse
. In the 18th century, as it was going through a transitional stage from a
- natural to an exchange economy

Despite the depth of these crrots, the Physmcrats theory of net
income contained fertile ideas for future development.

e e e
I

‘country, since free competition, and the abolition of all exclusive :
monopolies and commercial restrictions reduce it to an exchange of
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The Physiocrats saw that the decisive feature of economic prospetity
was the growth of net income of sutplus value, and the main aim of
the productive process was to increase this. They were mistaken to .
attribute the ability to yield 2 net income only to agticulture, but

having done that the Physiocrats were petfectly consistent in drawing

the conclusion that agriculture alone: constitutes ‘productive’ employ- .

“ment Theit erroneous doctrine of the  exclusive productivity of
agticulture was, therefore, premised upon « cortect idea, namely that *

from the point of view of the capitalist economy only fﬂéour wﬁzcb :

yields surplus value can be deemed productive ._
The Physmcrats performed a second and still gicater service,

however, in that they took the question of the otigin of surplus vahe |
out of the sphere of exchange and into production The metcantilists

had known surplus value primarily as profit upon trade, in which thcy -

saw nothing more than the mark up which the merchant adds to the '}f

ptrice of the commodity In their view profit has its soutce within

exchange, especially within foreign trade, and it was this that they

.
1

A

affirmed to be the most ptofitable occupation. The mercantilist
doctrine that trade is the soutce of net income (or profit) was sharply

refuted by the Physiocrats For them trade brings no zew wealth into 2

“one material product for another of equal value ‘For my part, 1 can

never see anything in this trade but the exchange of value of equal

value, without any production, even though circumstances tendet this

exchange profitable to one ot other of the contracting parties, or even

to both In fact, it must always be assumed that it is profitable to both;- ;__.':
- for both sides procure for themselves the enjoyment of wealth which -

they can obtain only through exchange But thete is never anythiog

here but an exchange of an item of wealth of one value for another .

item of wealth of equal value, and consequently no real increase in
wealth at all '[6] For all its advantages and its necessity, trade cannot

be considered a ‘productive’ occupation The soutce of new wealth

(net income) must be sought within production itself (agriculture) and

not in exchange.
The Physiocratic theoty that exchange is an exchange of equivalents

ptesupposes that products have a value determined even before they

enter into the process of exchange. “The formation of prices always

precedes putchases and sales’. ‘The real price of produce is established
prior to its sale.” Quesnay expressed here a theoretical proposition ..
of extreme importance, to be developed subsequently by Marx: the



(bcforc it eatets the process of exchange
The basis on which the mercantilists recognized. foteign trade as
- -most profitable was that it would allow a country to receive greater

precious metals In theit doctrine on the equivalence in value of
exchangeable products, the Physiocrats refuted the first of these

" strived for was to produce as many products i# natura as possible;
"sellmg them or transforming them into money neither presents any
. special difficulty nor yields any particular advantage ‘Is thete really 2
« greater need for buyers than for sellers? Is it really more profirabie to

“life? Certainly it is these things that ate the ttue object of all
commetce. Money metely facilitates the mutual exchange of this

" in the process
-~Money, in other wotids, is not true wealth, but only a means for tbe

comprise wealth ‘Thus money does not constitute the true wealth of a
- nation, the wealth which is consumed and regenerated continually, fot

" . wealth, and not: = in the nation’s money stock, that the prospetity and
‘powet of a state consist. '[8] Money plays only the tole of ‘a token
intermediating between sales and purchases '[9] Coined money ‘has

- no other use than that of facilitating the exchange of produce, by

- setving as an intermediaty token between sales and purchases.’[10]

“Thus it is not money which we ought to think about, but rather the

exchanges of the things which are to be sold and those which are to be

bought, for it is in these exchanges themselves that the advan-

-~ tage which the contracting patties wish to procute for them-
‘selves resides '[11] The mercantilist policy of attracting money

. into the country via a favourable balance of trade is mistaken Concern

. ought to be with multiplying the produce of cultivation, rathes

.. thdn with increasing the country’s stock of money; if produce is

- abundant and its price advantageous, there will be no shortage

- of ready money A nation assutes itself the largest possible net product

"ot net income not by increasing its quantity of money through

) (agnculturc)
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value of t/ae produat 15 established in z‘éae process of pmdzzcz‘zon cvcn)
value for less, and exchange an 7z marurz product for money of |

- mercantilist prejudices; in theit zbeory of money they took up-arms-

against the second. According to the Physiocrats what should be _ * Cited'in Geotges Wenlersse. Le mouvement p}:yuomnque en France (de 1756

+ sell than to buy? Is money really to be preferted o the good things of -
_ produce over and above his personal needs is the unique fund from which are
ordinary wcalth by its cuculauon and is acquited by this party or that

more convenient mutual exchange of the use values that gemuinely

“money does not breed money. ’[7] Therefore, ‘it is in this renascent -

-pp 62-63 (Marx's inalics)

— O O G
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“ trade but by enlarging its volumc of ptoduce through preduction .
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“We have to distinguishi-an eddimg together of items of wealth which are
combined with one another, from z production of wealth That is, we have o
distinguish an increase broughr about 4y combmmg raw materials with expend;.
ture on. the consumption of -things which were in existence prior to this kingd
of increase. from a gemeration or creation of wealth which constitutes a tenewal”
and rea/ increase of renascent wealth.” (Quesnay Dialogue sur les travawx
des arttans ( Dialogue on the Work of Arrisans } cranslated in Meek o0p cir .
p 207)

Cited in Marx. Theories of Swp/m Value. Pact 1 (Moscow Progress Publlshcr
English edition. 1969), p. 60

1770y VolumeI (The Hague Editions Mouton 1968 photographic reprint of the~
1910 edition}. p 256. : .
Turgot, Reflecrions, Meek edition p 122 The Husbandman. generally speaking,
can get on withour the labour of the other Workmen but no Workman can |
fabour if the Husbandman does not support him [n this circulation  which.

by means of rhe reciprocal exchange of needs renders men necessary to one .
anocher and constituces the boad of society, it is therefore the labour of the
Husbandman which is the prime mover Whatever his labour causes the land to

paid the wages which all the other members of society receive in exchange for
their labour The laiter in making use of the consideration which they:
receive in this exchange 1o porchase in their turn the prodoce of the Husbandman ¢
do no mote than return to him exactly what they have received from him,-
Here we have a very basic difference berween these two kinds of labour
This passage shows, beyond the point that Rubin is trying to make here. Turgotr's -
genuine insight into the naturc of wages as being savanced by the capicalist to che
worker and necessarily returning to him. i e wages as being part of the capiralist's
cireniating capstal Marx was to demonserate chis quite cleacly throughau: his
discussions of capicalist circuladion in Volume I of Capiral especially 1a h1s-
schemes of simple reproduction
Marx . Theories of Surplus Value Part 1 (Progress Publishers English cdmon)-

Quesnay Dizlogue on the Work of Artisans  n Meek p 214
Quesnay, Maxims p 252

lid p 251

bid p 251

Quesnay, 'Dizlogue on the Work of Artisans p 213

Ibwd p 219




CHAPTER FIFIEEN

Quesnay’s
Tablean Economique

Having dealt with Physiocratic doctrine on different social classes and
“.pranches of production, we can now move on to analyze Quesnay's
* famous Tableau Economique, the short lines of which sketch out the
. picture of reproduction and destribution of the entire social product
berween the vatious classes and branches of production

Quesnay first wrote the Tableau Economigue in 1758, and a small
““numbet of copies was tun off in the court printshop. This initial text of
-the Tableau vanished and was only discovered in 1894 by a scholar
‘working on the papers of Mitabeau. Complaints about its lack of
“clatity and incomprehensibility led Quesnay in 1766 to publish the
© Analyse du Tablean Economigue, an explication of which we give
below The Physiocrats hailed the T ableaun as a scientific discovery of
momentous impott; Mirabeau compated it with the invention of paper
. and money, Its opponents poured tidicule upon this ‘hardly intell.
igible wotk’, and it remained, in Engel’s expression, ‘an insoluble
.- riddle of the sphinx’,[1] undeciphered and unavailed of by scientific
" thought until the mid-19th centuty. Matx was one of the first to
+ demonstrate the Tablear’s immense- scientific significance, a judge-
" ment now acknowledged by all researchers

Now to the Tableaw irself [2] As we know, Quesnay divides society
~ into three basic classes: 1) the class of ‘proprietors’ (the landowners,
“including the crown and the cletgy); 2) the ‘productive’ class (the
. farmers, who represent the entite agricultural population); and 3) the
‘stersle’ class (the commercial-industtial population, professional
- people, etc ). How, then, is the total social produce that is created in
. “the course of the year disttibuted between these thiee classes?
Let us take the point at which 2be production year ends and the new
" yeat s just beginning, that is, the autumn, when the productive class
_{whom we shall henceforth term the farmets) have alteady gathered in
-the harvest, the value of which we assume amounts to five billion
livees. [3] To obtain this hatvest the farmers have laid out the
:following payments over the yeat just ended: 1) a circulating capital of
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two billion livres (subsis_tc‘néc for all those engaged in cultivatios
foddet, seed, etc.) and 2) one billion livtes for repair and renewal «
fixed capital (implements, livestock), that is, 10% of ten billion livte

which is the value of the total fixed capital stock. The farmers, thes

have spent a total of three billion livees, and have received a hatve
worth five billions. The surplus of two billions is the net product, «
net income that the cultivation has yielded, and it goes o tt

landlotds (whom we shall henceforth refer to as the ‘proprietors’)-

rent The farmers had alicady paid these two billions rent to ¢
landlords in cash at the statt of the yeat, and it is as cash that the late

 are cutrently holding it Finally, the ‘stetile’ class (whom we will ¢z

the ‘industrialists’) starts off the new production year with a stock ¢
industtial goods worth two billions, which they would have manufa

tured duting the yeat just ended Thus, at the start of the ne
- production year out three classes are holdmg the followmg, either :
~produce or as cash:

1) the farmers have a stock of agricultural produce worth five billic
livtes {of these four billions’ worth are in foodstuffs and one billion
worth in raw materials for working up by industry);

2) the proprietors have two billion livies in cash;*

3) the industialists have in stock two billion livres worth of mdustn
manufactures.

There now begins a process of exchange or circulation between the
three classes, which consists of a series of acts of purchase and sa
between them To give clarity to out exposition we present tw
schemes: the first depicts the transfer of products between t
diffetent classes, the second the transfer of money **

As is obvious from Scheme I, the firs? act of circulation is for t
proptictors to purchase one billion’s worth of foodstuffs from tt
farmers for their own maintenance over the coming year These ot
billion livres in foodstuffs pass in this initial act of circulation from
to P, while the same amount of cash moves in the reverse ditectic
from P to F (Scheme II) As a result of this first act of the circulation v

“The entire stock of ready money in socicty is limited to these two billion livres whi
start out the year in the hands of the landowners Quesnay himself had posired this sto
to equzl three billion livres but this does not affect the problem

'In the schemes each line indicates an act of circulation entziling one billion livees T

" direction of the arrows shows from and towards which social class the products af

money are being ttansferred (in each act the money moves in the opposite direction
the products). The figures indicate the sequence of the individual dcts of circulatio
The circle with the letter F represents the class of farmers that with the letrer I ¢
industrizlists and that with the letter P the proprietors, or landlocds
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Foéds"“ﬁs'

ndustrial
>4 lproducts

F Farmers
Sl o o — : : P Proprietors
1: QUESNAY’S Scheme of Commodity Circulation [ Industrialists

get the following disttibution of produce and money: the farmers have

~ agricultural produce worth four billion livres (three billions’ worth of
. .foodstuffsand one billion’sworth of taw matetials) plus a billion in cash;.
" the proprietors have 2 billion’s worth of foodstuffs and a billion in
~“‘money; the industtialists have two billions’ worth of manufactures.

-QUESNAY'S Scheme of Monetary Circulation

. Inthe second act of circulation, the proprietors take their remaining
- billion livees and purchase industrial products for their own consump-
~ tion from the industrialists; these products move from 7 to P, while
- money moves from P to I The result of this second act of circulation is
~ that: F has four billions’ wotth of agricultural produce and one billion
" in cash; P has 2 billion’s wotth of foodstuffs and one billion livres’
-~ worth of industrial products and [ has a billion in industtial products
and another billion livres in cash =~

= In the third act of circulation the mdusmahsts who have reccwcd
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one billion in cash from the proprietors,* take this money to buy i
from the farmers the foodstuffs necessary for their own upkeep over
the coming year. The result of this third act of circulation ts that: F has
three billion livres” worth of agticultural produce (two billions” worth -
of foodstuffs and one billion in taw materials), plus two billions in -~
cash; P has one billion livtes’” wotth of foodstuffs and one billion's -~
worth of industrial goods; I has industtial products worth one b1lhon '
plus a billion’s worth of foodstuffs s
In the fowrth act of circulation, the farmers take the money just ™
obtained from the industrialists and use it to purchase back from them. .
one billion livtes of industrial items, which we assume to be made up of” -
toolsand othet implements needed torepait o restore their fixed capital-- -
After this fourth step; Fhas three billions’ worth of agricultural produce -
(twe billions in foodstuffs and one billion in raw maretials), industrial
goodsworth one billion livres, and 2 further billion livres in money; Phas - |
foodstuffs worth one billion livres plus a billion in industrial products;
I has foodstuffs worth a billion livres and a further billion in cash
Finally, in the £ _;% act of circulation the industrialists take th
money that they have just received from the farmers to buy from the ™
latter one billion livres’ worth of raw materials, which will be worked -~
up within indusery Following chis fifth act of citculation: F has
foodstuffs worth two billion livees (which they retain for theit own .
subsistence), one billion in industrial products and two billions in -
money; P has foodstuffs worth one billion livres and one billion’s "
worth of industrial products; I has a billion in foodstuffs and one °
billion worth of raw materials
For all irs simplicity, Quesnay’s scheme was the first ingenious
attempt to depict as a unified whole the entite process of the
reproduction, circulation, distnbution, and consumption of a socrety's -
product Quesnay’s wish is to trace out the path of social reproduction,
that is to teveal those conditions chat make possible the uninter-
rupted, periodic repetition of the production process. Quesnay starts
his Tablean from the point where the harvest has been collected, when
the entire annual social product-—which he takes as a single entity—
has been produced Upon completion of production this product

Since the indusuiatists in the third act of circulation give to the, farmers the same ™)
money that they had themselves received from the proprictors in the second act, line no = .-
2 in the scheme of monetary circulation runs direetly into line ne 3 {as does the latter
into line no. 4 aod line no 4 into line no 3) Using an unbroken line shows thac it &5
physically one and the same coinage that is changing hands here In the scheme fot.
commodity circulation the lines are not connected up with cach other but are broken
since in the Tzblean cach product is transferred only once. from producer to consumer
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enters the process of crrenlation, made up of a seties of acts of putchase
and sale ‘In the Tablean the whole circulation process is reduced to

five acts of purchase and sale between different classes In face, of
course, each of the acts of circulation listed in the Tublean consists of 2
multitude of discreet transactions between separate individuals, The
first act, for example embraces many thousands of separate purchases
on the part of the proptietors from the farmers, but which, being of a

* similar nature, the T2b/ean combines together into one It is the social

and class aspects of these acts of circulation that interest Quesnay: i ¢ ,
how they promote the transfet of the social product among the social
classes For this reason Quesnay leaves out of his scheme of circulation
the transactions cartied out between members of the same class (e g

- what the farmers buy from or sell 1o each other)

As Quesnay has it, the circulation process embraces not simply thc
movement of products in narura, but equally the movement of zzoney
back in a ditection opposite to the flow of products Quesnay’s scheme
shows cleatly that the movement of moncy is sccondary and subor-

dinatc—metely to service the movemcnt "of products The circulation

“of Tive Billion livies” worth of products 16 seiviced by a total cash sum
of two_billions Of the latter, one half goes simply to service the
Titculation of one billion in produce (the first act of circulation); the
other billion by being passed ftom hand to hand setvices all the
remaining four stages in the circuladion process. The end result s that
the entite two billion in cash, which statted out in the hands of cldss P,
finishes up in the possession of class ¥ What, then, does the latter do

- with it! Assoon as the circulation process is complete it passes it back to

class P as the upcoming yeat’s rent This onc-way transfet of two
billion in money from F to P has been indicated in our second scheme
by two broken lines (step number ), each of which reptesents a
transfer of ane billion livtes * In sum, the second scheme cleatly shows
the unceasing circular movement of money; it passes from one hand to
the next and eventually returns to its point of departure. One billion
lives goes from P to F, and then back to P; the othet billion livres is
transferred from P to I, then from I to F, from F back to I, and then
back again from [ to F, at which point it passcs as teat to P [4]

As a resule of this process of circulation the eatite social product
winds up disttibuted between the different social classes 2 such a
manner as to permit the process of production to be remnewed

“We have indicated the movement of money (Scheme II) during the two-sided acts of

. purchase and sale (i ¢ . within the sphere of commodity exchange) with solid lines (nos

1.2 3 4 and 5)
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at 185 former level The fatmets have two billions’ worth of foodstuffs
(as well as seed, foddet, etc ) with which co maintain both themselves
anid theit wotkers fot the whole year; in addition they have 2 billion in
industtial goods for tenewing the depreciated portion of their fixed

“capital They have thus been compensated for the whole of their

circulating capital plus their worn out fixed capital and can begin the’
production process over again at its previous volume, obtaining at the
end of the year a hatvest worth five billiop livres. The industial class
has its necessaty means of subsistence (one billion livres’ worth) plus
raw. materials (also wotth a billion) which when worked up over the
coming year will resule in the manufacture of finished goods once:
mote worth two billion livres As the value of the industtial goods
equals the value of the raw materials plus the value of the means of
subsistence consumed by the industrialists, it is obvious that industry
creates no net income. The farmers and industrialists have, thetefore,
sufficient stock of products both for their personal consumption and
Jor repeating the process of produczion Finally, the landowners have
those foodstuffs and industtial wares thac they will rcquue for the
yeat's consumption

The case Quesnay is exammmg in his Tgblean is one of szmple
reproduction where teproduction is on the same scale as before He
was, nevertheless, totally aware that there are two other forms of

" reproduction: reproduction on an extended scale, and teproduction on

a declining scale The difference berween them consists in the
differing magnitudes of net product that ate produced, or—since this
in turn depends upon the volume of capital invested in agriculture—
in differences in the amount of such capital If there s a tise in total
outlays on agricultural production (at the expense either of the net
income going to the proprietots ot of the outlays on industty whose
own level of teproduction is assumed not to change) the net product
will grow, and with it the whole of the teproduced social product. If
the fund for agricultuial advances remains at the old level ‘un-
conditiopally needed to maintain cultivation 7z status guo ot 10 testore:
the expenses of culdvation’, reproduction will proceed on the same
level as before Finally, ‘if the cultivators cannot be assured of
receiving back all of their productive expenditure’, outlays on cultiva-
tion will decline, and so, too, will the scale of social reproduction; in
that case ‘advances, wealth, useful enterptises, necessary employments,
ptoduce, revenue, population—all this will decline undet a force
mafernr 'This constitutes a physical law, established by natute making
it possible to judge the past, present, and future formnes of
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governments by} the manner in which they have been or ate presently
conducting themselves * This ‘physical law established by nature’ &
7 the basic law of sacial teptoduction: whether an economy prospers,

remains stationary, or declines depends upon the expansion, stag-|

nation, or reduction of the basic outlays on agriculture—ot, in other
.words, upon the capital at che disposal of the farming class. If a state is

to prosper it has no means of doing so other than incteasing the capital
invested in agricultute; not will it have any means by which to forestall -

- its decline if it violates the necessary laws of reproduction, ie if
+ . through taxes or excessively high rents it squanders or eats away at the

capital of the fatmers Hence ensue the two basic principles of the

Physiocrats’ economic policy: first, the necessity to introduce ftee trade
and to raise the price of corn, so as to increase the flow of capital into
agticulture; second, the need to protect this agricultural capital fiom
the excessive claims of the landlords and the state.

1 Engels Preface to the Thitd German Edition of An- Dw’mrzg (Moscow Progrcss
Publishets English edition. 1969) p 20

2 Rubin's discussion is based on the Analyse. which is translated in Meck op o2

pp. 150-67

3 Rubin uses rubles; we have changed this to livres threughout to corrcspvnd with
the original French text

4 This is one of the basic laws of s1rnplc: reproduction established by Marmx in
Volume II of Capstal, namely that the money advanced. to initiate the process

of circulation must return 1o its originzl holder; should it not the circulation -

of the annual prodvct will be broken and reproduction cannot take place
See Capital Vol 11 (English edition Meoscow Progress Publishers 1967) Chapter
XX Section 111

- emerges from their different social and class ‘positions. Both the

- merchant capital be subordinated ro those of productive capital Yet

‘agrarian

CHAPIER SIXIEEN

Econormc Policy

The Physiocrats were fervent supportexs of the ﬁeed()m of trade and

industry from state intetfetence. They demanded that mercantilism’s
stict and ‘petty regulation over economic life. be temoved. The .
Physioctats were the ideologues of free trude, and in this sense were .
the foretunners of the Classical school. But thete was a fundamental -
difference berween the kind of free trade advocated by the Physio-
crats and that proposed by the classical economists. This difference

Physioctats and the Classical economists protested against metcantilist '
policy, which had brought wealth to certain privileged sections of the
commetcial boutgeoisie; they both demanded that the intetests of

while the Classical economists understood productive capital to mean

“prumatily industtial capital and wanted to pave the way for industty’s

powerful advance, it was the interests of productive agricultural capital -
that, as we have seen, the Physiocrats pushed to the fore. The Classical
economists took up the cause of the industtial bourgeoisie; what they
expected from free trade was the import of cheap foreign corn into
England. The Physiocrats, being defendets of the rural bourgeoisie,
saw free trade and the free export of cotn as a means of raising the
price of grain The Classical economists wete the spokesmen for =
industrial free-trade; the free uade defended by the Physiocrats was

The reason why the Phys;octats attacked mercantilism so futiously
was that the latter had, in their view, created a sharp dwergence 7
between the prices of industtial and agticulcural products: while the * =
monopolies enjoyed by industtialists, traders, and the guilds had
made industrial products excessively dear, prices on cotn wete being
depressed artificially by the prohibition on the latter’s export The
Phystocrats wanted this divergence (known in our own day as ‘the
sesssors’) to be eliminared, and sought to have corn prices rassed and -
industrial prices lowered.

The Phystocrats attempted to give their practical demands a theoret-
ical foundation; they wanted to demonstrate theoretically that high
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corn ptices wete advantageous To do this they made use of their’

 theory of reproduction, which occupies a centtal place in the Physio-
. cratic system. By reproduction the Physiocrats mean the tenewal of the
capital advanced (ot production costs) together with the production of
a net product (surplus value) Taken in #44s sense reproduction for

" them occurs only in agriculture Obviously, -then, any transfer of
capitals out of agriculture and into ndustry would be accompanied by

‘a curtaiiment In the overall reproduction process (since industrial
capitals ate renewed, ot circulate without any ‘increase’), while a flow
of capitals from industry into agriculture would bring with it an
expanded process of teproduction and an ucrease in net income It
thetefore follows that to-permit the flow of capitals from agticulture

. into industry (or trade) is incompatible with the aims of normal

continuity or possible expansion of the teproductive process; to the
' contrary, itis thc Jeverse flow t that ought to bc cncouraged To a(chxcvc
pmﬂmblc cmploymcm and attract new capltals to 1t; because of thxs
the ‘fund of advances on cultivation’ grows—as does the net product
. - {net income)—the process of reproduction takes place on an extended
- scale, and the entire economy receives a powetful stimulus towards
- prospetity and expansion
~ Qut of this docttine of the benificial effect of high corn puces arises
the basic Physiocratic maxim of economic policy: ‘That the prices of
produce and commodities in the kingdom should never be made to
Ja/l * *Only high piices can guarantee and maintain the well-being of a
people and the state through the successes of cultivation. This is the
alpha and omega of economic science.” By high price, ot Zon prix,
Quesnay does not mean the excessively high price of corn that comes
with harvest failure (in France such years had alternated with years of
cheap cotn and had made for tettible economic uncercainty); what he
wants is for the price of cotn to teach the Awgh and szable level that
prevails ‘amongst trading nations’, i.¢., on the world matket, and
which exceeds its ptice in agricultural countries such as France For
cotn prices within France to rise to their wotld matket level, French
corn would have to gain free and open access to the wotld market—
hence the Physiocrats’ persistant struggle against mc[canqhst_g_zoézb
wions on the export of corn Otiginally the Physioctats had taken ‘frec
Trade o mean above all the free exportation of corn; it was Quesnay’s
view that its free impottation could only be allowed in years when the
- hatvest had been bad Quesnay, thetefore, was advocating free trade
mainly to the extent that the intetests of agriculture demanded it
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[t was Qucsnay s-students who gave the- slogan ‘free trade’ a broader i
and mote absolute character, and it was only with them that thc‘
famous formula of the free tradets, Jatssez faire, laiisez pmser began-_-.f-;__.
to be more and mote frequendy repeated
The Physiocrats did not seek freedom of trade simply as a way of 7 &
raising prices on agticultural produce; it was equally a means by .-
which prices on industrial products could be lowered The fiee
importation of cheap manufactures from England or other industrial
nations would undermine the monopoly position of the local manu-
factoties and the guild master craftsmen, whose inflated prices on
finished goods worked to the detriment of their agricultural consum- - =
ers Let no one complain about the foreigners flooding France with -
cheap manufactures and destroying its local industrialists The country - -
will only gain if these French industrialists find it unprofitable to 7
continue producing and put their capital to more profitable employ- ="
ment in agticulture: every livre invested in agticultute yields a net
product, while in industty it circulates without any ‘increase” ‘An
agricultural nation should facilitate an active external trade in raw-.
produce, by means of a passive external trade in manufactured
commodities which it can profitably buy from abroad ’ Thus the ideal
of Physiocratic foteign commercial policy—an ideal dictated by the
intetests of agriculture and the farming class--is to sell cor# abroad at - -
high prices and buy cheap foreign indusirial manufactures in return -
Thus, the fitst benefit of free trade is that it guarantees 2 country
‘an advantageous price in its sales and purchases’ (i e, a high price on
agricultural produce and a low price on industiial goods). The second i
benefit of free uade is that mutual competition between merchants -,
compels them to accept a lower rumuneration and teduce theit profiz
on trade to the level of their mecessary means of subsistence Free
competition alone can compel industtialists and merchants to give up
their excess monopoly profits, the entite burden of which falls upon
the class of cultivators Thus we have Quesnay’s famous VIIith Maxim: .
“That the government's ecopomic policy. should be concerned only
with encouraging productive expenditute and trade in taw produce’
{i.e., production and citculation of agticultural products—I R ], and "
that it should refrain from interfering with sterile expenditute [ie.,
industry and commetce—I R ] ’{2] If the class of cultivators is to v
reduce its butden of ‘maintaining’ industty and commertce, the latter
must be freed of state interference and tutned into an atena for the .
unbridled competition between industrialists and merchanes (both
native and foreign) :
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- Fot the Physiocrats free trade appeared as a means of making the

- ‘scissots’ go back in the opposite direction, whete prices on industtial
- products would fall to the level of necessaty costs of production and

" ptices on agricultutal produce would rise to the level of the world -

. matket. The farming class, howevet, had to defend itself against mote
-~ than the mercantilist policy of onestdedly cncoutagmg industty and

“trade at the expense of agticulture Its interests also had to be
. protected against the overbeating claims of the ndowners and the
government We saw in chapter nine that once the cultivator had
taken out his rent and taxes thete was often bately enough grain
remaining for his meagre subsistence It was understandable, then,

- that under these conditions those owning capital should evince litcle

- desire to lease land To attract capitals into agriculture farmers would
 have to be guatantced that the combined toral of theit rent and taxes
* (along with the chutch tithe) would not exceed the total ‘revenue’ left
- over after their capital and profit on farming had been covered . The
~ Physiocrats’ doctrine on taxes was a demand for just such a guarantee
.~ The Physiocrats demanded that all forms of ditect and indirect taxes
" be replaced by a single direct land tax falling on ‘revenue’ The tax
must be proportional to net income, raisable only in step with this
income’s growth. But since net income goes to the landowners as rent,
" the tax must fall exclusively on the landowners and comprise a certain
- propottion of the tent they receive * This plan of a single tax on the
. dandowners' rent, was later advanced by 2 number of bourgeois-radical
reformets (including Henry Geotge) For 18th century France it was 2
dating project, tantamount, in Maix’s words, to ‘the partial confis-
cation of landed property’;[3] but it would also mean the abolition of

. the aristocracy’s exemption from taxes, since a single tax would have to

be levied upon all landownets, including the gentry
As with their slogan of fiee ttade, the Physiocrats tried to give a
theoretical/ underpinning to their demand for tax reform This was

- - theit docttine on net income and reproduction Aswe know, the value

of the total annual product is divided into two paits: one replaces the
" advanced capital (costs of production, within which is concealed the
farmer’s profit); the excess makes up the net income It is obvious that
the first pottion is 2 ‘fixed property’, with a cleatly defined function—
. 10 be reinvested in production. It is only net income, that is ‘trans-

- fetrable property’, which can be ‘disposed of as is seen fit': to be
"Quesnay in his Anafyse assumes that out of the total net income. four parts in seven

are retained by the landowners two parts go 1o the state in the form of taxes and one
part 1o the church as tithes

 revenue, and subsistence for all classes of citizens Otherwise taxation
" degenetates into spoliation, and brings about a state of decline Whlch
. very soon ruins the state.’[4] The Physiocrats’ basic demand vis-3-vis

~ by those ‘people who hire the wotkets’, i.e , by the very same capital-
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spent on the needs of the landlotds, the state, and the church (as
well as on further improving theland) Should any tax fall not on net .
income, buton farming capiral; this would lower outlays on cultivation,
make it impossible for reproduction to take place on its former scale,
and lead to a reduction of the net income and to the ruin of landlord:
and state alike “Taxes should not be taken from the wealth of the
farmers of landed property: for the advances of a kingdom's agriculture
ought ro be regarded as if they were fixed property requiring 1o be
preserved with great care in order to ensure the production of raxes,

taxes was that, in the interests of keeping the process of reproduction on
its propet path, farming capital be treated as inviolable

If fatming capital muost remain inviolate, is it then not possible to put-_ '
the butden of taxation onto workers’ wages ot onto the commeercial-
industrial class? The Physioctats rejected both of these schemes Any tax
on wotkers would necessitate a rise i their wages, since they recetve only
their necessaty means of subsistence; and this would inevitably be paid

ist farmers As for the meichants and industtialists, under free trade”
they receive, as we know, only their capital (costs of production) and -
their necessary means of subsistence. A tax on commercial ot industtial -
turnover would inevitably push up expenses on industry and trade,
which would be paid, in the last instance, by the agticultutal -
population Sirice neither industry not commerce create any new wealth: -
(net income), any tax on them—as with the working class—will -
ultimately fall upon agticulture, to be levied either out of farming..
capital or out of net income. The first case, as already noted, entails .
violating the entire process of reproduction and btinging the countty to -
ruin In the second case, if the tax is eventually to be transfetred to net
income in any case, would it not simply be better to place it upon this -
sole reserve of ‘transferrable’ 1esources right away? Not only is it cheaper
1o tax net income (i e , the landowners’ rent) ditectly, but it makes it
possible to keep the amount of tax exactly proporcional to the size of net -
mncome _

These basic ptinciples of Physioctatic economic and taxation policy:
wete closely tied both to their social and class position and to their
theoretical outlook The introduction of a free trade and the single
land-tax would inevitably clear a path for the growth of capitalist:
agticulture On the one hand, the corn trade would be freed from:
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~ arbittary administrative tegulation and subjected to the vicissitudes of
" the world market, the state of which was strong and profitable; on the

' ~other hand, farming capital would be protected from the claims of the -

- Jandowners and the treasuty and the latter’s appetite restricted to the
“ " realm of net income; both of these conditions would of necessity
promote the flow of capitals into agriculture, which would be
reorganized along capitalist lines leading to the enrichment of the
farming class What is more, these principles of economic policy
.- followed logically from the theoretical laws of reproduction discovered

‘by Quesnay- For the process of reproduction to proceed normally
" farming capital has to be safeguarded, fitst from being reduced duting -

" the process of citculation and exchange between agticultute and
- industty—which requites in tutn freedom of trade, with cotn prices
" high and industtial prices. cheap—and second, from any teduction
“owing to deductions being made to meet the needs of the landowners
~ and the state—which requires that rent and taxes be limited by the
size of net income, i ¢ , the introduction of a single f2x o7 rent. Just as
.the Physiocrats’ economic theoty aimed to discover the laws of
- capitalist reproduction, so their economic policy had vo assute that this

" process of reproduction proceeded notmally Yet, as we saw in our.

. chaptet on natural right, the Physiocrats took the laws of capitalist
" reptoduction that they had discoveted to be eternal and immutable
= ‘nataral’ laws It is thetefote understandable that they passed off their
~ principles of economic policy as being commanded by natural law.

They declared free trade to be a ‘sacred freedom, which can be looked

upon as a summaty of all the rights of man’, in exactly the same way as
‘taxation is subordinated by the Creator of nature to a definite otder’,
" presctibed by natural laws and coinciding with the taxation pto-
. gramme of the Physiocrats. All these parts of the Physioctatic system—
- - the philosophical conception of natural laws, the theoretical laws of
_reproduction and the principles of economic policy—were inextricably
-bound together by the unity of their social and class position, itself
exemplified by their system

Quesnay, Maxims in Meek p 235 (Qucsnuy s emphasis)

1bid, p 233
. Marx Theores of Surplus Valne Parc I (Progress Publishers English Cdttlon) p 52
Quesnay 'Maxims p 232 (Quesnay's iralics)

EIN ST T

CHAPTER SEVENTEEN
‘The Theoretical Legacy
of the Physiocrats

The main theoretical service of the Physiocrats is that they attempted .

to lay bate the mechanism of the capitalist economy as @ whole The

mercantilists had ‘been taken up with analyzing individual economic’
phenomena, ptimatily those which had immediate practical interest.”
In'the best of cases they confined themselves to a study of the causal
connection between a number of separate phenomena; theit theoty of
the balance of trade, which elucidated the connection between the
movement of commodity imports and exports and fluctuations in a.
cutrency’s rate of exchange represents the highest level-of generaliz-
ation that metcantilist thought was able to attain. What chasactetized
Physiocratic theoty is that it makes btoad generalizations and seeks to"
uncovet the connection between all the basic phenomena of the.
capitalist economy This is why their theoty of social reproduction as 2
unified process, embracing all aspects of economic life, lies at the
centre of the Physiocratic system.

The theory of social reproduction as set out in Quesnay’s Tablean
Economigue represents the Physiocrats” most valuable theorecical
legacy. For in it economic thought displayed a capacity for generaliz-
ation that few other examples can equal. Casting aside all patticulars--
and details, Quesnay, in a few bold and ingeniously simple strokes,
depicts the entite process of capitalist teproduction as it embraces the -
production, circulation distribution, and consumption of products
Here Quesnay’s thought attains the highest levels of generalization: =
the entite economy is conceived of as an exchange of material objects
between agriculture and indusiry—society is explained as a tot-
ality composed of specific soczal classes; the products that are pto-
duced and dispersed throughout the entite country are aggregated
into a single socza/ product, and this—by means of a few essen-
tial acts of circulation (each of which is itself a generalization
of an infinite multitude of specific acts of purchase and sale)—
is then distribured amongst the main social classes. The con-:
cept of the economy as “a penodmally repeating  process of'_
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teproduction; the idea that a nation’s wealth is the outcome of a
-process of production that renews itself with every year; the idea that

the national product is distributed amongst individual social classes—

evety one of these fundamental ideas of Classical political economy,
_'which were to be further developed by Smith and Ricardo, belongs to
-Qucsnay

The individual ertors in, and clumsmess of the Tablean Econo-_.

- migue notwithstanding, the theoty of social reproduction that
" Quesnay created all by himself can on the whole be said to be the most
~mature and thoroughly thought out of his creations Its basic ideas

“became patt of the reserve fund of economic science, where they
temain to this day Just how far this theory of social reptoduction -

-transcended its own age can be scen from the fact the Classics not only
“ failed to develop its ideas any further, but in this atea at least, actually
" trailed behind Quesnay. This is even mote true of the epigones of the

~Classical school, who failed to make any scientific use whatsoever of the.

“Tablean Economigue’s seminal ideas 'Whilst Quesnay’s wotk in other
“ateas (the problem of surplus value, capital, wages, and money) was
improved upon by Smith or Ricardo, it was mote than a centuty before
“anyone was found to carty on the work of developing the theoty of
“social reproduction Only Marx, in the second volume of Cepsta/, took
up the thread of Quesnay’s initial investigation, imptoved upon the
_theory of social teproduction contained in the Tudlean, and brought it
" 1o completion. : !
This theory takes us directly onto the problem of capztal and surplus
value, and it is the Physioctats’ development of this problem that
' constitutes their second gteat scientific service. The Physiocrats under-
‘stood teproduction as the production of a product which both replaces
-its own value (the capital advanced) and yields over and above this a
. cettain excess, of net income (surplus value) The reproduction ptocess
~ thus encompasses the replacement of capital and the production of
“surplus value By sharply counterposing the costs of production
(capital} to net income (surplus value) the Physiocrats incisively
characterized the capitalist economy as an economy whose aim is the
‘production of susplus value By making this distinction they brought
.greater clarity both to the problem of capltal and to the problem of
-surplus value
. Unlike the mercantilists, whose attention was focussed upon the
“money form of capital, the Physiocrats advanced a concept of produc-

~tive capital as the totality of the means of production They made the

-first and what for their day was the best analysis of capital, both

148 The physiocrats

from the point of view of its mzaterial elements and from that of its raze
of crrculation By theit use of the tetms ‘zvances prrmitives’ dnd
‘avances annuelles’, they made a seminal distinction between fixed
and cireulating capital, a distinction which Smith ook over 1z zozo and
which prevails in economic science even to this day [1] What-is
inadequate about the Physiocratic theory of capttal (as with the theoty
of the Classics) is that it ignores capital’s social form and concen-
trates on the technical functions of those means of production |
which function as capital Yet this failing—shatcd by both the
Physiocrats and the Classical school—is inherent in any scientific
tcndency which, bounded by a bourgeois horizon, takes the boui-
geois form of economy as the erernal and ‘natural’ form of economy’
in genetal It is just this conception which infused the progressive :

ideologists of the bourgeoisie during the period when the latter wag | %

still playing a revolutionary role in its struggle against the remnants of -
the feudal order .

The same basic failuce emerges, but with even greater force, in their.
docteine of net income (surplus valne). Because the Physiocrats took -
no notice of profit, surplus value was known to them solely in the form
of ground rent, and so they sought its soutce in the specific propertiés
of agticulture. The problem of the inter-relation between different
social classes (the problem of sutplus value) was confused with the’
ptoblem of the inter-relation between different branches of produc-
tion. Once the Physioctats had failed in their attempt to explain
sutplus value (tenc) on the basis of the greater value of agricultural
produce, they had no other recoutse but to look for its source in the .
physical productivity of pature The Physiocrats confounded a sutplus
quantum of value with a sutplus product iz zatura, the production of -
value with the production of matetial substance, and the ability of
agriculture to produce value with the physical productivity of the land
Thus what the Physiocrats atrived at was a physical-naturalistic
solution to the problem of surplus value: their doctrine of natute as -
the source of value, and a theory of the exclusive productivity of
agticulture  Whar this teflects 1s the [imitation tmposed upon
Physiocratic thought not simply by the horizons of bourgeois economy
but by the even narrowet perspective of its most backward sector; the
semi-natural agratian economy The natrowness of this outlook lefr its
matk upon the whole of Physiocratic theoty, leading it to form an
incortect undetstanding of the role of industty and to ignote industrial
profit: “ once the production of sutplus value is confused with the

‘Turgot alone stands out as having had a broader outlook and having been more
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production of ‘matetial substance industty becomes a ‘sterile’
occupation incapable of yielding any ‘revenue’: and once indusuy
-yields no net income industrial profit becomes simply compensation
for the industtial capitalist’s necessary means of subsistence These
closely interconnected errors—the physical-naruralistic solution to the
problem of surplus value, the doctrine of the unproductiveness of
jndustry, and distegard of the most basic categoty. of capitalist

economy, profif—constitute between them the main defects of .

Physiocratic theoty and were what most often gave the Physiocrats’
opponents grounds for reptoof and derision The other form of

income inhetent in capitalist economy—wages—fared better amongst.

the Physioctats than did profit. For their time, Quesnay and Turtgot
gave one of the best formulations of the /ron Jaw of wages, a
formulation which Ricardo was to dcvclop and which stll has 1ts
scientific pattisans.

. However mistaken theit solution to the problcm of surplus value
may have been, the Physiocrats nevertheless petformed a great setvice
by having posed it in a cleat cut fashion and by having taken it out of
the sphere of exchange and into that of production The metcantilists
knew net income solely as commercial profit, as ‘profit upon alien-

ation’, the source of which lay in a non-equivalent exchange of -

products, which in tuin meant that one of the contracting parties in
the exchange gained at the expense of the other The Physiocrats were
the fist to pose the question of absolute tather than telative income,
and of the possibility therefote of there being an inctease of wealth
(value) even where thete was an exchange of equivalents It is obvious
that were this to be the case, an increase in value takes place not in the
process of exchange, but in the process of production preceding it. The
idea that value i5 created within the production process and detet-
mined prior 20 the product entering the process of circulation belongs
to the Physiocrats, and forms the necessary basis for the theory of
surplus value. If the metcantilists (and especially Petty) gave one of the
eatlicst formulations of the lebour theory of valae, the metit of posing
the problem of surplus value goes to the Physiocrars (even though
their lack of a correct theoty of value kept them from solving this
problem correctly) Subsequent scientific progtess consisted of an

inclined to show concern for the interests of industry and the commercial-industrial
bourgeoisie—in keeping with which he displayed a greater theoretical interest in the
problem of profit (see above, Chapter Ihlrtccn) [Turgot's conception of the nature of
profit and surplus value is discussed by Marx in Pare [ of Theories af Surpius Value
(Ptogress Publishers English edition) pp 54-59 —Trams }
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attempt to create a synihess between the theory of value and the

theory of surplus vafue (Smith and Rlcardo) a synthesis Whlch only
Marx was able to catty out with success

1

- was correct in Physiocratic doctrine ¢o-exists with his appropriation of some of their

It is interesting to contrast this statement by Rubin with the view of Marx
who argues in Volume II of Capital (English edition Progress Publishers 1947).
Chapter X that Smith's only advance upon the Physrocrats correct distinction
between fixed and circulacing caprtal was his ablllty to generalize it to all -
spheres of capitalist production and not confine it simply to agriculture In -
all other respects, however Matx held Smith’s discussion and understanding
to be a genuine step backward from the Physiocrats For Smith’s adoption of what -

basic errots (most importantly. the confusion of circulating capstal. which is 2 value
telation with the physical means of subsistence of the labouters). errors which had
a logical basis in the Physiocrats’ system but which for Smith only obscured
the more essential relations between constant and varfable capital For a fuller
discussion see Editor's Note 4 to Chaprer 24
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CHAP TER EIGHTEEN

Industnal Cap1tal1sm in
. England During the Mid-
v 18th Century

In-France, mercantilism, which reflected the interests of commereial
capital, had provoked the opposition of the Physioctats, who were
defenders of the rural boutgeoisie This opposition came to nothing in
‘practice, however, as the Physioctats” programme was not cattied out
The only forces that could crush mercantilism were those of the utban
‘industtial bourgeoisie. It fell to the Classical school, founded by Adam
Smith, to complete thé conquest 6F mercantilism, 'in practice as well as
.in theoty. If the Physioctats dreamt of rapid successes for productive
agricultural capital, the Classical school struggled against mercantilism
in the name of ijtﬂdi caprtalism To best
“andérstand Smiith's doctrine we must fitst knmﬁl—g’ébout the
state of industrial capitalism in England round about the middle of
-the 18th centuty, on the eve of the industrial revolution. :

The 18th century was a transitional period in the histoty of English
-industty, and was charactetized by the coexistence of different forms
of industrtial organization: fust there wete mdepena’mt bandicrafis,
which still existed as a telic of the past; second, there was 2
widely-diffused system of cottage, or domestic’ Jarge-scale industry;

M

and third, there had by now appeared large, centralized capitalist
enterprises, or manufactories

At the beginning of the 18th century there wete still large numbets
of independent crafismen in England Defoe has left an intetesting
porttait of the life of the independent master cloth-makers who lived
neatr Halifax: ‘at almost every House thete was a Tenzer, and almost on
evety Tenter a Piece of Cloth ot Shalloon. ' . evety Clothier
.must keep a Horse, pethaps two, to fetch and carty for the use of his
‘Manufacture  so evety Manufacturer genetally keeps 2 Cow of two,
ot mote, for his family .. " * . a House {is] full of lusty fellows, some
at Dye-fat, some dtessing the Cloths, some in the Loom ¢
Women and Children . are always busy Catding, Spinning, &c
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so that no Hands being unemploy’d, all can gain theit Bread, even from.

the youngest to the antient; hatdly any thing above four Years old,
but its Hands ate sufficient to it self *[1] The craftsmen preserved theijr:
independence thanks to the fact that it was they themselves who were‘
carting theit commodities to neatby markets for sale. '
Howeéver, once at this market the craftsmen usually had to sell their-
commodities not directly to the consumer, but to a mddleman. The
cloth makers who lived near Leeds brought their cloth into Leeds twice

a week, where trade was first carried out on a bridge and later on in

two coveted matkets Each cloth maket had his own stall to which he
brought his cloth. At six of seven in the motning, at the peal of the’
‘bells, the merchants and middlemen would appear and start bargain-
ing with the cloth makers, concluding all their business in about an-
hour, By around nine o’clock the benches had been cleared and th

market was deserted. Under this set-up the ‘masters, though still”

maintaining their independence, were already selling their commodi-
ties to the merchant, rather than to the consumer '

This need to sell to the merchants was caused in most cases by the
specialization of the crafts, by the fact that each was concentrated in 2
specific tegion, and by the expanmsion of the market. If the cloth
makers living around Leeds, fot cxample 3pcc1ahzed in the manufac
tute of a particular type of cloth, its consumption was obviously not;

limited to the Leeds area alone; it would be exported to other English-
towns of even abtoad As the master could not deliver his cloth himself

to such far-flung matkets, he would sell it to metchants whose loaded
catavans used to take the goods to the vatious fairs and trading towns
of England

Also, the remoteness of raw matenals markets, for example, thc-
" impossibility of going to the latge trading cenues to buy wool, led to:
the same result: the raw matetials wete purchased by merchants, who
distributed them to the masters for working up Thus, in Lancashire,
weavers used to supply themselves with warps and wefts, work them

up, and transpotc the finished products to market Gtadually, howevet, -

it became more difficult to acquire thtead, at which point the
Manchester merchants began to distzibute warps and cotton to the
weavers, and the weavers became dependent upon them.

In othet situations the dependence of the craftsmen upon thc
merchants was brought about by the need to buy new means of
production Advances in weaving technology demanded that each_
master have a greater numbet of looms Lacking the means for this, it
was the buyers up who oidered the additional looms and passcc_l
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them out to the masters

Thus the changing conditions of producing and selling commodltles

. (the specialization of crafts, the wider market over which these
“¢ommodities wete sold, the remoteness of markets for the purchase of
raw matetials, the need to expand the means of production) caused
the master craftsman to be gradually subordinated to the buyer up.
In Leeds the master still brought his .own commodities to the

merchant in town. Gradually, however, the merchant began to come
to the master fot them. The London merchants themselves travelled to

“the masters, bought up their commodities, and paid them in ready
~cash. In Birmingham the buyers up went around the master lock- -
‘smiths on pack-horses buying up their commodities Cut off from the
~matket, the craftsman became dependent on merchant capital.

So long as the craftsman could sell his commodities to a number of

" merchants he could still retain a degree of independence : But little by

little he would become increasingly dependent upon one merchant in
patticular, who would buy up his entire output, place advance ordets

-for his wates, extend him advances, and, finally, begin to supply him
~with raw matetials (and, less frequently, with implements of produc-
‘tion) From this moment on, the product belonged no longer to the
“craftsman (who was now receiving simply a recompense for his
. labours), but to the buyer up He, in his tutn, became a puttet out,
“with many small-scale master ciaftsmen—craftsmen who had become

dependent cottage labourers Independent handicrafts gave way to the
cottage, or domestic system of large-scale industry, the spread of which

signified the penettation of commercial capital into imdustry, and

paved the way for the complete reotganization of 1ndustry on a

- capitalist basis

During the 17th and 18th centuties, concurrently with the spread of

" the domestic, or decentralized system of large-scale industry, manu-.
Jactorres made their appearance These wete more ot less large-scale,

centralized capitalist enterprises. The manufactoty differed from the
domestic system in that the workers wotked not alone at home, but on

“asingle premises, which had been set up by the entteprencur It was
distinguished from the later factoty by the predominance of manual
“labour and the absence of any application of machinety.

The manufactorics came about sometimes independently of the

- domestic system and sometimes directly ox£ of 2z They arose indepen- -
“dently wherever it was a case of a new, previously unknown branch of

production being implanted in a given country: either foreign entre-

preneurs, together with their hited personnel, ot individual mastets,
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‘who would subsequently join togethet into a single ‘manufactory’
‘would be sent for to come from abroad It-was in this manner tha
- many manufactories atose in France—with the active participation o
the state In other cases they grew directly out of the domestic system :

! the buyer up, who had previously put out raw matetials fot individuah
cottage wotkers to wotk up at home, would gather these wozkers'
\togcther onto one premises whete they would have to wotk under his

ducct supervision The dependent cottage labourer was being conver;
ted into a hited worket (a proletarian) receiving 2 wage. The buyc;
up-puttér out was becoming the ditect organizer of production, a
industrial capitalist  If the spread of the domestic system was 2 sign o

commercial capital's penetration into industty, the setting up of’

manufactories signified the completion of this process and the coming
into being of mdustrial caprialism in the strict sense of the word.
By bringing the workets together under one roof the enttepreney

rid himself of the unnecessary expense involved in distributing the

matetials to the individual cottage labourers and in transfetting the
output of some wortkets to others for further processing; at the sam
time he gained better control over the raw matetials, since under the
domestic system the putters out were always complaining that th
cottage workers wete keeping back part of the raw materials fo

themselves On the other hand, the domestic system did relieve the

entrepreneut-buyer up of all fixed-capital costs (buildings, imple
ments of production), while it made it possible for the cottage worker:
to wotk at home and combine theit activity with subsidiary occu
pations (agriculture, growing fruic and vegetables, etc ). It was becaus

of these advantages that the domestic system proved able to compete;
with the manufactorics, all the mote so since the latter held no special -

advantages in terms of technology The manufactoties were, therefore

unable to oust and teplace the domestic system on any significant;
scale—this was 2 task that only the factories, with their extensive
application of machinety after the industiial tevolution of the end of "~
the 18th centuty, had it within their powet to accomplish. Indepeny.
dent handictafts and the domestic system existed side by side with the!
ewly established manufactories which did not so much teplace them/.
as wrest from them individual processes of production which, because

of the complexity of theit production process, the high quality of the
‘raw materials involved and so on, demanded special supetvision ove
the workers. Often only the very first and last production processe:

wonld be carried out within the manufactory, with intermediate’

processes being done at home by cottage labourers Hence we vety,
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‘often see the combination of the manufactory with the domesnc
“yystenn: a few dozen wotkets (in tate cases-a few hundred) would be
labouring in the manufactory, while its owner would at the same time -

be distributing a substantial amount of work for cottage workets to

work up at home.
Although the manufactory did not become as widespread during the

17th and 18th centuries as did the domestic system or the 19th
“century factoxy, it nevertheless played an important role in the history
“of economic development It signified the appearance of industrial
‘capitatism, with its own charactetistic social and technological
featutes: 1) the division of society into a class of wdustrial capitalists

and 2 class of bired labourers: and 2) the domination- of Jerge-scale

- production based on the division of labour (although without the
“application of machinery)

- In the age that preceded the appearance of the manufactories the
“money capitalist (the usurer and . financier), the metchant capitalist
“(the merchant), and the buyer up-puttet out wete familiar figures.
“The latter reptesented a hybrid between the merchant and the
‘entrepreneur His ptimaty line of business was still ttade, and he

undertook the organization of coteage industry only insofar as this was

“necessaty fot the more successful vending of commodittes. His income
" was equally hybtid in chalactet, being made up pattly of commercial
- profit (*profit upon alienation’) earned by selling commodities where
“there was a favourable market, and partly from the exploitation of the
_cottage wotker-producer With the appearance of the manufactories
‘the ndustrial capitalist in the nattow sense of the word gradually
~emerged with his own charactetistic form of income—mdustrial profit
. The owner of the manufactory saw his main job as organizing the
* process of ptoduction. He gave up his commercial 1ole, usually selling

his commodities to merchants, who received the profic from trade
At the same time, it was In the manufactory that the process of

forming an industrial proletariat was being completed Of course, the
_socio-economic processes that created the preconditions for the pro-
+Jetariat’'s appeatance had been going on long before the sptead of
-manufactories, proceeding with especial intensity in the 17thand 18th
: centutics (the cteation of a landless peas
“the craftsmen, the exclusiveness of the guilds and the difficulty of
-becoming a master, the separation of th
~masters) The industrial proletatians had thei
-fourneymen and cottage labourers The journeymen, however, never
‘gave up hope of acquiting simple instruments and becoming master

tty, the impovetishment of

joutneymen from the
foretunners in the
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craftsmen; the cottage labourers, recruited from the semi-proletarian-
ized craftsmen and peasants, preserved an illusory independence -
‘thanks to the fact that they wotked at home, had theit own'
: Implcmcnts of labour, and drew subsidiaty eammgs from agricultute
The joutneymen and cottage workers tepresented an intermediary *
type, between the independent producer (the craftsman and peasant)
and the wage labouret. The workers in the manufactories were
proletartians in the exact sense of the term: the large-scale nature of
production left most of them with no hope of joining the ranks of the
entrepreneurs. Deptived of all implements of production, they
received their income sttictly from the sale of their labour powet,
i.e., quite precisely, a wage. And although there were still innumer-
able' theeads tying the manufactory wotkers to craft production and
cottage industry (they had often been craftsmen and cottage labouters
before, had hopes of going back to their previous illusory indepet
dence, sometimes drew an auxiliary income from a plot of land or.a-*
vegetable patch, and in a few cases even fetained theit own simple
insttuments which they cattied with them to wotk in the enterptise),
theit work in the manufactory put them in the social position of hired
proletarians and gave theit income the social character of a wage. .

Moving from industtial capitalism’s social characteristics to its
technological ones, one can say that in retms of its implements of
labour the manufactory still preserved a continuity with handicrafts,
-while in tetms of its orgamization of labour it paved the way for the
factory. The extensive application of machinery, which was to ensute
the factory production of the 19th century its rapid development, was
still unknown in the manufactory. The basic form of the capitalist
organization of labour had, however, already been created: large-scalc
producnon based upon thc division of labour Alongside the prev- -
tously existing socza/ division of labour between individual enterprises
appeared a manufactuting, ot zechnical division of labour within the
enterprise itself. :

The break down of the production process into separate stages had
also existed within guild handicrafts Thete, however, it occutred
simply as a social division of labour between individual craft enter-
prises: the carders worked up the wool, after which they passed it onto
the mastet spinner who prepated the varn; the weaver wove the
matetial, the dyer dyed it, and so on Within each workshop .the
division of labour was practically non-existant The transition from
handicrafts to the manufactory was a twofold process: in the fust place
previously independent crafts or processes of production wete grouped

England during the nmud-18th century _ 159

-together in a single manufactoty (for example, a manufactory making
‘cloth would join together catders, spinners, etc.); in the secoﬁd
place, each individual process of production (e g , carding or spin-
‘ning) would be further broken down into a series of even more
‘detailed operations. By &reaking down the process of production and
_then combining them according to a single plan, the manufactory
-acquired the features of a complex, differentiated organism, in which -
_individual jobs and wotkets formed a necessary complement to ‘one
~another

Hand 1 hand with this break down of the production process went

the specialization of the workers. A specific worker was assigned to
“each detailed opetation, to be occupied with this and this alone. The
“mastet craftsman possessing mote ot less universal technical knowledge
~(within his own profession, of course} was replaced by a worker

concerned with only a detail or pars of the process, and who, by

‘constantly repeating one and the same simple, monotonous operation
‘became capable of performing it with great petfection, speed, and
_dexterity. Although the majority of opetations was still performed by
workers who were trained craftsmcn, the more simple jobs were
-alteady beginning to be cartied out by workers who wete untrained—a

group completely unknown in the period of the guilds On the other

~hand, the need to co-ordinate the joint work of many individuals

within a smglc entetprise led to a division within the leading

‘organizing petsonnel: besides the entrepreneur, who was the ultimate
-organizet of the enterptise, there appeared foremen, ovetseers,
‘checkers, etc. With the manufactory, wotkers began to be broken

down into hotizontal groups: although trained craftsmen or skilled
wotkers still formed the basic nucleus, they now had untrained

-wotkers underneath them and managerial personnel above them.
- Finally, parallel with this specialization of the workers came the
'specialization, or differentiation of the implements of labour. A

particulat tool would be modified depending on the natute of the

“opetation it was meant to perform Hence appeared different types of
‘hammers, cutting tools, etc , each of which was adapted as best as

possible to 2 given detailed operation Tools, however, continued to

. be manually operated, with theit action dependent on the strength

and dextetity of the hands that guided them They wete little more

‘than a supplement to the living wotkers, -who still' occupied the -
primary place within the production process The manufactory relied
-on manual technology, the high level of productwity of which was
owing to the bresk down of the process of production, the
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specialization of thp workers, and the differentiation of the zmple
meents of labour.
Thus in 18th century England new, capirtalist relations were devel

oping within industty alongside the previously-existing guild haadi-.

crafts: the domestic systems had become widespread; less so th

manufactory In the course of its growth capitalist industry came up.
against obstacles created by outmoded yet extant legislation: in -
particular the gus/d system, which in its day had been set up o protcct--

the intetests of the crafts, and the policy of mercantiliim,

The guild regulations cxtended the right to engage 1ndepcndcntly}-

in industty only to those persons who had taken a seven-year course of

study and had become members of a guild (this was Elizabeth I's law:
on apprenticeship, issued in 1562 and still in force in the 18th

century). These same regulations forbade the sale of commodities to
any buyer up who was not in a guild The ptohibition on taking in

more than a certain number of joutneymen and apprentices held back::
the construction of manufactories, Strict compliance with guild:

tegulations would have made it impossible for the domestic system

and the manufactoties to spread But the demands of economic-
development proved stronger than outdated legislation. The guilds.
themselves wete gradually compelled to allow wotk to be done for
buyers up, since craftsmen were now producing for far away markets.
and could not have managed without their assistance. Already in 16th-
century Strashourg, for example, weavers unable to find a matker for:
their goods were beseeching merchants in every way possible to buy up’
‘their wares. The guilds were mote stubborn in their struggle against:

the manufactories, but they still could not halt their development To
escape the guild resttictions the putters out and entreprencurs trans-

ferred their activities to ruzaf areas, ot to new towns which were not-
subject to the guild regime  Yet even in towns where the guild system
was in fotce, regulations wete completely &y-passed in the intereses of -

the capitalist-entrepreneuts—new branches of production, non-exist-
tent when the guild laws had been issued (e g., cotton textiles), were

exempted from their application The law providing for Justices of the
Peace to set compulsoty wage levels also gradually fell into disuse: as
late as the mid-18th century, Patliament reaffitmed the legal force of -
this law in the interests of the small-scale master cloth-makers, but was:
soon compelled to repeal it under pressure from the capitalists.

engaged in cloth making
Mercantilist policy, which in its day had served to implant th
capitalist economy, over the course of time turned into a brake o
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' .its further development. The zealous pattonage affotded to favéurc_d

branches of native industry harmed the growth of industrial capitalism
n other sectors Por many yeats, for instance, the English government,

+acting in the interests of the cloth industry, had forbidden, ot put all
" kinds of constraints upon the development of the cotton textile

industry that was latet to assure England her dominant position tn the

- wotld market. The monopolies of the privileged trading companies
- were hampering the initiative of individual ptivate tradets and
. industrialists The system of tigid profectionism, which it is true still
- found support from some industrialists, was already becoming supet-
~ fluous and even harmful to the most important sectors of English
~“industty—textiles and metallurgy—which wete in no way threatened

by foreign competition and had everything to gain from doing away
with the obstacles standing between them and the wotld markec
To ensure the powerful development of indusuial capitalism and to

:_'tum England into the world’s factoty required that trade and industry
“be freed from the restrictions of the guilds and mercantilism. The
- ideas of free trade that Notth had expounded and Hume had

developed (as did the Physiociats in France) had gained wide currency

by the second half of the 18th century Adam Smith owed his book’s

brilliant success above all to its eloquent sermons on behalf of the

" freedom of trade and induscry

Adam Smith can be called the economast of the manufactory period
of capitalist economy. Only an economist who had observed the

.- growth of industrial capitalism through large-scale manufactoty enter-
- prises could present a general picture of the capitalist economy and

analyze its separate elements in 2 way so matkedly different from the
Physiocrats Smith for the most part portrays the capitalist economy as

" a manufactory with a complex division of labour: hence his theory
- of the division of labonr. Smith opposes the Physiocrats’ false ideas

about the class division of socicty, by consistently and cortectly
dwiding society wnto the classes of capitalists, wage labourers, and

- landowners. He cleatly differentiates the forms of incosmze approptiate
-to each of these classes and isolates the category of mdustrial

profit—an enormous advance over the Physiocrars’ naive notions of
profit Once profit is identified as a specific categoty one does away

*both with the identification of rent with surplus value and with the
- ‘theoty that the origin of surplus value lies in the physical productivity
of the land Smith seeks the source of value and surplus value in

labour—aot simply agriculwural labout, but industtial labour as well.

~ Despite falling into some fatal errors in formulating this theory of
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value and in attempting to -deduce from it the phenomena of :
distribution, Smith is nonetheless the first to make the Zbour tfaeozy._
of vafue the touchstone of his entite economic theory. Smith’s theory
of capital matks a tremendous step forward The technical fearures of -
“industrial capitalism charactetistic of the manufactoty period find
theit theoretical teflection in Smith’s docttine on the division of
labout; its social characteristics are reflected in his theory of social
classes and forms of income (espcczally his theory of industrial pxoﬂt),:-
“in his labour theory of value and in his theory of capital.

1 Daniél Defoe, A Tour Thro' the Whole Ilend of Great Britain, Vol 1I {London;

Peter Davies, 1928}, pp 601-02 A tenter is a rack used for stretching clothy

a shalloon §s a thin piece of cloth used for ¢oat Nnings Although Rubin . -
presents this in his Russian text as onc continuons passage hc has in fact strung,

together individual sentences taken from separate paragraphs in Defoe’s narracwc
We have broken up the sentences as they appear in Defoe’s original

CHAPTER NINETEEN

Adam Smith, the Man

On the surface Smith’s life is vety straightforwatd. He was botn in
172% into the family of a customs official, in the small Scottish town of
Kitkcaldy Displaying exceptional abilities at an eatly age, he devoted
himself primarilyr——and assiduously—to the study of philosophy
Beginning in 1751 Smith spent 13 yeats as a professor at Glasgow
University, where he taught 2 highly successful course in ‘moral
bhifosophy’ Following the spitit of the 18th-centuty Encyclopedists,
the course was not confined simply to ethics, but covered theology,
sthics, natural right, and, finally, a section which would now be most
accurately called economic policy Smith’s economic theoty grew out
of the last of these. At that time Glasgow University had no separate
chair of political economy, which is not surptising since political
sconomy had not yet formed into an independent science: mercantilist
writings were largely practical in character, while for those thinkers
disposed towatds theory, political economy still remained a subot-
dinate part of philosophy and natural right At first economic
questions had this same subotdinate status in Smith’s thmkmg He
Jevoted his main efforts to his wotk on ethics, and in 1759 he
sublished Tée Theory of Moral Semtiments, which earned him great
enown

When Smith incorporated economic problems into his course on
motal philosophy he was possibly following the example of his
sredecessor in the department, the famous philosophet, Hutchison.
However, whereas Hutchison used to deal with economic questions
nly in passing, Smith gradually made them the focus of his scientific
awctivity Smith moved from philosophy to political economy, just as
Quesnay had followed the same path from philosophy and medicine.
in peither case can this transition be seen as putely accidental: if
Quesnay’s evolution could be explained by his growing concern with
‘he economic problems of mid-18th century France, what influenced
Smith was firstly, the great changes taking place at the time m English
sconomic fife, and secondly, the influence of his cldcr contemporaries,
Hume and Quesnay .

England was in transition from thc age of commercial capital
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to that of zwdustrial capatalism, and the changes in economic life werg
so considerable that they could not fail to attracr the attention and:.
interest of anyone living at the time Nor should it be thought that”
these changes went unfelt in far away Scotland. The Impiantauon of
industrial capitalism was proceeding there with especial success and
rapidity During the first half of the 18th century the number: of
large-scale manufactories was actually greater in Scotland than in "
England; roinz stock companies had been set up in the cloth and linen:
industties In the Scottish mountains the mertallurgical industry had
made great headway: it was there, in the celebrated factories of Cotran
that the famous Watt, the future inventor of the steamn engine, built
his fitst improved machine in 1769—the pump. The yeats when Smithi:.
lived and taught in Glasgow saw an unusually rapid development of
trade and industry in the city—large-scale manufacrories wete estab
lished, banks wete set up, and port and shipping facilities wcre :
1mprovcd
Scotland’s tapid economic dcvelopment in the 18th centuty ex
plains why it was that commercial-industrial and intellectual circles:in:”
Glasgow displayed what for theit day was a lively interest in economic.
questions. A political-economy club had altcady been formed iin~
Glasgow in the 1740’s, which, given the date it was founded, would "
obviously make it the fitst in the wordd Smith was an habitué of this -
club and met there weekly with his friends. Both the conve:sauons :
inside, and local events going on ousside the club’s walls gave”
economusts food for thought' Watt, whom we have already men.
tioned, had bis workshop in Glasgow, whete he carried out expet
iments on a new type of machine When the local guild corporation’
fortbade him in 1757 from conducting any further experiments Smith -
eatnestly took up his case, and Wartt was soon allowed to continue hi
work in the University wotkshop
Besides his obsetvations on what was actually going on around h1m :

close friend of Smith) had published his cconomic works at the
beginning of the 1750°s. A few years later appeated Quesnay’s first %3
atticles and his Teblean Economigue Both Hume and the Physiocrats
{whom Smith got to know personally later on in Patis) cxe1c1sed a4
sttong influence on him ¢

Smith later recalled his thitteen yeats as 2 professor as the most_-;
useful and happiest petiod of his life He closed these years as the
celebtated authot of The Theory of Moral Sentiments, and with a plan
for a general economic wotk In 1764 he gave up his professorshi
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at his own request in order to travel to France as the preceptor of a

young lotd. In all, Smith spent more than two and a half years in

France, including nine months in Paris where he met with eminent ...
philosophets and teachers including Quesnay and his followers In

Paris Smith was already known as a philosopher but had still not’
proved himself as an economist; in the wotds of the Physiocrar,
Dupont, ‘he has still not shown the stuff thar he is made of’

At the ume of his Paris visit Smith was already telling his friends

that he was contemplating a substantial wotk on economic questions.

‘Upon his return to England at the end of 1766 he decided to devote all
“his efforts to catrying out this plan Rather than retutning vo university
‘life, he settled in his native Kirkcaldy, that small towh where for seven

yeats he led a secluded existence working on his opus None of his
friends’ effotts to tnduce him to give up his solation met with any
success ‘I want to know’, wrote Hume to him, ‘what you have been

doing, and propose to exact a rigosous account of the method by

which you have employed'yoursclf during your retreat. 1 am positive

‘you are in the wrong in many of your speculations, cspcually where
you have the misfortune to differ from me ’[1] Hume again writes, a
few vears later, ‘I shall not take any excuse from your state of hcalth,

which 1 suppose only 2 subtetfuge invented by indolence and love of

solitude Indeed, my deat Smith, if you continue to heatken to

complaints of this nature, you will cut yourself out entirely from
human society, to the great loss of both parties.’[2]

~ The years in isolation had not been in vain In 1776 Smith’s great
wotk, A» Inquiry into the Nature and Causes of the Wealth of
Nations was presented to the world; it earned him universal acclaim
and opened up @ mew erq in the bitory of economic thought From
this moment onwards, political economy ceased to be eithet an
aggregation of scparate discoutses ot an appendage of philosophy and
natural right: it emerged as a systematically and coherently ex-
peunded independent theoretical science Even before Smith the need
had been felt for such a scientific synthesis. It was no accident that,
just as they were about to pass from the scene both the economic
schools that ptrecedéd Smith had, as it were, wished to present the
world with a synthetic exposition of their knowledge and ideas:
approximately 10 yeats priot to the appeatance of Smith’s work the

‘world had received a general statement of the mercantilist position in
James Steuart’s Az Inguiry wnto the Principles of Political Qeconomy,
while Tutgot had generalized the work of the Physiocrats in his

Réflexions sur la formation ef la distribution dev richesses Neithel
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of these books, howevex was capable of opcmng a new scientific age
“the first because its underlying theoretical ideas were either not-

~ quence with which it propounded the ideas of free trade - The struggle.

" topical a level to afford Smith the luxuty of a putely theotetical:

. mercantilism. Today these sections of Smith’s work hold merely.
historical intetest; the fitst two books, on the othet hand, wete to form'
~ the basis for theoretical economy’s future development.
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worked out or mistakenly presented, the second bécause the Physio-.
crats’ hotizon never looked beyond the sphete of agriculture It fell .t
Smith to give a theoretical formulation of the phcnomcna of usmg
industtial capicalism.

Smith’s book owed its immense success on the one hand to I[s
quality of theoretical gemeralization, and on the other to the ¢lo

for and against mercantilist policy was still being carried out at to
mvestlgatlon Of the five books of Tbe Wealth of chtzom only th_

material and ptoblems of economic pohcy predominate in the othg
three, with special consideration being given to the polemic against:

Smith lived for a further fourteen years after the publication of The
Wealth of Nations. The growing pressutes of his work on the Board of"
Customs and the tofitmities of old age left him little time and energy
for scientific labouts. It is true that right up to his death he continued.
to entertain his life-long dream of rounding off his scientific-philo
sophical system by writing those parts that were still missing He
gathered together materials for wotks on law and the history of:
literature, but not long befote his death in 1790, he butned hIS
manuscripts -

1 Hume sletter to Smith of 20 August 1769 in The Correspondence of Adam Smths:
cdited by Ernest Campbell Mossner and lan Simpson Ross (Oxford Oxford
University Press 1977) p 155 :

2 Hume; letter to Smith of 28 January 1772 54 p 160

life. ‘Mr. Quesnai’, he wrote,
‘political body] would thrive and prosper only undet 2 certain regrmen,

CHAPTER TWENTY

Smith’s Social Ph_ilosbphfr

“Smith’s economic systern like that of the Physmcrats was mumately

linked with his docttine of natural right In 18th-centuty. England, as

'in the France of the same. petiod, the boutgeoisie, as we have scen, had -~
“still not managed to completely emancipate the capitalist economy
from the bonds of antiquated legislation; it is therefore under-
' standable that it sought to sanctify its class demands (which coincided -
“in this petiod with the interests of overall national economic devel--
“opment) with the authotity of an etetnal, rational, ‘natural’ right. But
"it is noticeable that Smith’s views on natural right depart significantly -
from those of Quesnay. The idea of natural right was central to
‘Quesnay’s system, In his view, any positive legislation contradicting
“natural tight would bring tuin to the country and the degradation of
Hits economy: economic progress or regression depends upon whethet
‘the dictates of natural right are cattied out or violated.

* Smith ascribed to legislation a2 more modest impact upon economic
scems to have . imagined that [the

the exact regimen of perfect liberty and perfect justice. He seems not
to have considered that in the political body, the natural effort which

‘évery man is continually making to better his own condition is a
winciple of presetvation capable of preventing and’ correcting, in

many respects, the bad effects of a political oeconomy, in some

‘deégree, both partial and oppressive Such a political oeconomy,
though 1t no doubt retards mote ot less, is not always capable of
stopping altogether the natutal progress of a nation towards wealth
-and prospetity, and still less of making it go backwards '[1] Econornic

brogress forces a way for itself, whatever the retatrding influence of

-poor legislation that violates the principles of natural right.

The explanation for this marked difference in the views of Quesnay

‘and Smith lies in the differing ecomomic comditions of France and

England in the 18th century. In France, capitalist agticulture was not
so-much an actually-existing phenomenon as a Physiocratic slogan

that had still to be put into practice. Given France’s feudal sutvivals
-and absolute monarchy, the extensive development of capitalism was-



 political obstacles. There follows from this an important mcthodo_

LLOoWs 1or R ec
cgoistical nature steives constantly to tmprovc hlS own condition, is ‘{2

168« Adam Smith

genuinely. 1mposs1ble without 2 fundamental social and polmcal'
revolution and the implementation of the ‘natural law’ of bourgeois
society This accounts for the extreme importance of natural right in:
Quesnay’s system England in the 18th centuty found itself in a
diffetent sitination Despite the continuing political domination of the
landowning oligarchy, the basic social preconditions for the devel:
opment of capitalism wete alteady present. The capitalist economy was
developing rapidly, either breaking ot bypassing the scpatate guild ot
mercantilist testrictions which, despite slowing down the formet’s
g:owth could not halt it—hence Smith’s view that economic progress:
is continuous, even where legislacion is bad and contradicts . thc
principles of natural right :

Thus for Smith economic forces prove stronger than legal and

logical ptincipal: it is possible to study the action of economic forces
independently of the legal and political environment within whic
this activity takes place Smith, in this way, cavtiously cuts the.
umbilical cord binding political economy to natural tight—a cord
which for Quesnay had formed an unbteakable thread Political:
economy becomes an mdependent science, and this is one of the great
achievements of the Classical school On the other hand, the ground is
being prepared for counterposing efernal and immutable economis
laws to historically transient -and alterable socio-political conditions,
and this is one of the Classical scheol’s flaws In théit view, the naturé
of economic forces does not alter, even though they may he compelled -
to operate in different social surtoundings. In Smith’s eyes economic
life is a combination between cconomic forces, the nature of which
does not alter, and historical conditions, which do: the latter acceler:
ot slow down the movement of the former, but do not change therm
nature Although an interest in changes in histotical conditions is not
foreign to Smith, he sces the economist’s main task as studymg thc
activity of economic forces which by natute are immutable _

What do these economic forces consist of? As is clear from the:
passage quoted above, Smith has in mind ‘the natural effort which
every man is continually making to bettet his own conditon '[2]
These ‘mmm/ effort:’ of each indzvzdzfa/ are a- pmpctual sz‘mzulm to"

mote interested in that which directly concerns himself than he is i
that which concerns others’ [3] Within the complex and changing
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" web of economic phenomena we will find one comszanzly acting force:
' *the uniform, constant, and upintertupted effory of every man 1w
- better his condition, the principle from which publick and national, as

well as private opulence is originally derived ’(4] For Quesnay the

“necessaty condition of economic progress is the implementation of an
- smmutable system: of natural right; for Smith it is the activity of the
. immutable nature of ‘ecomomc man’ The type of ‘economic man’ at-
- the centre of the Classical school’s constructs, in independent putsuit
.- of his own personal intetests through free competition with others, is

"none other than an idealization of the independent commodity

producet tied to other membets of society by relations of exchange and
-~ competition The Classical economists took the socially-conditioned
‘and histotically changing nature of the commodity producer and
elevated it to being the naturally-conditioned and immutable nature '
. of man in genetal

Once the aspiration of the individual to better his situation is made

- to flow from the constancy of human nature, it is obvious that it will

_be operative in alf historwcal epochs and under any social conditions
- Smith challenges the view (which he attributes to Quesnay) that the
* individual exhibits this sttiving only under conditions of complete
.- freedom, Smith's view is that it has been operating many hundreds of

yeats before complete freedom (i.e., the boutgeois ordet) was evet

" realized, gaining victoty over bad administration and legislation

Unfavoutable social conditions ate certainly able to retard the activity
of these economi¢ forces Undet slavery, for instance, the wotkers had

. no personal interest in the progtess of production, whereas ‘on the
" contiaty, when they are secure of enjoying the fruits of their industry,
" they naturally exett it to better their condition’.[5] Invariable human

nature manifests jrself. most forcefully under definite social conditions,

namely those of the boutgeois o1det based on private proper.ty “and

“Untestricted compesrrion Instedd of explaining the nature of man-as-
‘cornmodity-producer by the conditions of this social system, however,

Smith sees the lattet simply as an additional condition for the full

~ outpouring of the individual forces located within man’s permanent
-~ nature The victory of one social system over another (the bourgeoss
" order ovet the feudal) appears to Smith (as to other members of the

18th-century Enlightenment) as a victoty of man’s ‘natural’, immu-
table natute over the ‘attificial’ social institutions of the past And as

- the new bourgeofs social insticutions are a necessary condition for the
. complete manifestation of the invatiable nature of the individual,
-+ they thereby take on the character of cternal, ‘natural’ forms of
‘i, economy. B
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Thus the starting point of Smith's investigation, his abstrace

economic man, is studied, so to speak, within a bourgeois encitclement;..
i.e , the commodity-capitalist economy. This abstraction from social
factors, for all the etrors it produced in evaluating such factors through'-
the prism of human ‘natute,” ptoved to be the saviout of Classical
theory. For it allowed it to become a zheory of commodity_-mpimfis; .

ECONOMY.
How does Smith bridge the gap from his abstract individual to

commodity-capitalist society? True to his original individualistic ptin. .-

ciples, Smith moves from the individual to society Society is com-

posed of separate, independent individuals: the social phenomenon is .
the result of these different individuals interacting with one another; &
social unity (insofar as we ate talking about the economic side of society) -
- is fashioned out of, and held togcthcr by these individuals’ personal .
interests So far as their economic contacts are concetned each i

individual enters into intercourse with others only insofar as this is

dictated by his own personal interests and promises him some form of

gain The form of this intercourse is exchange ‘The propensity to

tuck, bartet, and exchange one thing for another’ is an essential
principle of human nature. This petmanent charactetistic causes:

individuals to join together into an cxchangc society

Society looked at as an economic unit, is an exchange society whic_h'
sepatate persons enter into out of their personal meterests. Already in
Smith’s eatly wotk, The Theory of Moral Sentiments, we find this

extremely revealing passage: ‘Society may subsist among different
men, as among Jifferent merchants, from a sense of its utility, without
any mutual love ot affection; and though no man in it should owe any

obligation, or be bound in gratitude to any other, it may still be . .
upheld by a mercenary exchange of good offices according to an-

agteed valuation '[6] Smith conceives of economic intetcourse be-

tween people as a form of exchange, in other wotds, as ecomomic

intercourse between the owners of commodittes Smith develops this
idea further in the second chapter of Book I of The Wealth of Nations:
‘But man has almost constant occasion fot the help of his brethten,

“and it is in vain for him to expect it from their benevolence only He =

will be mote likely to prevail if he can interest their self-Jove in his

favout, and shew them that it is for zhedr own advantage to do for him.

what he requires of them Whoevet offers to another a batgain of any

kind, proposes to do this, Give me that which I want, and you shall.

bave this which you want, is the meaning of every such offer; and it is

in this manner thar we obtain from one another the far greater part-
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of those good offices which we stand in need of It is not from the

“ benevolence of the butcher, the brewer, ot the baket, that we expect
. our dinner, but from their regard to 2hesr own mterest.’ [7] An indi-

" “yidual’s personal interest ptompts him to enter into exchange with
"> othet people; and the aspiration to exchange, as we shall see, calls fon:h
" in tutn the division of labour between people

¢

" vidualist and rationalist method. Smith explains the otigin of the most

The argument just ptesented brilliantly charactetizes Smith’s mdz—

important social stitutions (in this instance, exchange and the

 division of labour) by the undcvxaung nature of the abstract individual
-—his petsonal interest and conscious striving for the greatest gain He
" thereby attributes to abstract man motives and aspirations (here, the
- steiving to barter or exchange) that ate in fact the res#/t of the influence
“exercised on the individual by these same social instizutions (the
. division of labour and exchange) over long petiods of time—influences

~which he then adduces as 2 means of explaining these institutions

Smith deduces the basic socio-economic institutions that chatacterize

. -the commodity-capitalist economy from the nature of man; what he
-~ takes as human nature, howevet, is the determinate natute of man as it
. takes shape under the influence of the commodity-capitalist economy

.Smith applies this same method of moving from the individual to

+ society when explaining other socio-economic institutions. He explains
“‘the. appearance of money by the simple fact that, owing to the

inconveniernce of  matura exchange, ‘every prudent man in
every period of soctety, after the first establishment of the division of

.. labour, must zzzzrally have endeavoured to manage his affairs in such
' a manner, as to have at all times by him, besides the peculiar produce

_of his own industty, a cettain quantity of some one commodity ot

=."other, such as he imagined few people would be likely to tefuse in
_‘exchange for the produce of their industry ’'[8] The words that we have
“italicised are those which especially characterize Smith’s method. We
- should look for explanations of social institutions in the natute of

Cevery man’, that is, in the personal intetests of each individual; hence

we call Smith’s method mdrvidualiss We call it razionalist because, in

- talking about the ‘prudent’ man who consciously weighs up his
- “advantages, Smith takes the rational caleulation of the benefits and
“--losses inherent in-distinct economic activities—a calculation which
- only develops within the soil of highly developed commedity and
capitalist economy—to be a property of human nature in general.
-~ Moreover these actions of the individual take place ‘in every period

-of society’ (once the diviston of labour has been established); chis
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- benefit both o the individual and to rociety as @ whole The first of..
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assertion reveals the anti-historical natute of Smith’s method Finally,
Smith takes these activities of the individual as ‘»etural’; here Smith.
grounds himself on the theory of natural right, inttoducing, however, =
important improvements that we will need to dwell on further. _
Accotding to Smith’s basic sociological concepition, socio-economic .
phenomena tesult from the actions of individuals as dictated by

exttemely impottant—that economic phenomena are ‘natural’
character. The concept ‘natutal’ is being used hete in two dlfferent
senses, one theotetical, the othet practical The basic proposition of
Smith’s zheorezeal system states that economic phenomena possess an
inherent, ‘natural’, law-determined reguiarity, which exists indepen-.
dently of the will of the state and is based on the immutable ‘natural’:
inclinations of the individual The basic proposition of Smith’s :
economic policy states that only when economic phenomena proceed -
‘naturally’, unconstrained by the stace, do they bring maximm -

these ptopositions made Smith one of the founders of theorerical
economics; the second made him rhc town criet  of economic.
liberafism.

Let us begin with the second proposition Once the mdmdual 'S
personal interest 1s seen as the stimulus of economic progress and the
source of all economic institutions, the individual must be given the
possibility to dcvelop his economic powers freely, without any
obstacles The main precept of economic policy is freedom of indivi-
dual economic activity and the climination of szate interference There
is no danger that in struggling for his own personal intetest the,
individual will violate the intetests of society as a whole The intetests
of the individual and those of society ate in complete harmony. Qutof |
this mutual intetaction of individuals—each of whom putsucs only his
correctly-understood personal interests—atise the most valuable social
institutions, which in turn foster a ttemendous tise in the productivi_tj -
of labour: the division of labout, exchange, money, the accumulation
of capitals, and their proper disttibution between the different
branches of production. A man ‘by pursuing his own interest, .fre-
quently promotes that of the society more effectually than when he
rcally intends to promote it.’[9] Thus ‘every man, as long as he. does
not violate the laws of justice, is left perfectly free to pursuc his own:
interest his own way, and to bring both his industry and capiral into
competition with those of any other man, or order of men The sover-
eign is completely discharged from a duty, in the attempring to
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perform Whlch he must always be exposed to innumerable delusions,
and for the propet petformance of which no human wisdom ot
knowledge could ever be sufficient; the duty of supetintending the

-industry of private people, and of ditecting it.towards the employ-
- ments most suitable to the interest of the society.’[10] The govern-
" ment refrains from interfering in economic life, and presetves for itself
" only the modest functions of defending the countrys external

security, protecting individual persons from oppression by other
members of society, and concerning itself with certain social under-

takings Economic life is given over wholly to the free play of
individual intetests. Smith, like the Physiocrats, expected that the

realization of this ‘obvious and stmple syszem of natural hberty’ [11]
would result in maximum benefit both for society as a whole and for

~ the separate classes of the population

Smith’s optimistic views—which for all the reservations that he
placed upon them made him the founder of ecomomic liberalzsm—

could make theit appeatance only in an cpoch when the industrial
_bourgeoisie still played a progressive role and i its interests coincided
* with the needs of the overall economic development of society.

Smith’s aim had never been to defend the parrow intetests of

- metchants and industrialists, towards whom he evinced no particular
- sympathy. He spoke about the condition of the workers, often with

ardent feeling, and he wanted to improve it But he was deeply
convinced that only with complete freedom of competition and the

-powerful development of the capitalist economy would it be possible

to expect any improvement in the position of the lower classes He
belteved that the working class would receive an ever-increasing shate
in che growing mass of wealth of capitalist society Capitalism’s futuse
development was to prove Smith’s optimistic expectations wrong and
lay bare the irreconcilable contradictions between the intetests of the
boutgeoisie, on the one hand, and those of the wotking class and the

. economic development of soclety as a whole, on the othet. In its day
. optimistic liberalism played a positive role as a tool foi frecing the
- productive forces of capitalist economy from the fetters of the old
" regime and of mercantilism, but later on, in the hands of Say, and
., especially of Bastat, it was turned into an instrtument for defending
“capitalism against the attacks of the socialists

Smich, thetefore, consideted the economic phenomena of bourgeois

- society to be ‘natual,’ in the sense that they had béen arranged in the
" best possible fashion and required no conscious intervention by any
‘agencies of the state ot of society. In this sense, to identify a
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phenomenon as ‘natural’ is the same as judging it as something ;
positive. Hete, to be ‘maturel’ means that it cotresponds to the -
principles of #atural right In addition to using the tetm ‘natural’ in -
an e¢valuative sense, however, Smith also employs it when making
putely theosetical judgements, whete his task is to investigate ‘2’
phenomenon as it exists, independently of any positive or negative
assessment. Here to identify a phenomenon as ‘natucal’ has a purely
theoretical meaning, indicating, as we have alteady noted, that.
economic phenomena possess an inhetent, ‘watural’ law-determined:
regularity independently of any interference from the state. When:
Smith says that the ‘natural price’ (the value) of a commodity replaces
its costs of production and eatns an average profit, he means that
whete there is fiee competition and no intervention by the state the
prices of commodities will have a tendency to establish themselves at-
the level indicated. This spontaneously established. normal level fo
the price of the commodity in question, constitutes its ‘narural’ price:’
What is ‘natural’ in this instance is the result, reached 1egularly and”
spontaneously without the state piacing any constraines upon the free ™.
competition of individuals Hence the concept ‘natural’ embraces two
charactesistics: 1) spontaneity, and 2) law-determined regularity As to;
the first, .a price is only recognized as ‘natural’ when it is the
spontaneous result of free competition and the conflict of individual-
petsonal interests; in this sense the ‘narural’ (free) price is to be -
counterposed both to the “Yegally ser’, fixed price established by the
state of the guilds, and to a ‘momopoly’ price. As to the second:
atteibute, not every matket ptice is identified as ‘natural,” but only
‘the central price, to which the prices of all commodities are contin-
ually gravitating,’[12] in other wotds, that level of prices which must
be established under conditions of maréet equiliorium, whete there is
a balance between supply and demand In this sense Smith differ- -
entiates ‘zatural’ price (value)—which expresses the law-determined .
regulatity of market phenomena—from ‘market’ prices, which con-,
stantly fluctnate depending upen fluctuations in supply and demand..
This second concept of ‘natural’ plays an exttemely impo:tant part’
in Smith’s theotetical system: he speaks of natural price, the natural
level of wages, of profit, and of rent. Here the concept ‘natural’ means,
not that the precepts of natural right ate being adhered to, but is-a”
tecognition of the spontancous law-determined regularity of market:
phenomena. Although Smith from time to time uses the term in its
first, evaluative sense, he most frequently employs it in its second,:
purely theotetical meaning; in any case, he does pot confuse the:
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*. practical and theoretical meanings of the term. Smith’s transition from
- an evaluative to a theotetical understanding of the term ‘natural’

‘matked a great step forward for the purely theoretical, scientific-cansal
study of economic phenomena
The economic investigations of the metcantilists wete practical in

_character. Their wotks were overwhelmingly a collection of practzcal
- prescriptions tecommended to the state for implementation The
- ‘embryos of a theoretical analysis that we find in Petty had little impact
. upon the general train of mercantilist thought, With the Physioctats as

well, attention was focused not so much upon investigating that which
existed (i e , the real phenomena of the capitalist economy) as upon

_elaborating that which ought to have existed (i e, the conditions
‘which had to be realized if the nation’s economy was to floutish) -
They looked upon their economic laws and propositions as the
- prescriptions of natural right It is only because they took capitalism as
“the ideal natural otder that the Physiocrats’ analysis contains theos-
~ etically valuable elements fos an understanding of capitalist economy

If the mercantilist system was by nature practica/, and that of the
" Physiocrats zeleo/ogical, Smith consciously set himself the task of
- studyving the capitalist economy zheoretically. It 1s true that ques-
‘tions of economic policy ate for Smith extremely important and

are often interwoven with his theotetical analysis in the course of his

" exposition; nevertheless, in the main the latter is kept method-

ofogically distinct and isolated from his considerations of practical
issues It 1s true that some of Smith’s mote serious etrots can be

:_ explained by his confusion of theoretical and practical problems (see
the chapter below on the theory of value), but in this there is no cause
~ fot surprise: because it had gtown out of practical needs and had been
- dissolved into economic policy in its ptimitive stages, economic theory

was not immediately capable of gaining a clear awareness of itself as a
method of purely theoretical analysis In any event, Smith's analysis

represented a great and methodologically decsive setvice: he set
* political economy onto the path of theoretically studying the real

Dbhenomena of capiialist economzy. Smith’s reputation as the founder
of political economy rests upon this.

V Adam Smuth An Inguiry inco the Nature and Causes of the W ealth of Nationy,
edited by R H. Campbell A. $ Skinnet, and W B Iodd (Oxford Uni-
versity Press, 1976) Beook IV Chapter 9 p 674 Rubin's talics

©2 I Book IV, Chapter 9 p 674
“-3 Translated from the Russian
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s Ibid Book Il Chl 3, p. 405.

10 16id Book IV Ch 9, p 687

4 Weakth ofNaﬂ"o#.c BookII Ch 3. p 343

6 Adam Smith The Theory of Moral Semtsments (Iondon George Bell & Sona,
1875) Part II Scciion II Chapter 3 p 124, Rubin’s iralics.

7 Wealth of Nations, Book I, Chapter 2. pp 26-27 Rubin’s italics

8 Ibid, Book I Ch 4 pp 37-38 Rubin’s imalics

9 Ibid Book1V Ch. 2,p 496, Thisis the passage where Smich articulases his famous_

canceprof the invisible hand 'As every individual therefore, endeavours as much ;

as he can both o employ his capital in the stippore of domescic industry. and so-to

direct thac industry that its produce may be of the greatest value every individual

necessarily labours to render the anoual revenue of the society as great as he can “He

generally, indeed. neither intends to promore the public interest nor knows how

“much he is promoting it By prefetting the support of domestic ta that of foreign

~ industry, he intends only his own secutity; and by directing chav industry in such

manner a5 its produce may be of the greatest value only his own gain, and he isin

this asin many othercases led by an invisible hand to promote an end which was.nio

part of his intention Not is it always the worse For the society that it was oo partof it

By pursuing his own interest he frequently promotes that of the society more

" effectually than when he really intends to promote it ’ o

11  ibid Book IV, Ch 9, p 687 Rubin s italics
12 1b:d Book 1 Chapter 7, p 75 Rubin’s ftalics

CHAPTER TWENTY-ONE

The Division of Labour

Smith’s very first lines show that he had cleatly inttoduced something. -
- new into economic science It is intetesting to compare the beginning
of Smith’s wotk with that of Mun's ‘mercantilist gospel'. “The
“ordinaty means therefore to increase out wealth and treasure is by
“Forraign Trade ’[1] That is how Mun—who sees commerce, or the
_sphete of circulation as the soutce of all wealth—begins his book.
Smith, like the Physiocrats, shifts the focus of analysis onto product-
tion but in doing so avoids their onesidedness: it is lebonr in general
that he proclaims the sole source of wealth, i.¢,, the entire Tabour of a -
~nation as distributed over the different branches of production and -
" divided up between society’s individual members: ‘The annual labout
~‘of every narion is the fund which originally supplies it with all the
" necessaties and conveniences of life which it annually consumes ’[2]
The source of wealth is labour Here *labout’ is to be understood as the
total, aggregated labour of - nation having the form of a social
division of labotr, and “wealth™ 3§ the totality of matetial products ot
articles of consumption
If it is labour that creates wealth, then mzcreases in the lattet can take
place under one of the following two conditions: 1) thete is a tise in
the individual worket’s productivity of labour, ot 2) the numiber of
productive workers increases compated to other members of society. A
rise in the productivity of labour, however, is a result of the #fvision of
labowr, while an increase in the number of productive  wotkers
demands an increase. and accumulation of the capital spent on
maintaining them Smith divides up the fitst two theoretically
“orientated books of The Wealth of Nations accotdingly. Book One
begins by describing the division of labour, from here Smith passes to
the closely associated phenomena of exchange (money, value) and the
distribution of what is produced {i.c, wages, profit, and rent) Book
. Two contains his theory of capezal and his doctrine on the accumu-
tation of capital and productive labounr
 -The first chapters of The Wealth of Nations, devoted to the division
of labour, have always been considered among the most brillianc; it is
they that have made the greatest impact by virtue of their sweep
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. one draws the wire, another straightens it, a third cuts ir, etc. By~
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and eloquence of description. For all practical purposes Smith says.
little that is new compared to his predecessors (Petty, Furguson); yer
‘what a happy intuition it was that led him to place his desctiption of
‘the division of labour at the very beginning of the book. Because of -
this, commodity society at once emerges as a society based on the one
hand on the division of labour and on the other upon exchange .
between individual economic units-—in other words, as a society based

Smith begins with his well-known desctiption of a pin-making
mansfactory, with its detailed division of labour between ten workers:

. breaking down the labour process into extremely simple operations;
each of which is assigned to an individual labouter, the productivity-
- of labour is raised 100 times: those ten wotkers produce 48,000 pins a°
- [day, whereas each of them working separately could bately produce’
i twenty pins in a full day Smith enumerates three teasons why the
division of labour raises labour productivity: 1) each wotker acquires:
greatet dexterity by constantly tepeating the same opetations; 2) theré -
is no fme lost in switching from one .operation to another; and 3)
bteakmg the labour down into basic operations facilitates the nven
tion of labour-saving zoo/s [3] The arguments used by Smith are;
characteristic of the manufactoty period, which was itself charactetized:
by the specialization of workers to a few partial operations and by the
differentiation of tools. Smith’s assertion that the diviszon of labour is.
the main reason for the growth in labour productivity places him
squarely in his context His underestimation of the role played by the:
implements of labout, and by machinery in parcicular is quite’
understandable given that his was an age still prior to the onset of the -
industrial revolution and the manufactories’ technical superiority relied
on 2 minutely executed division of labour. Although at the beginning
of his book Smith desctibes only the beneficial aspects of the division -
of labour inside the manufactoty, in other passages he explains how -
humiliating the monotonous character of the work is to the indivi--
duality of the wotket performing only partial operations and how it
makes him ‘stupid and ignorant’ [4] :
From the pin-making manufactoty Smith quickly moves on to othet!
examples of the division of labour Here he takes as his example not -
the division of labour within a single enterprise, but the division of
labour between different enterpiises belonging to different branche
of production. Smith brilliantly depicts how cloth passes through a-
series of economic units, beginning with the sheep farmer, whose.
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 this type of division of labour, that Smith is at his most eloquent.
“.*‘Obsetve the accommodation of the most common artificer ot day-

"7 labourer in a civilized and thtiving country, and you will perceive that .

- the oumber of people of whose industry a part, though buc a small
part, has been employed in procuring him this accommodation,
exceeds all compuration. The woollen coat, for example, which covets

. of the joint labour of a great multitude of wotkmen The shepherd,
- the sorter of the wool, the wool-comber or carder, the dyer, the

scribblet, the spinnet, the weavet, the fuller, the dresser, with many

. others, must zll join their different asts in order to complete even this

< homely production "[5] Over and above this were also employed
“merchants and cartiers, shprullders workets who fashioned the tools,

different commodlty producers ot individual enterprises.
We see here that Smith confuses the soci/ division of labour thh
the division of labour within the manafactory, which is technical. He
fails to perceive the deep social distinction that exists between these
~two forms of the division of labour The social division of labour
- between individual enterprises, being based on the exchange of their
" products, comptises the basic feature of any commodity economy and is
already significantly developed under craft production; the technical
.- division of labour within a singlé enterprise appeared only with
+ the emetgence of large-scale, capiralist enterptises, i.e , the manufac-
" tories. The first of these forms presupposes that the means of pro-
duction are &rofern up between independent commodity producers;
the latter presupposes the concentration of substantial means of
~ + production in the hands of a single capitalist The separate, indepen-
‘- dent commodity-producets (handicraftsmen) ate bound to one anothet
. only by exchanging their products on the market In the man-
i+ ufactory the individual workers are bound to each other by the
-~ general direction of the capitalist In the first instance the natute of
'+ the bond between people is disorganized, spontancous, and through
v the marker, in the second it is organized and planned
.. Smith failed to take account of these distinctions because his

" features of the Classical school—was focussed not on the social
- ¢ forms of the division of labour but upon its material and technical
% 4dvantage;s in raising the productivity of labour. From this stand-

llabours are devoted to obtaining the wool, and ending vﬁ_th the wotket .
* . émployed at dyeing and finishing the cloth. It is hete, when describing

the day-labourer, as coarse and rough as it may appeat, is the produce

" etc. Hete it is everywhere a question of a division of labour between

- attention—and this is generally speaking one of the characteristic’

P
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point, since both forms taken by the division of labout act to raise .
labout pIOdUCthlty, they can be treated as identical. The d1fferent
social natures of the mutual telations between mdcpendent com:”
modity producets, on the one hand, and the workers in 2 single
.manufactoty, on the other, recede into the background, escapmg the"'
authot’s attention
- In his fitst chapters Smith’s main task is to describe the socm[
division of labowr based on exchange and chatactetistic of any!
commodity economy Gteatly influenced, however, by the type of
division of labour to be found within the manufactory, Smith also -
adduces examples from this sphete, and is in general inclined to deplc_t-_,
the social division of labout 2s a form of the division of labour within’
the entetprise. To Smith, the whole of society appears as 2 gigantic”
" manufactory, where the wotk is divided up between thousands o
' separate but mutually complemeritaty entetptises The material con:
nection and interdependence between commodity producets is placéd
in the forefront Each member of society is useful to all the others, and
is compelled in turn to enlist their assistance. ‘Without the assistance
and cooperation of many thousands, the vety meanest person in ay
civilized country could not be prowdcd even according to  the easy’
and simple manner in which he is commonly accommodated.’[6]-
All people, though cach of them be animated simply by the pursuit of.,
pcrsonal gain, in reality work for one another: ‘the most dlSSlmllaI
gcmuscs are of use to one anothet’;[7]  complete harmony of mterests
exists between socxety s Individual members.
Here we comee accross a second feature of the Classical school, closcly\?.
ticd to the first” Because -Smith has directed his attention towards thc'
matetial and technical interdependence between the individual mem-
bers of society, he assumes that these individuals enjoy @ comeplese har..
monyofinterests. Through their labour the spmncr and weaver mutually
complement one another; the one could not exist without the other. .
Smith forgets, however, thar both are commodity pxoducers who sell
theit products on the market The struggle over the ptice of the ptoduc_t,,l_
(e g, that of yarn) creates a deep antagonism between them; both'
branches of production, undet the pressure of fluctuations in marke
prices and through the ruin of numetous producers, adapt to one:
another spontaneously Smith’s concern for the material and tcchmcal
advantagcs of the division of labout, rather than fot the social form thatit i-
assumes in a commodity-exchanging economy, leads him to ove
estimate the elements of barmony in such an economy and to ignote the
contradictions and antagontsmes that it produces. o
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Despite this, Smith did grasp the close connection between 2he

division of labour and exchange and in face lays great stress on it. A
featute of the Classical school is not that it completely abstracts the
- matérial and technical side of production from its social from, but that
~ it confuses the two. To the Classical School it was inconceivable that
~the process of production could have any social form other than a
_ commodity capitalist one, which in their eyes is the rational and
“natural form of economy Once it is assumed that the process of
. productlon always takes place within a specific social form, it becomes
“superfluous to carry out a special analysis of that form; rather it is.
enough simply to study the process of production in general How-
‘ever, because the process of production in general is tied irrevocably to
"agiven social form, the conclusions obrained from studying the former
“ate fully applicable to the latter. Hence it happens that the Classical
“economists constantly confuse the material-technical and social points
‘of view, an example of which is afforded by Smith’s docttine on the
~division of labour.

- Smith cannot imagine any division of labour other than one based

“on exchange—for him a necessary property of human nature, one
“ which distinguishes man from animals. This propensity to exchange
' called forth the division of labour On this point Smith is mistaken,
- since the social division of labout has existed—albeit on 2 modcst
scale—even where a commodity economy had been absent, e g,

“the Indian commune. At another pomt Smith correctly notes that the
- development of exchange provides an impetus for the further division
~of labour: ‘the extent of this division must always be limited by the
‘extent of that power [the power of exchange—Ed.], or, in other
.words, by the extent of the market '{8]Though he lays great stress

upon the effect of exchange in biinging about and developing the

. division of Jabour, Smith nevertheless ignores the role of exchange as

that 1pecific socal forme that the division of labour assumes in

“commodity economy He is constrained by his analysis of the division
.of labour in general and its material and technical advantages

‘For all its inadequacies, Smith’s theory of the division of labour did

- him a great service: by statting out from a conception of society as a
".gigantic workshop with a division of labour, Smith atrived at the
‘extiemely valuable idea of society as a society of people who lkbonr
-and who simultaneously exchange The division of labour makes all
“members of society particzpants in a single process of production The

products of labour of all membets of society are ‘brought, as it were,

“into a common stock, where every man may purchase whatever part
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of the produce of other men’s talents he has occasion for.”{9] Each
man becomes dependent on the labour of other pcoplc ‘But after the
division of labour has once thoroughly taken placc it 1s but a very
small part of thése [the ‘necessaries, conveniencies, and amusements:
- of human life’—T7ans | with which a man’s own labour can supply’
him. The far greater patt of them he must detive from the labour of
other people *[10] Each man acquires the ptoduce of other people’s:
labour, and they ate thus united together into a single lwbouring
society. Smith conceives of his labouring society strictly as an exchange:
soczery: ‘When the division of labout has been once thoroughly
established, it is but a very small patt of 2 man’s wants which the
produce of his own labour can supply He supplies the far greater part:
. of them by exchanging that sutplus part of the produce of his own
- labour, which is over and above his own consumpnon for such parts
of the produce of other men’s labour as he has occasion for Evety man’
~ thus lives by exchanging, ot becomes in some measure a metchant;,
and the society itself grows to be what is properly a comme?cz_cz{
soctety '[11] The social division of labour appeats to Smith only in the.
form of exchange, while, on the other hand, the exchange of the
produce of labour is reduced, according to this view, to 2z exchunge of
the labouring activities of individual producers. Commodities ‘contain
the value of a certain quantity of labour which we exchange for what is
supposed at the time to contain the value of an equal quantlty [12]'
By acquiring the product of someone else s labour I thereby acquite the
labour of its producer .

The Smithian conception of society as at onc and the same time a
Iabouring and an exchanging society can be expressed by the following
two proposv:mns 1) what appears as 2 market exchange of commod-
ities for money is in reality the mutual exchange of the products of
labour of the different petsons who, between them, perform the whole
of social labour; 2) the exchange of the products of the different
people’slabour reduces itself to the mutual exchange of the producers”
. vety fabour With the first proposition Smith took his distance from the.
mercantilsts, with the second he diffcrentiates himself from th_e
Phystocrats :

The mercantifists, though focussing their attention upon exchange;
were blinded by its matket, monetary form: they saw only the
exchange of an in natura product for money, 1 ¢, fot social wealth;
- and wanted to limit the entite exchange process to the sale, C-M, and
then convert the money into treasure Smith, following the example
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‘of the Physiocrats, saw exchange as 2 unity of the acts of sale (C-M) and
purchase (M-C,), in other words, as an exchange of one n natura
product (C) for another (C1) through the medium of money; the latter
plays only a transitoty role as means of circulation Hence Smith’s

assessment of the role of money is. the opposite to that of the

metcantilists. Money does not constitute the wealth of society ‘The
revenue of the society consists altogether in those goeds, and not in
the wheel which citculates them .’[13] Money is needed merely as an
auxiliary for facilitating the circulation of products ‘The gold and
silver money which circulates in any countty may very propetly be
compared to a highway, which, while it circulates and carties to matket
all the grass and corn of the country, pxoduccs not a single pile .of
either’ . [14} Money is simply ‘dead’ capital: an increase in the quantity

of money in a country cotrespondingly lowers outlays on the material

production of products and consequently reduces society’s real income
which consists int what it produces. Any savings on the outlays needed
to maintain the monetaty system (e g, replacing gold with bank
notes) are to society’s overwhelming advaritage.

Thus, tbe exchange of a commodity for money is in essence nothing

but an exchange of ome product jfor another Thus far Smith is in
agteerent with Quesnay, whose Tableau Economigue presented the
first overall picture of the circulation of products Beyond this,
howevet, they begin to diverge

Although there were a number of patticular questions where Smith

was simply repeating the views of the Physiocrats,** in essence he

overcame theit onesidedness through his theory of the division of
labour and value. The point of view from which Smith starts out is
that labour creates wealth The citculation of products 15, in his view,
not 2 movement of the substance of nature, but a circulation of the
products of labonr. Because for Smith society is a labouting society, he
sees the exchange of the products of lzabour as an exchange of the
dabouring activities of society’s individual memberts Ounce the division
and mutual exchange of labour are made the basis of commeodity
economy, it is evident that the different branches of production ate
bound to each other by relations of mutual dependence, tather than

*Sce above Chapter Fifteen

-*"Thus, for example, he considered agricultural labour 1o be more productive than
industrizl Jabour, asserted that in the ‘natural’ course of development capitals would
first be invested in agriculture and only later on in industry. etc
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of one- stded mbom’mﬂzzon Industty is not . subordmated o agn-
culture but coordinated with it. Smith posits, in place of the
* unidirectional flow of the substance of mature from agticulture to
mdust:y. a two-dmrectional transmisiion of the products of lebour _
originating from whetever ft is that human labour is being applied:.
one flow of products passes from agticulture to industry, a counter
flow moves from industry to agticulture. The two flows ctoss each othet:
and are balanced out on the basis of an exchange of equivalents, Wthh
is the theoty of value’s object of study

Smith could accotd a central role to the theory of value (a theo:y
that was vireually non-existant amongst the Phystocrats) precisely
because he was able to identify the problem of how the diffetent
branches of production were economically coordinated, and to keep
~ this question sepatate from the problem of the economic subor-
- dination of different soczal classes. He took up the latter in his theoty
of distribution; the first he dealt with in his theoty of value. Although
theoretically the two problems were closely interconnected, and the
theoty of distribution was built up on the basis of the theoty of value,
it was nevertheless necessary that they be studied separately; this in
turn helped Smith to do away with the conceptual confusion that had
kept the Physiocrats from correctly grasping both the class stcructure of
society and the interdependence that exists between branches of,
production (agticulture and industty) Smith, too, continued to
confuse these two ptoblems, as we will see, and in so doing introduced
contradictions into his theory of value All the same, his merits were
- enormous: he identified the problem of coordination betwee

branches of production of equal standing; he depicted the inter-
~ relation between them as a muinal exchange of products of labour;
and he perceived that behind this exchange of products lies an
exchange of labour By doing this he a551gned the labour theory of
value that central place which 1t continues to occupy in ¢conomic -
science.

"In Quesnay s scheme industry simply returns to agriculture in another material form
the substance of nature that it reccived from it

Y Mun, Buglend 1 Treasure by Forraegn Trade McCulloch edmon ob cit p 125
{Mun s italics).

2 Smith, The Weaith of Nations, Intreduction and Plan of thc Woark p 10

Ihid pp 14-17 :

4 'In the progress of the division of labour the employment of the far greate
part of those who live by labour, that is of the great body of the people comes to
be confined to a2 few very simple operations; frequently to one or twg But

a2
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* the understandings of the greater part of men are necessarily formed by their

ordinary cmploymcnts The man whose whole life is spent in petforming a few
simple operations of which the effects too are, pethaps, always the same of very

. neatly the same has no occasion 1o exert his understanding, of to exercise
" his invention in finding out expedients for removing difficultics which never occur

He naturally loses therefare the habit of such exertion. and generally becomes
as stupid and ignorant as it is possible for a human creature to become The

torpor of his mind renders him. not only incapable of relishing or bearing-a
© paft in any rational conversation, but of conceiving any generous noble o
- tender sentiment and éonsequently of forming any just judgement concerning

many even of the ordinary duties of private life . The uniformity of his stationary

7 life  currupts even the activity of his body. and tenders him incapable of exerting
" his strength with vigour and perseverance in any other employment than that o
which he has been bred His dexcerity at his own particular trade scems in this

* -manner to be acquired dt the expence of his incellecrual social and martial victues
But in every improved and civilized society this is the state into which the labouring
poor thatis the great body of the people, must necessarily fall unless. government

takes some pains to prevent it The Wealth of Nations. Book V Chapter 1 .

pp. 781-82
2’8" Ibid Book1 Ch 1 p 22
"6 Ibid Bookl Ch 2 p 23
7 Ibid Bookl Ch 2 p 30
8 Ibid BookI Ch 3 p 3L
-9 Ibwd BockI Ch 2 p 30
10 [#4d Book1 Ch 5 p 47

11, I#1d Book I Ch 4 p 37; Rubin s italics

“12 Ihid, Book I Ch 5. pp. 47-48
13 . as the machines and insttuments of trade, &c¢ which compose the fixed capital

cither of an individual ot of a soricty make no part either of the gross or of
the neat revenue of either; so money by means of which the whole revenuc
of the society is regulatly disctibuted among all its different members, makes
itself ne pare of that revenue The great whee!l of circulation is altogether different
from the goods which are circulated by means of it. The tevenue of the saciety
consists altogether in those goods. and pot in the wheel which circulates them In
computing cither the gross or the neat revenue of any society we must always,

from their whole annual circulation of money and goods, dcdu_ct the whole value of -

the money of which not a single ferthing can ever make any patc of either’
Ibid Book II Ch 2 p 289
14 Ibed BookIl Ch 2 p 321




CHAPTER TWENIY WO

“The Theory of Value

In setting out to analyze the concept of value, Smith draws a primary :
distinction between wse value and exchange value: the former he':
places outside the scope of his investigation and devotes his entite
attention to the latter In this way Smith grounds himself firroly in the
“study of commodity economy, where each product is designated for |
exchange rather than for the direct satisfaction of the needs of its
producer Smith owes his ability to pose the question in such a
principled and clearcut fashion to his doctrine of the division of
labour: in any socicty based on the division of labour each produccr-u
will be fashioning products needed by other members of society -
Thereby, Smith very precisely, and absolutely cotrectly defines th i
obrect[1] of his investigation: exchange value On the other hand, if
we ask what is the exact point of view from which Smith studies this |
object, we find a methodological dualzty in the way that he poses the
ptoblem. On the one hand, Smith wishes to uncover the causes that
determine first, how much value a commodity possesses and second, ™
any changes in this magnitude; on the other hand, he wants to find 2™
precise, invatiable standard which could then be used to measure the -
value of a commodity. On the one hand he aspites to lay bate the.:
sources of changes in value and on the other to find an invarigble
medasure of value. It is clear that thete exists a fundamental method-
ological difference between these two ways of posing the question, and
that this diffetence must introduce a dualism into the core of Smith’s.
theory. The theotetical study of real changcs in value becomes.
confused with the practical task of artiving at the best measure of'_.i':
value.[2]
As a result of this confusxon Smith’s analysis of exchange value -
becomes bifurcated and flows along two methedologically different ™
channels: the one the discovery of what causes changes in value, the
othet the search for an invariable measute of value Each of these
paths leads Smith to a patticular conception of labout value ot of;:
labout as the basis of value The first leads him to a concept of zhe
quantity of labour expended on the production of a given product, the -
second to. a concept of 2he quantity of labowr which a given:
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sommodity can acquire or purchase z‘broz;g/} exchange.

Smith asks, at the outset of his investigation, whetein consists ‘the
“real measute of cxchangeablc value’? The quest for such an #zzar-
jable measure occupies the better part of his attention (Book I,
" Chaptet 5). To undetstand why Smith ditects his analysis along such a
methodologically incotrect path we ought 1o recall that Smith had
“inhetited the problem of finding a measwre of value from his
'-mermmz/zsz ptedecessors. Fot the mercantilists, inclined as they were
‘to address themselves to practical problems, the theory of value had as
its practical task to find a measure of value; we will recall how Petty
-and Cantillon had sought a measute of value in the ‘equation between
‘Jabout and land "* It was only slowly and gradually over the course of
“the 18th centuty—and largely due to the efforts of Smith himself—
hat political economy was tutned from an agglomeration of practical
. rules into a system of theoretical propositions, and that the concept of .
“there being theoretical laws behind phenomena ceased to be mixed -
-togethet with practical prescriptions (as the mercantilists had done) or -
Jwith ‘natural law’ {as had the Physioctats) In Smiths’s theoty of value |
‘this task of theoretically studying the causes of real economic phen-
‘omena had still not freed itself from extraneous elements of a practxcal
‘characret. y
. Smith’s general individualist and rationalist approach inttuded -
.equally into his search for a measute of value Earlier we saw that
“Smith explains the origin of socio-economic phenomena by the utility |
‘they possess from the point of view of the isolated economic indivi-
‘dual ** Headopts this same approach when dealing with the division of
“labour and exchange. The division of labour, which is founded upon
exchange, makes it possible for each individual to obtain the articles
‘that he needs by exchanging his own product, which thereby acquires
sspecial significance for the individual by virtue of his ability to
~exchange it for other articles Ftom the wmdrvidual’s point of view, the
Airst practical question to be posed is how gteat a significance does this
‘article hold for him, ie, what'is the precise measute of exchange
value?

" What, then, is the measure or index of the value of a given product?
It would seem at fitst glance that we could take as our measure the
‘quantity of othet commodities that we get in exchange: the greatex

’See¢ above. Chapter Seven
' "See Chapter Twenty

«their number the highet, obviously, is the value of the commodity




188 o | | - Adam Smasth .

in question. ‘Smith quite 1ightly rejects this answes, on the grou'n'ds“
that the value of the commodity that [ teceive in exchange fot my own’
product is itself subject to constant changes It is equally tmpossible:to’;
measure-the value of 2 commodity by the quantity of money (go]d)
that it will exchange for, since gold, too, changes in value. e
In that case, by what could I measure the value of my product? To
answet this question Smith makes recourse to his theoty of the division:
of labour: there he established that a society based on the division'6f:
“labour is a society of people who labour and who, through muuis}
exchange of the products of their labour, indirectly exchange their"
labour Smith, however, takes what is an extremely valuable objective.
soc1010g1cal conception of exchange value (one which Marx was to uge”
“as the basis of his own theory of value) and glves it a subsective:
individualist interpretation. An exchange society is founded upon the
mutual exchange of the labour of its members. Smith then asks, what
does this exchange reduce itself 'to from the standpoint of the isolated”
individual? His answet: to the acquisition of the labour of otber_i?
people in exchange fot his own product In exchanging the cloth that: 1
have made for sugat or money I am in essence acquiring a definite:,
guantity of othet people’s labour My cloth has a greater exchange
value thc greater thc quanuty of orher pcoplc s labour [ can dispose

exchanging products that I have prodiced, rather than producmg
these necessities myself, with my own labour. Consequcntly, I can”
“measure the value of what I have pxoduced by thc quantity of othcr
people’s labour that 1 teceive when exchanging it The qzzdmzty
“of Jabour which can be acquired or purchased in exchange for a gncn
. commodity is the measure of that commodity’s value * '
Although Smith’s theoty of the measure of value would seem to
flow out of his conception of exchange society as a socicty of labourers,
it suffers from the following defect. When we say that in a society of
simple commodity producers all of its membets exchange the products
of their labout, and hence also their labout itself, we are using the’
tetm ‘exchange’ in swo different ways, The products of labour really.
are exchanged and placed on an cqual footing with one anothet in the..
market; here we have exchange in the literal sense of the word As:_'
tegards the ‘exchange’ of actual labour, we mean essentially a proccss"f‘

4

As a secondary measute of 2 commodity s value Smith takes the quantity of ¢orn that 1t':"
will purchase chrough exchange (since a given amount of corn will always be able 0,
purchase approximately the same quaatity of labour)

T%etbeoyyofvéfae o 15}9_-

' ':chrough which the labouting activities of individuals are bound to one

‘exchange of the products of labour. Litetally speaking there is zo-
. exchange of Jebowr, since it is not actual labour that is bought and sold

" on the market, but only the products of labour The labounng activity .
of people performs a definite social function, bUT It 1s 1ot M 067éck o

" we mean thit labours are made socially equal [wrevnenie] and not that
they ate equated [priravnrvante] on the market.

. Thus, when we say that in an exchange society (whete people relate -
“to ‘one another as simple commodity producers) I use my cloth to
.-acquire domination over, ot to purchase someone else’s labour, this .
“says metely that I exert an indirect influence upon the labour of
another commodity producet by acquiting what he has made
\;_I-__‘gxchan_ge my product duectly for a product of labour, and not for
- someone else’s TAbGT. Tn” exchange for my ¢loth T técéive SUgar, and.
thcreby inditectly the labour of the sugat producetr. In other words, 1
- acquite the labour of another person in an already materialised form
-as a product that he has produced This differs cnoxmously from the
f direct exchange of my cloth for someone's labout, i e , for the lbounr \
power of a hired worker Whar differentiates these two cases so shatply”
ts not simply the material form of the labour being purchased
* (materialised versus lmng) ), but also the type of socia/ relations that
Mbind togefhcr the participants in ‘the exchange, In the first ¢ase they
-_'Eﬁtcr into a relation with one another as simple commodity producets;
n the second, as capitalist and wotker. The first case (i e , an exchange
“of one product for another, or for materialised labour) constitutes a
basic feature of any commodity cconomy; the second (ie, the
exchange of a product for living labowur, or of capital for labour powex)
“occuts only within a capitalist economy Only in the second instance
~does labout function directly as an obsect of purchase amd sale o1 2s 2
_commodity (i.e., labour power). _
< Smith’s mistake was to confuse the socia/ ‘exchange’ (or more
“ propetly, equalisation) of labour that takes place in any commodity -
“economy with the market ‘exchange’ of labour as an object of
- purchase and sale that occurs in a capitalist economy Smith says that I
“acquire or purchase with my cloth the labour of othet people But
when it is asked whether I am exchanging my cloth for matetialized
labour (i.¢ , for the product of someone else’s labout) ot for the living
“labour of a hired wotker, Smith gives no clear cut answer. He talks
~about ‘the quantity eithér of other men’s Zbowr, or, what is the

../,.m

another and distributed, a process closely associated with the market

urchase and sale. When we say that there is an cxchange of labous "
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same thing, of the produce of othet men’s labour which it allows him
[the owner of the given commodity—/ R] to purchase or com:
mand.’[3] Smith carries this confusion of labour with the products
of labout right through his analysis. At the beginning of Chapter's
Smith usually has in mind indirectly disposing over the labour of othef
independent commodity producers by acquiting the products of :
their labout But by the end of this chaprer he is alteady laying greacer.
stress upon the exchange of a commodity for living labout, ot febour
power: the commodity owner appeats now as an ‘émployet’ and the
commodity surrendeted in exchange for labour as ‘the ptice of
labout’, ot the wortket's wage (4] To introduce fearures inherent in 4
capitalist ecoromsy into an analysis of the value of commodities, or of 4
simple commeodity econowmey means to bring into this analysm a
tertible confusion. Smith’s conception of the labour which is pur.
chased in exchange for 2 given commodity, and which serves as a
measure of that commodity’s value, becomes teally two concepts:
sometimes it appears as the ‘materialised labour purchased’, and
sometimes as the Jving labour purchased’

Smith’s conceptual confusion resulted from the fact that havmg
failed from the outset to grasp the social nature of the process of
‘exchanging' labour in 2 commodity economy, he mistook it for the -
market ‘exchange,’ ot purchase and sale of labour. He took labour as 4
social function to be the same as the labour which functions as'a
commodity Yet if labour acts as an article of purchase and sale, can it
really serve as a measure of value? Does not the value of labounr itself :
change thanks to the fact that a given quantity of labour will be able to
purchase 2 greatet or lesser amount of commodities {depending upon
. fluctuations in the wages paid to ‘labourt’)? To get out of this dlfficulty-
Smith puts forwatd his famous proposition that ‘equal quantities of
labout, at all times and places, may be said to be of equal value to the
labouret’ (5] However many commodities the wotker may be able to
exchange a day of labout for, this day’s labour will always mean that he
has to sacrifice the same amount of ‘his ease, his liberty, and his:
happiness’ [6) Should he today be able to exchange a day’s labour for
twice as much cloth as he could last yeat, this merely shows thar the
value of cloth has fallen The value of the labour itself has not
changed, and cannot change, since zhe subjective assessment of the
effort of labouring remains unaltered But in that case, the objective
quantity of labout purchased in exchange for a given commodity can.
be taken as an exact measure of that commodity’s value We need only
establish that a given commodity previously putchasable with one

The theory of value : 191

'--,'day s labour can now only be bought with thc laboux of twe days to
" be convinced that the value of this commodity has doubled Two-days’
~labour at all times represents twice the subjective effort and strain
~compared with the labour of a single day, even if that two days’ labour
- now affords no more commodities (o1 wages) than one day’s labour
'-":-:,d1d before The distinctive feature of Smith’s theoretical confusion
" petween objective and sub}ective factors (a confusion in which object-
ive factors tend to dominate) is as follows: in otder that an objective
* quantity of labour putchased may preserve its tole as the invatiable
_maeasure of value, Smith has to claim that subjective assessments of the

fforts of labouting are also invariable
“Previously Smith had mlstakenly turned Iabout as a soual function

“into labout as a commeodity, and had taken ‘labout purchased’ as an
;- invatiable measure of value, Now, in order to be rid of the constant
" fluctuations in value inherent in labour being itself 2 commodity,_he
* substitutes for_the objective quantity of labout purchased the total
“-subjective strain and effort that this Tabeui elicits The confusion: of

Tabouring  actvity a5 4 Social  fumction  with . labour as a

‘commodity (i.c., with ‘labout purchased’); the confusion. of the
“omaterialized labour purchased’ with the ‘fiving labour purchased’;

~finally, the confusion of the odseczzve quantity of labour with the total
subfective effort and exertion—these conceptual confusions are the
- price that Smith had to pay for having directed his investigation along
_the methodologically false path of looking for a measure of value,

Thus far we have been discussing Smith’s doctrine of the measure of

“value Patallel with this confused and errot-ridden train of thought,
‘howevet, there is another, mote valuable and promising theoretical
thread which is directed at analyzing the causes of guantitative
" changes in the value of commodities. These two theoretical paths

constantly cross one another. Although at the beginning of his
“analysis, in Chapter 5, Smith’s thinking is mostly taken up with the

j" quest for 2 measute of value, he constantly comes up against the fact
~that the value of commodities 1eally does change; compelled to
~inquire futther into the causes of such changes, he unhesitatingly

-deems that cause to be a change in the quantity of labout expended on

~acommodity’s production Especially interesting are Smith’s remarks
~on why money cannot be taken as an invariable measure of value.
‘Gold and silver, however, like every other commodity, vaty in theit
~value’; it is thus obvious that ‘the quantity of labour which any
. patticulat quantity of them can purchase or command’ also changes.
* But when the question is put, why has the value of gold and silver



- purchased’ and ‘labour expended’ The first is 2 measute or index of

 has given occasion All things would gradually have become cheaper - ;

alteration in the quantity of labour expended on their production’ ‘As

-quantitative changes in its value [7]

"which this latter acts as a measure or index The value of 2 commodity
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(i e, the quantit’j: of labour which they can purchase) changed, the
answer forthcoming’ is' unequivocal: because there has been an-

it cost Jess labour to bring those metals from the mine to the
matket.  they could pma/m;e o7 command less labour ' It is quite
obvious that Smith is combining here the concepts of ‘labour "

the magnitude of 2 commodity’s value, the sccond is the cause of |

At the start of Chapter 8, Smith sees changes in the valuc of
commodities as a direct consequence of ‘all those improvements in its
[labour‘s—Tmm ] productive powers, to which the division of labour.

and cheaper . They would have been produced by a smaller quantity of
labour; and . naturally . would have been purchased likewise with
the produce of a smaller quantity '[8] Once a smaller quantity- of
labour begins .to be -expended on the production of a certain”
commodity so," too, must fall the quantity of labour which this
commodity will puschase when exchanged A change in the quantlty ;
of expended labour’ is consequently a cawse of changcs in the
quantity of ‘purchasable labour’ hence also of changes in value, of

u determined by the labout expernded on its pmduction and 5.
measured by the labour which it will purchase in the course of/
exchange. ‘

Thus Smith is now determining the value of the commodity in two’:
ways: 1)by the quantity of labour expended on its ptoduction, and 2) -
by the quantity of labour which the given commodity can purchase
through exchange. Do these two definitions not contradict one
another? From a guantitatwve point of view there are definite soci!:
conditions under which the two will coincide Suppose that we have a
society of szmple commodity producers or craftsmen who own their’
own means of production Each of them will exchange the product of
ten houts of his own labour (e g., cloth) for the product of ten hours
labour {¢ g , a table) performed by somebody else It will be as if he i;
purchasing a quantity of another person’s labour (materialized in the :
table) exactly equal to the quantity of labour he himself expended on
the ptoduction of his cloth. In this case we can say that it makes no
difference whether the value of the cloth is detetmined 1) by the
quantity of lahour expended on its production or 2) by the quantity of |
labour which it can purchase when exchanged Thc quantity of '
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" ‘expended labour’ coincides completely with the quantity of ‘(mater-
- jalized) labour that can be purchased’ In a simple commodity
“gconomy labout petforms 2 -fwo-fold function: ‘labour purchased’
“setves as a measure of the value of products whilc”TiB’b‘tTf"cxpend'cH’
“regulates th the proportions in which “commoditics ate Eféz?;ﬂged ‘In‘
-tat eatly and rude §tate of society which precedes both the accaimu-
. Iation of stock and the approptiation of land, the proportion between
. the quantities of labour necessaty for acquiting diffetent objects seems
-to be the only circumstance which can afford any rule for exchanging
>them for one another (9] In ‘early’ society, which in essence means
< simple commodity economy, the exchange of products is subject to the
Jaw of labonr value
~—Up o this pomt these two strands of Smith’s analysis—the one -
_leading from the measure of value to purchased labour, the other from
“the soutce of changes in value to expended labour—rsan paraliel and
“could be reconciled since, undet conditions of a simple commodity
economy, the (materialized) labous that 1s purchased is equa/ to the
f'la:pgyx that has been expended. Smith, however, did not confine his
study to a simple commodity economy, being interested first and
'forcmost in the capitalist economy developing around him. The
handicraft’ motif in his theoty of value is accompanied by 2
‘capitalsst’ motif . If the commodity is 2 means by which the craftsman
- can acquite the product (ot materialized labour) of anothet petson, for
_the capiralist it is 2 means of acquiting anothet petson’s Gving labour
.Smith remembers full well that under capitalism the hired labouter
_receives only a part of the producc of his labout, and that hence 2

............

o TRt b ki

:jof living labout ftom the woxkers‘ It thetefore follows that the
‘quantity of labour expended on a commodity's production is no
longet equal to the quantity of living labour which that commodity
“will purchase in exchange In a capitalist economy the two determin-
“ations of value, which had coincided under conditions of simple
“commodity production, now sharply diverge. Smith, therefote, now
has to make a firm choice: the value of a commodity must be
~determined eber by the labout expended on its production, o7 by
the (living) labout that it can purchase in exchange. Instead of
~adopting the firs, , cottect standpoint S_mIth draws exactly the opposite

i e . ettt

: conclusmn He holds fast to his earlier view that the value of 4 product
s determined (or measuted) by the quantity of (living) labour that it
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will purchase when cxéhangcd‘ But since this ciuantity of labour

exceeds the quantity of labour expended on a given product,

“labour expended’ can no longer act as a tegulator of the value of = -
© products, as it did under a simple commeodity economy The Jaw of o

labour value ceases to operate in capitalist society.

- Hthis is so, what, then, determines a product’s value in a capatalest -
cconomy? Suppose that a capitalist advances a capital of 100 pounds
for the hire of labourers (Smith assumes that the entire capital is spent
on hiting labout power and ignores outlays on fixed capital*), who in -

tuen ptoduce for him commodities with a value of £120 How is the

value of these commodities determined (measured)? As we a'lrcady__"‘
know, by the quantity of (living) labour which the capitalist can buy:-

- with them when they are exchanged Out of the total £120 the

capitalist can putchase, first of all, 2he same amount of the labour of

hired workers as was expended on the manufacture of the commodities
—in question (i.e , £100, or the sum of their wages); second, he can
- purchase an additzonal quantity of labour with the £20 that ate left-
ovet and which constitute _his profit  As a tesult, the value of the
_commodmes is no longer detetmined (measured) by the quantity of
fabour expended on their production (in fact, Smith now substitutes -
‘paid labout’, i e, wages or ‘the value of labout’, for expended

labour). The value of the commodities is now large enough to pay in
_{ull for the labour expended on theit production and, on top of this,
to vield 2 certain mass of proﬁt In other wotds, in a capitalist economy

the value of the commodxty is defined as the sum of wages plus profit =
(and, in certain circumstances, also plus 7enf), i.e , as the sum of its -

‘costs of production’ taken in the broad sense of the tetm. Smith here
abandons the terrain of the labout theoty of value and replaces it with
the theory of production costs. Previously Smith defined the value of 2
commodity by the quantity of labour expended on its production;

now he defines it as the sum of wages, profit, and 1ent. Eatlier Smith

stated that the value of a commodity resofves 2tself into tevenue

(wages, profit, and tent); now he says that value # composed of -

revenues, which thetefore now function as the ‘sources’ of 2

commodity’s exchange value Revenues ate what is primary and
given, while the commodity's vafue is seen as secondary and derivative,’
made up by adding together the separate revenues The miagnitude of
a commodity’s va/ue depends upon the ‘natural rates’ of wages,

profit, and rent [10]

"Se¢ below Chapter I'wenty-Four
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Summing up Smith’s trend of thought, one can say that his theory

ﬁi‘:-bf value suffets from the fundamental defect of 2 dua/zzy in his overall
“methodological approach His analysis of the camses of changes in
“yalue leads him to a concept of ‘expended labout’; his seatch fot 2

-measure of value, deriving as it does from an 1nd1v1duahst undesstand-

< ing of the division of labour, leads him to a concept of ‘purchased
~Jabour” What is more, these two concepts of labour are each viewed
_'-%heu objective and subjective aspects, although pmnauly from

the former. In addition, the concept of ‘labour putchased’ is itself

bifurcated, figuting on most occasions as ‘matetialized labour. put-
‘chased’ (the exchange between simple commedity producers, of an
- exchange of commodity for commodity), on othets as ‘living labour
" purchased’ (an exchange between the capitalist and -worker, or the
exchange of a commodity as capital for labour as labour power)

“Insofar as it is the first, ‘craft’ motif which predominates, labout
"i"purchased is acknowledged as being equal to the labour expended,

-and it makes no difference whether the commodltys value be
detetmined by the one of the othet. Here Smith is operating with a
“labour theoty of value, so that the parallelism and reconcilability of
“these two strands of his theoty hides his methodological dualism As
-.soon as the ‘capitalist’ motif comes to the fore, however, the two

analytical paths and the two concepts of labour markedly divetge Ina

~capitalist economy the labour materialized in the commodity ex-

changes for a latger quantity of living labour; it 15 an exchange of

‘non-equivalents, and Smith is unable to exphin it from the stand-

point of labout value By presetving for ‘labour putchased’ its former

" role as measure of value, Smith must then give up acknowledging

¢

‘expended labour’ as the regulator of the proportions of exchange
The commodity’s value depends now no longet upon the ‘labour
expended’ but on the size of the incomes of the various participants in
producnon (ic, ‘on wages, profit, and rent) ‘Though “the ideza “of
““labour value is one of thé basic motifs in Smith’s thought he did not

‘__:-'_takc it through to its conclusion, and when applying it to capitalist
..economy he replaced it with the theory of production costs Smith’s
labour theoty of value was dashed upon the rocks: for it was

impossible to make it accord with the exchange of materialised labour

~ for lwing lzbour (o1 capital for labour)

So long as Smith kept within the bounds of a simple commodity

economy, the contradictoty elements which his theoty concealed (the
- regulator of changes in value and measure of value, expended labour
and purchased labour, materialised labout purchased and living
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labour purchased) could still maintain themselves in some sort 6f
unstable ethbnum As soon as Smith extended his analysis to:
capitalist economy, however, this unstable equilibrium was destroyed
and the dualistic character of Smith’s constructs emerged into the full’
light of day. Each of the different aspects of Smith's doctrine was-
taken ovet and developed by Jatet economic schools Ricardo developed-
one side of Smith's theoty when—with utmost consistency—he:
defined the value of a commodity by the labour expended on ifs.
production. Malthus developed another aspect of the theoty and’
defined the value of commodities by the labour which they can
purchase in exchange. The same fate befell Smith’s theory (also.
infused by a dualism) on the relationship between the value of a:
product and the incomes of those taking part in its production. The.
idea that the value of a commodity resolves dtself into wages, profit;:
and tent formed the basis of Ricardo’s theory, who then liberated it
from its internal contradictions Smith’s etrot on this question—hi
attempt to derive the value of the commodity frome incomes (wages,
profit, and rent)— was taken over by Say, who developed it into the.
theory of ‘productive services’. Here, as elsewhere, the truly valuable
- kernel in Smith’s ideas was subsequently to be developed by Ricardo
Rodbertus, and Mamx, while its collatetal offshoots wete exploited b
the so-called ‘vulgat’ economists :

1 The Russian textreads ‘o& ekt /i predmet, both of which in this case mean the object,
" of an investigation or study ' '
2 At the close of Chapter 4 of Book 1 Smith describes how he will proceed m?
his ensuing analysis of value: :
‘In order ro investigate the principles which regulate the exchangeable valuc

of commodities,  shall endeavour to shew !
‘First whart is the real measure of this exchangeablc value; or wherein consists

the real price of all commodities. .
‘Secondly what are the different parts of which this real price is composed.

or made up
And, lastly, what are the different citcumstances which sometimes raise some o

all of these different parts of price above and sometimes sink them below the
natural or ordinary rate; oc what aze the causes which sometimes hinder the:
market price. thar is the actual price of commadities from coinciding exactly’
with what may be called their natural price © Wealth of Nations. Book I Ch 4

. 46 . :

3 Ibid Book I Ch 5, p 48 Rubin s iralics
4 Ibid Bookl Ch 5 p. 51 ‘But though equal quantitics of labour are alway
of equzl value to the labourer yet to the person who employs him they appea
sometimes to be of greater and sometimes of smaller value He purchases che
sometimes with a greater and somectimes with a smaller quantity of goods ani

o
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to him the price of labour seems to vary like thar of zll other things It appears to
him deat in the one case and cheap in the other lo reality. however. it is the
goods which are cheap in the one case. and dear in the other
Ibid Book 1 Ch 5. p 50
Ibtd Book1 Ch. 5. p 50 :
The passages quoted i in this paragraph are all from 64 Book I, Ch ] pp 49- 50
Rubin's iralics. :
Ibid, Book I Ch 8 p 82 Rubm 5 italics
Ibid. Book 1, Ch 6 p 65
The discussion to which Rubin is referring appears in Book I, Ch 7 p. 72: These
ordinary or average tates may be called the natural rates of wages profic. and rent
at the time and place ia which they commuonly prevail

When the price of any commeodity is neither more nor less than what is
sufficient to pay the rent of the land the wages of the labour. and the profits
of the stock employed in raising preparing and bringing it to market according
to theif nataral rates, the commodity is then sold for what may be called {ts natural
price ’
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The Theory of
Distribution

For all the inadequacies and com:adlcuons in Smxth‘s theory of
dxstnbunon———which it fell to Ricatdo and Marx to rectify—it still has
one great metit: Smith cotrectly depicted the division of classes and
Jorms of revenne characteristic of the capitalist economy. Smith holds:
that contemporary soctety is divided into these basic classes: entrepre-
newr capitalists; wage labourers, and landowners, a division that is
‘scientifically accepted. even in our own day The basic forms of revenue
he takes to be profit, wages, and land rent To fully appreciate thc: 3'
inventiveness of this division of classes and incomes, which today
seems common knowledge, we need only compate Smith’s docmnc
with that of the Physiocrats.

Quesnay had divided society into #hree classes: landownexs culti.
vators (the productive class), and merchants and industtialists (the
sterile class) This scheme confuses class divisions with the difference - .
between btanches of preduction (agriculture and industty) Turgot:
imptoved upon this schema substantially by dividing each of these:
lattet two classes again into two This gave a five-fold division of -
landowners, agricultural entrepreneurs (farmers), agricultural workers, -
industrial entreprencurs, and industrial wotkets * In Turgot’s schema
the division of classes coincides with the division between branches
of production Smith took the second and fourth classes and combined:
them together into a single class of caprzaliss entreprenenrs. In similar
fashion he amalgamated the thitd and fifth classes in a single class of
wage labourers. Once again we had a fmpartize division, but one in
which the Physiocratic counterposition of agticulture to industry had
been removed and the class conttadiction between capitalist entre-
preneurs and wage labourers became revealed {as it had also been by :
Turgot) in its full clamy

-Of still greater importance is Smith's systematic c/mrzﬁmz‘zon of
revenue. The Physiocrats for all intents and purposes knew only two

*Sce above Chapter 13
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types of income: land tent (net tevenue) and wages.{1] In then
f 'consnucts entrepreneutial profit does not exist, but is resolved either
into 2 replacement for capital ot into the necessaty means of subsis-
) ‘tence (i e., wages) of industrialists, farmers, and merchants, Capitalist
-profit is equated with wages o1, to put it mote accurately, both these
~forms of revenue ate conceived as being of the same order as the
“jncome or ‘subsistence’ of the independent craftsman 7

- To 1gnore profit in this way, while it reflected the backward state of
’:"'capnahst dcvclopment in 18th century France, would have been
" impossible in more highly developed England. Thq English mercan-
“tilists had alteady devoted a great deal of attention to profit, although
: thcy knew it ptimarily as pxoﬂt on trade. The successes of industtial
* capitalism found theit expression in Smith’s scheme, where mdustrial
~profit taken in the btoad sense of the term (including the profit of
farmers) figutes as the basic form of revenue The other form of
“income that had pteoccupied mercantilist thinking, imzeresz on loans,
.45 subsidiaty for Smith: intetest is merely that patt of profit which the
""'mdusmahst pays to the lender for the use of the latter’s capital.
i In singling out profit as a special form of income Smith, is careful to
. dchmlt it from wages. He atgues against the view that ‘profits  ate
- only a different name for the wages.of a patticular sort of labour, the
- labdur of mspcctlon and direction.’ The volume of ptofits depends’ 3
/\upon the size of the capital invested in 2 business and not upon the

labour that the capitalist might expend on supervision: Hence ‘pro-

“fits . ate altogether different, are tegulated by quite different prin.
\"ciples’ than wages [2]
~ On the other hand Smith distinguishes workers” wages not simply
“from the profizs of the capitalist, but also from the income of the
“¢raftsman. Handictafts were still important in 18th-century England,
¢ and it 1s only natural that the example of the craftsman should often
~figute in Smith’s arguments Yet Smich was also gteatly impressed by
'the gdins made by industrial capitalism (which he tended even to
~overstate), and he maintained that ‘such cases [when an ‘independent
. wotkman’ manufactures a product solely ac his own expense—/ R |
~ate not vety frequent, and in evety part of Europe, twenty wortkmen
" serve under 4 master for one that is independent ’ Thus ‘the wages of
“ labour are everywhere understood to be, what they usually are, when
- thé labourer is one petson, and the owner of the stock which employs
* him another '[3] In the strict sense, wages are to be understood as the
_income of the wotker who has been deptived of his means of

¥

:production, and not that of the wotkman (craftsman) stll in

PR
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“society and its charactetistic forms of revenue By separating profit off
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possession of them Obwously Smith is counting as wotkers not sxmply
the relatively small number at chat time working in latge-scale
manufactories, but also the cottage labourers working on orders from:
buyers up-putters out: Smith often portrays industtialists as peoplc
who supply the wotkers with ‘the materials of their work’ {4]

‘Smith, then, does not do what Quesnay did and identify profits and
wages with the income (subsistence) of the craftsman; his mistake is in
the opposite direction. He declates that the revenue of the craftsman
(and peasant) includes both wages and profit, when in fact ‘th
undifferentiated income of the petty independent producer is umque
in chatacter and distinct from these other two forms

The error that Smith made in transfetring the categones of capltahs :
economy to the forms of economy that preceded it in no way
diminishes the merit due to him whete the theory of capitalist society
is concerned Smith cortectly undetstood the class structute of that

as a special form of fevenue Smith took 2 major step towards
formulating the problem of surplus value The mescantilists had
known sutplus value only as commercial profiz, exttacted out of the
process of circulation via the non-equivalent exchangc of commod-
ities “The Physiocrats, although having sought the origin of surplus
value in ptoduction, understood it only as the rems of Jand Because
Smith singled out profit and undetstood that it makes up the
capitalist’s net income over and above compensation fot his costs of
production, he linked the pmblcm of industrial profit to the problem
of surplus value

The Physiocrats were concetned only with the origin of ground rent,,
since from their point of view this was the one and only form of net
income Smith, by making profit part of revenue, widened the.
problems of surpius value From a problem of remz—which it had been
with the Physioctats—it became a problem of the otigin of 2/ forms of
tncome over and above what goes to labour: the tent of land, profi
and intetest [5] The question receiving priotity was that of the origin
of profiz Smith cotrectly regarded 2se7e5¢ as pait of profit, As for
rent, hete Smith was strongly influenced by Physiocratic docttine, and’
his explanation was exttemely feeble and suffered from glasing’
contradictions Smith looked for the soutce of rent: 1) sometimes. in
the monopoly price of agricultural produce; which price was accounted
fot by the constantly high demand for such goods; 2) sometimes in the
Dhysical productivity of the land, which ‘produces a greater quantity
of food than what is sufficient to maintain = {and] to teplace the
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stock which employed that Iabour, together with its profits’; and 3)
sometimes in the Jgbour of agticultutal workers [6] Rent, therefore
figures in Smith sometimes as 2 ‘monopoly’ payment or mark-up over
-and above the value of agricultural produce, sometimes as ‘the wotk of
pature which remains after deducting or compensaung every thmg
© which can be tegarded as the work of man’,{7] and sometimes as ‘a
. shate of almost all the produce which the labouser can either rase, ot
i collect’ (8] and which is given over to the landlord by virtue of his mono-
poly proprietorship This last explanation, which accords with the
“idea of labour value, figures only fleetingly in Smith’s theory of fent
The concept of labour value forcefully asserts itself in Smith's
 theory of profi+ The question of the origin of profit as an independent
. form. of revenue had inevitably to lead Smith beyond the bounds of
the Phystocratic theory of surplus-product. The physical productivity
‘of nature may have still been adequate to explain the origin of rent as
a matgin of surplus value which agriculture yields ovet and above total
. profits, but this explanation was cleatly no longer applicable to profit,

" which 15 the notmal and most often encountered form that surplus

" value takes Cerrainly it 15 not just within agriculture that profit
acctues, but also in industty, where in Smith’s view ‘nature does
nothing; man does all” * It is obvious that the souice of profit must be
sought in Auman labour. The problem of surplus value (tevenuc)
which had been posed by the Physiocrats, was now tied directly 1o the
Jabour theory of value outlined by the mercantilists it is one of
Smith’s greatest metits to have made this synthesis.

. Actually, for all the contradictions in his theoty of profit and the.
27 "gaps in his understanding, Smith was quite clearly disposed to the
" view that profit is that portion of the value of the product which the

capitalist appropriates for himself ‘In that original state of things,

.. which precedes both the appropriation of land and the accumulation
of stock, the whole produce of labour belongs to the laboutrer ’[9] But
< once the land has been appropriated as private property and there is an
-+ -‘accumulation of stock’, one part of the product of the worker’s labour
goes as rent to the landlord and another to the caprealist as profit
- Where does this ‘accumulation of stock’ come from? Smith, in the

‘In fact even industrial labour requires the assistance of the forces of natute Smith s
iew to the contrary is characteristic of the manufactory period when there were no
:machines and manual fabour predominzted However, it seems possible that whar is
" . essentially a false notion had a beneficial hand in Smith's development: for it allowed
him 1o transcend Physiocratc docuine and to locare the source of value znd sueplus
vah:;inot in nature burin human lzbour [ [he quoted phrase is from Book II. Ch 5
p 304-Fd
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spitit of all the ideologists of the nascent bourgeoisie, offers” the
following explanation: the mote industrious and prudent persons’
rather than spending the full ptoduce of their labout, ‘saved’ patt of iy
- and gradually accumulated capital Lapxtal is what its owner ot his
forefathers ‘saved’ out of the product of their labours ‘Capitals.are’
increased by parsimony, and diminished by prodigality and mis.”
conduct.” ‘Parsimony and not industry, is the immediate cause of the
increase of capital * It was Matx who, with his picture of primitive
capital accumulation through commercial monopolies, the plundcung
of colonies, the displacement of the peasantry from its land, the
exploitation of cottage labourers and workers, etc., overthrew. t hc
naive myth, so long dominant in bourgcois science, that the orzgm
capital lies in pﬂrrzmomy

Despite the naivete of Smith's docttine of the origins of capital, he.
firmly grasps that in a society whete this ‘accumulation of stock’ has
already taken place the mass of che population, deptived of means of.
production (here taken in the broad sense to include also the means of:
“subsistence to sustain the worker while labouring),[10] becomes
immediately dependent on those fortunate individuals whose ‘pat.”
simony’ has allowed them to accumulate capital “The greater part of.
the wotkmen stand in need of a master to advance them the materials
of theit wotk, and their wages and maintenance till it be compleated: -
He shares in the produce of their labour, or in the value which it adds:
to the matetials upon which it is bestowed; and in this share consists;
his profit '[11] Profit is a ‘deduction from the produce of labour',
which the capitalist appropriates as his own For their part, the workers
ate compelled to accede to such a ‘deduction’, since without a master
to invest capital in a business they possess no means either to manage 2
business of theit own or to maintain themselves whﬂe they are'
wotking

Smith theteby tecognises Jzbour to be the soutce of valwe of th '
entire product, including that pOl’thﬂ of value which accrues to the
capitalist as profit As we saw in the preceding chaptet, however,
Smith proved unable to wotk the idea of labour value through to the.
end It is therefote understandable that his theoty of distribution
likewise only incompletely thought out and plagued with major’
contradictions. We saw that in-Smith’s view the labour expended ona:
product’s production becomes, in capitalist society, no longer the:'-
tegulator of that ptoduct’s value: its value, or ‘natutal price’, is
defined as the sum of the natural wage, natural profit, and natural.
sent The level of wages, profit, and rent are taken as the primaty,
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Yot g1vcn factors, and the product’s value as thc tesult of addmg these
r,hrcc quanta of revenue together. The theory of productzorz cOsEs 1S
put in the place of the Jebour theory of value. _

- Smith’s zheory of distribution similatly undetgoes a certain change
“Previously it had been cor;cctly constructed on the basis of the #beory
‘of value Tater, however, it is the zbeory of value that is based on the
“theory of distribution, It thus becomes impossible to explain wages

and profit as part of the the product’s value, for the latter « can now be
“"'I""fféa aly after m:_haye Elctermmed thc levcl of its componcnt_

S et

rwa e,

’H’" € % concTuac (@s'Ricardo was to do) from his statement that profit
‘a2 ‘deduction’ from the product’s value, that the share of profit can
‘sise only when there 1s fall in the share of wages Now, however, he
maintains that a tise in profit serves only to increase the value of the
sproduct, but has no reflection upon .wages With a theory of
dxsmbuuon such as this the investigator must first of all find the
-natural level of wages and profit; so that these can then be used to
“determine the value of the product Smith does just that, and
“attempts to explain wages and profit independently from the theory of
-value—an attempt doomed to failure,
. What is 1t that determines the absolute level of profiz? Smith does
‘not even venture an answer to this question, and limits himself to
“trying to explain its relative upward and downward fluctuations.
"Smith distinguishes between the progressive, stationary, and regres-
“sipe states of a nation’s economy. The first is charactetized by the
accumulauon and multiplication of the overall mass of a countty’s
capltal in the second total capiral maintains itself at its prevmus
‘level; and in the third the capiral is declining and the countty is on the
.road to ruin In the first situation, capital is abundant, and this causes
‘profits (and interest) to fa//, while wages #ise thanks to the competition
"ar'n'ongst capitalists for hands This for'Smith explains the @/ 12 the
‘@verage rate of profit observed in Europe from the 16th 1o 18th
centuries. It is only in the young and rapidly advancing colonies with
,__t_hc1r free virgin land and their shortage of both labourets and capiral
“that wages and profit can simultaneously exist at a high level. When a
society is stationaty the matket for both capital and labour 1s
"complctcly satutated; thus both profitand wages establish themselves at
“avery/owlevel. Finally, whenasociety isregressing or inastate of decline,
“the shortage of capital causes the rate of profit to 7zse and wages to /z//
Thc superﬁuahty of Smith’s argument limits him to explaining fluctua-
' 'ons in the level of profit ftom the #bundance or scarcity of mpzmi



204  Adum Smuth

More successful is Smith’s #heory of wages, which contains a numbe
of apt and accurate femarks and observations. What gives this theor
its special appeal is the deeply fele sympathy for the workers thar™
Smith shows on every page Nevertheless, from a theotetical point-of -
view Smith’s theory of wages also suffcrs from mconsmtcncxes a
contradictions

The so-called o7 faw of wages enjoyed almost universal accept_ance_
armong economists of the 17th and 18th cenrutfes It was enunciated In:
most clear-cut fashion by the Physiocrats,* who argued thar as a
general rule the level of wages does not exceed the minimum means o

_subsistence tequited to maintain a worket and his famdy Smith: j
teluctant to subsctibe fully to this assertion which in his view does’ 1_1'
cotrespond to actual facts From the 17th to the mid-18th centuties’
the wages of English workers had been going up, and by Smith’s tim
had reached a level which clearly exceeded what Smith considered the.
minimum level of means of subsistence. How was this rise in wages to,
be explamcd? Smith accounts for it in the same way as he explains the -
fall in the rate of profit for the period from the 16th to the 18
centuries: economic prospetity and the accumulation of capital creéa €.
a greater demand for labouters The rapid accumulation of capital.
(and nat its absolute volume) demands 1 greater aumber of hands:
high wages will make it possible for the wotkers to taise mote children,
which must in tutn cause the level of wages to establish itself ac
precisely that level at which the rate of population inctease more or;
less cotresponds with the rate of growth in the demand for labout -A
stagnant economy will be different When the capital advanced on the,
hite of workets remains stationaty the existing number of workers
proves sufficient to satisfy the demand for labout, and ‘the master
[would not] be obliged to bid against onc another in order to get

~them' [12] Wages will fall to the mimmum level of means of
subsistence, the population will teproduce itself at a slowet rate, and
the size of the working class will hold steady at this particulatr level
Finally, when 2 county is in decline and ‘the funds destined for the
maintenance of labour [ate] sensibly decaying’, the demand for
wotkers will steadily decline and wages will fall sefow the established
minimum ‘to the most miserable and scanty subsistence of t
labouter’ [13] Poverty, famine, and mortality would reduce the size.
of the population to what the now reduced volume of capital woul'
requite

' See above Chapters [hree and Thirteen
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’I hus the lcvel of real wages will dcpend on the relationship betwccn
thC supply and demand for labout, in other words, wpon the rate of

- growté' of capital ot the fund advanced for the hire of workers  Smith,

then, is advancing an embryonic version of the theoty of the wage
fwgd which was 1o become so populat among bourgeois scholars *

However, he still confuses the idea of a wage fund with the notion that
wages will gravitate towards #he minimum level of means of
subsistence ‘A man must always live by his wortk, and his wages must
at least be sufficient to maintain him They must even upon most
occasxons be somewhat mote; otherwise it would be impossible for him
to bring up a family and the race of such workmen could not last
beyond the fitst generation ’[14] Yet we have seen thar Smith believes
that wages will really only gravitate towards subsistence level when the
yolume of cap1tal and the demand for labour are siztzongry When

there 15 expansion wages will 7ise @bove this level; when there is a

contracuon thcy will fall below it. Obviously Smith himself thought
that 4 drop in wages below the subsistence level would be but a -
tempotaty and transient occurtence, since poverty and mortality would
soon bring the number of workers into cortespondence with capital’s
reduced labour tequirements On the other hand, Smith also believed
that there could be a long-term rise in wages over and above the
minimum of means of subsistence—so long, that is, as high wages did
not encourage the workers to reproduce themselves faster than the
increasgd labour requirements of accumulating capital This faith in
the prospect of long-tetm improvement in the workets’ welfare (which
was pattially evoked by the fact that the wages of English wotkers had

actually risen from the 17th to the mid-18th centuries) distinguished

Smith’s oprimistic wotld view from the pessimistic views of his
followers, for instance, Ricardo

For all his optimism Smith acknowledged that even when society
was advancing, wages would not 1ise above the mintmum tequited to
bring the growth of the wotking population into line with capital’s
demand for labourers. This is 2 matter over which the capitalists will
show equal concern: because they ate few 22 number and hence can
easily reach agreement amongst themselves, because they are protec-
ted &y the law, and because the wotkets cannos exsst withour work
for any but the briefest periods, they enjoy in any struggle with the
workers a social superiority of forces that they can always use to drive
_d_own wages to that level beyond which the exisung state of capital

“See betow Part V, Chapter Thiry-Four
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and wealth (i.e. , whethet it is ptogressing, stagnant, or declining) does:
" not allow them to be driven any further. This recognition of ‘the
capitalists’ social supetiotity of forces does not, on the other hand
lead Smith to conclude that the workers must struggle with them ¢
improve thetr own social position, i.e., utilise strikes, ot form trade:
unions. However much Smith may sympathize with the workers
needs, he does not believe that combinations of workers could.
imptove theit lot: in an advancing society they would be supetfluous
as purcly economic factots would by driving up wages in any case; if:
society is scagnating or in decline they would not be strong enough to:
~ stave off a fall in wages. Smith’s underestimation of the importance, f
. workers’ associations teflected the infant state of the workets’ move

. ment dunng his epoch At the same time it harmonized with h
general views to the effect that economic life had to be left to the’ fIc
play of individual penomz! 1nserests

1 We have translated Rubin's term zeme/'nays remia variously as ground ' rén
(or ‘land rent) which is its more precisc mezning and as ‘the renr of land
the terminoclogy actually used by Smith. when dealing with tent as an econom
carcgory that specifics the social rclarion that the landlord class bears to ‘the
other classes of society Smith’s specific discussion of ground rent appeats in Book v
Wealth of Nations, Bock1 Ch 6 p 66
1bid Book1 Ch 8 p 83 Rubin s italics
Ibid, Book 1. Ch 8, p. 83
Rubin's phrase is actually *chiszyi 1 ﬂetmdovoz dokbod which literally means “net,
or unecarned (non-labouring) i mcomc " However in the context in which it appea
this rendering would not convey the full sense of labour being the sole somrce 6f-
value
6 ThequotationisfromBookI Ch 11, pp 162-63 Ofthcfu'stsourccofrcn:Smuhsay
"There are some parts of the produce of land for which the demand must.
always be such as to afford 2 greater price than what is sufficient to bring them ¢
market; and there are others for which it either may or may not be such as ¢
afford this greater price The former must always afford a rent to the landlord
The latter sometimes may and sometimes may not according to different ¢ir-
cumstances * {Book 1 Ch 11 p 162} What Rubin describes as Smith's chird:
source of renc is discussed by Smith as follows: But when by the improvement.
and cultivation of land the labour of one family can provide food for two
the labour of half the society becomes sufficient to provide food for the wholc
The other half, therefore or at least the greater parr of them can be cmploycd
in providing other things or in satisfying the other wants and fancics of mankind:

L - SR )

The theory of distribution " : R 207

' *Food is in this mdnncr not only the original source of rent, but évéry other
. part of the produce of land which afterwards affords rent, derives that part of it

value from the improvement and cultivation of labour in producing food by means
of the improvement and cultivationtof land (Book I. Ch 11 pp 180 & 182)
Ibid Book II. Ch. 5. p 364

 1bid Bookl, Ch 8 p 83

Ibid, Book I, Ch 8 p 82 :
Rubin means that wotkers without their own means of subsistence are dcpnvcd ofthe . |
“means of production of the commodity labour power -

Weaith of Nations, Book 1, Ch. 8 p. 83
I5id Book I, Ch 8 p 89

Ibid Book I, Ch 8 pp 90-01

Ibid Book . Ch 8 p 85
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‘The Theory of Capital
and Productive Labour

Smith, as we have seen, considered profit, rather than rent, to be the.
primary form of net income (sutplus value). But Smith 2lso thought of

profit as the ‘revenue detived from stock” Thus it comes as no surprise
that Smith had a far broader and mote cortectly wotked out theory of . -

capital than did the Physiocrats His merit is that 1) he broadened the

- conceptof capital beyond the sphete of agriculture to include inzdustry as
well, and 2) he drew a direct connéction between the concepts of capital.
. and profit. -
Influenced by Rodbertus and Adolf Wagnet, boutgeois economists -
- often distinguish between two concepts of capital: a ‘#ational economy’
concept and a ‘private economy’ concept [1] The fitst refets to the sum
- total of the produce of society’s labour to be used in futute produc--
tion; the second refers to any sum of value that yields its owner 2 °
- steady unecarned income The first concept of capital derives from a

one-sided, matetial-technical standpoint, namely that capital is the
means of production that are in existence, itrespective of their social
form; hence the foolish conclusion often encounteted in the argu-
ments of the Classical economists and their epigones that the primitive
hunter is a ‘capitalist’ by virtue of his possessing 2 bow and arrow In
contrast, capital in the second sense sepatates the concept from the
matetial process of production, thus leaving unanswered the question
as to where the capitalist draws his unearned income from. :

Here as elsewhere Smith should be considered the progenitot of both
conceptsof capital  Smith holds that an individual’s ptopetty (providing

itis sufficiently latge) will divide up into two parts *“That part which, he .
. expects, isto afford him this revenue, iscalled hiscapztal Theotheristhat
which supplies his immediate consumption '[2] Capital is property”

~ which bears its owner a flow of uneatned income, in the form of profit.
" 'The main value of this definition is that it links the concept of capital
ditectly to the concept of profit.
Yet Smith understands that he cannot limit himself to defining
capital in terms of the ‘private economy ' According to this definition a
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~ ptivate house when rented out constitutes capital toits ownet; it isequally
.obvious, howevet, that when the same house is used directly by its owner

‘it cannot yield any [profit] to the publick, nor serve in the function of a
capitaltoit’ [3]Inviewofthis, alongside the aforementioned definition,
Smith often talks about capital in tetms of the ‘wazzonal ecornomy’,

e., in a material-technical sense, wheteby he undetstands it as an’

“accumunlated stock of produce’ for use in future production, namely

1) the raw materials needed for the wotk, 2) the xmplcments
of production and 3) means of subsistence for the workets
Smith is unable to reconcile these two definitions of capital becatse,

" owing to the confusions within his own theoty of surplus value, he cannot

trace out how the capirtal invested in agriculture, industry, and trade
(Smith mistakenly places the capital- invested in commerce and
exchange on an equal footing with productive capital invested in
agriculture and industry) possesses the ability to beat a steady income:

in the form of profit The duality of Smith’s views on capital reveals
- itself clearly in the fact that he sometimes understands capital cotrectly: .

as the roral valwe that the enttepreneur spends on purchasing
machinery, taw matetials, etc , but at other times mistakenly takes it to
be the actual machines, raw materials, and the like 72 #atwrz. This
confusion of the material and technical elements of production {means
of production as such) with their given social form (i.e¢ , with theit
function as capital) is both a distinctive feature of Smith's theory of
capital and a characteristic of the Classical school in general

This lack of clatity in Smith’s theoty of capital was reflected in his
view that capital is divided into two types, fixed and czreulating. We
have already met up with the embryonic form of this theory in Quesnay,
who made the distinction between avamces prumitves and avances
annuelles * Smith generalized these categories beyond agricultural
capital to industrial capital (which was cotrect) and to commercial
capital (which was wrong, inasmuch as the division between fixed and
circulating capital applies only to productive and not to commercial
capital) {4]

Now citculating capital differs from fixed capital according to the
length of time it takes for it to circulate: the value of circulating capital

- (c.g , raw materials) is wholly restoted to the factoty owner out of the
« ptice of his product upon the completion of 2z simgle production

pertod; the value of fixed capital (e.g., machinety), oni the other hand,

- 1s restored only in part, being fully cancelled out only after severa/

See above Chapter Thirteen
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- production pefzods have ‘expired " Smith remained vague about thi
distinction. His attention was devoted to the material aspect ¢
- phenomena as things, to the actual machinety i »azura; and not t
their value. While the entire #afxe of a' machine enters into circulation
albeit slowly and bit by bit, the actual machine temains at all times b
the possession of the factory owner until it has completely depreciated
Smith, noticing this, comes to the strange conclusion that no patt ¢
fixed capital passes into circulation: unlike circulating capital (ra
matetials, for example), which ‘is continually going from him [it
owner—7T7ans | in one shape; and returning to him in another’, fixe
capital yields a profit ‘without changing masterts, ot circulating an
further’ [$] The incongruities to which such a definition leads Smith ar
visible from the way he is compelled to classify the value of the see
~ which the farmet keeps on hand for later sowing as fixed capital simpl
because it stays in the fatmer’s possession. Using the same definitio
Smith deems the commodities held by traders as circulating capital
though generally speaking they constitute commodity, or commcrcxa
capital, and not productive capital at all
In his theory of capiral Smith came vety close to the problem ¢
reproduction, including that of the relationship between capizal an.
revenue He formulated it in much broadet terms than had th
Physiocrats, understanding that the formation of »et mcome—in th

- form of profit—also occurs within industty However, the rest of hi

analysis of reproduction is full of the most flagrant errois
" Aswe have seen, according to Smith’s theoty, a pottion of capital i
expended on the purchase of implements of production (fixed capital
and raw materjals {circulating capital) . From this it would seem to follos
that the value of the annual product of society as a whole must fitst an
foremost go to replace the total capital expended; it is only what remain
ovet and above this sum that constitutes soctety's revenue, which is the
divided up between the three social classes as wages, profit, and ren
(whereas wages figure simultaneously as a portion of the circulatin,
capital, profitand rent make up surplus value, or net income) In certais
passages Smith actuallyartives at just such a correct understanding of th
problem: “The gross revenue of all the inhabitants of a gteat country
comptehends the whole annual produce of their land and labour; th
neat tevenue, what remains free to them after deducting the expence o
maintaining; first, their fixed; and, secondly, their circulating capital; o
what, without enctoaching upon theit capital, they can place in thei
stock reserved for immediate consumption, or spend upon thei
subsistence, conveniencies, and amusements '[6] Thus, the value ¢
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society’s annual product contains #o# semply the revenne going to eachof

society's classes (i.¢ ., wages, profit, and rent), but also the fixed and
citculating oapztaz/ that is being reproduced

Aftet coming so close to formulating the problem of teproduction

cotrectly, Smith then beginstohave hisdoubts What confuses him isthe

fact that a value which represents capria/ for one petson, represents.

“reveniié Y01 another, For the'owner of a cloth-making factory the textile

- machinery he purchases represents fixed capital. Yet what he pays to the

machine maker for it, and what the lattes then disburses to his workers as
wagesconstitutesincome forthe workersand ateplacementof circulating
capital for the machine maker Marxanalyzed thecomiplexintersectionof

feeteh

“these telatons be bctwcen capital and revenue in Volume I of Caprral
There he examines the processof teptoducing the social product from two
aspects: that of its material elements (means of production and means of
consumption), and that of the component parts of its value (the
reproduced constant capital, wages, and surplus value) Smith, as we
know, confused these two aspects—the material and the social—of the
processof production; in his theory of surplus value he vacillates between

" vatious points of view, having no knowledge of the division between
constant and variable capital that Marx was to introduce into science. As

aresult, Smith proved unable to provide acortect solution to the problem
of reproduction and, to get around the doubts that confounded him,
resorted to a very simplistic approach. He merely assumes that the value
of the constant capital, textile machinety, for instance, can be resolved
in 115 entirety tnito revenue, i e, into wages plus profit (and rent)

Granted, the value of the constant capital necessaty to the manufacture -

of this machinery (e g., iron) must in tuin enter into that machinery’s
value; but the value of the iron once again consists of the wages of the

- workets who extracted and processed it, plus the profit of the entrepre-

neut, etc ‘What this argument actually shows is that at every stage of its
producuon the value of the Prodlict tontains not siniply the INCOMES
“going to “the participants i production (i.e.wages, profit, and. :ent)

- Thut equally a replacement of constant capital (machinery, raw marer-

1als, and’ the like) Smith, howevet, comes to precisely the opposite
‘conclusion. He thinks that the value of constant.capital resolves itself in
the last instance purclymmto Jeyenue: wages, profit, and re rent, _Conse-
quently, the Pice “of all the commodities which compose the whole
annual produce of the labour of every country, taken complexly, must

!

resolve itself into the same thiee paits, and be parcelled out among

diffetent inhabitants of the country, either as the wages of their labour,

the profits of their stock, or the rent of their land *[7] While Smith has -
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prcv1ously undcrswod that a pottion of society’s annual p:oduct 15
designated to replace constant capital, he now artives at the absurd
 conclusion, that the entrre value of the social pmdmt resolves z't;e/f.\
exc[uswe!y wmito revenne, enteting, in other words, inw the pcrsonal 5
- consumption of the individual members of society B
This mistaken theoty became ruling doctzine among the economists

of the Classical school: Ricardo accepted it, Say turned it into adogmia,
and Iohn Stuare Mill was repeating it even in the middle of the 191:h
century *
For Smith, then, the value ofa pxoduct consists of wages, pxoht and
rent. Now wages constitute whae, in Marx’s terminology, is vatiable
capital; we can thus reformulate this statement as follows: the value of

- the product consists of vartable capital plus net revenue {profit an
" rent). The entire capital is assumed to consist solely of variable capital
That part of a product’s value making up the reproduced constant
capital is totally forgotten. Yet how can the teproduction of the social
product be understood if one ignares the reproduction of constant -
capital, which has such a great, and constantly growing imiporcance ina -~
capitalist economy? Clearly, Smith’s etconeous notion that the value of

reproduction On this question he even lags behind Quesnay, who-
never for a moment forgot that part of the annual product goes .
restore the depreciated portion of fixed capital

The errots that Smith made in analyzing the process of reproduction-
in-general could not fail o find reflection in his understanding of -
expanded teproduction, that is, of capital accumuiation f the entite
capital is spent as variable capital, on hiting labourers, the ptocess of
accumulation will obviously take place as follows: there is a patt of the
capitalist’s revenue (j.e ., his profit) that he does not spend on personal
consumption, bur addstohiscapital, that is, he advances it for the hite of -
labour. A/ caprtalthat 15 accumulated 1s expended on the bire of labour -
This position is simply wiong, and once zgain ignotes the fact that the:
capitalist must lay out patt of his additional capital on the puichase of -
machinery, raw materials, etc.

Two importantconclusionscould have been drawn from this mistaken
theory of accumulation. The fitst 1s that, because the entire capital is -
expended on the hire of labour, ‘evety increase.or diminution of capital,
therefore, nacurally tends to increase or diminish the real quantity of
industty, the number of productive hands ’'{8] Consequently, any
addition 1o capital, by calling forth a proportional increase in the

See the chaprer on Sismondi in Part V. below
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demand for labour, works f#!/y 2o the advantage of the wor,éihg class.

__Thc proponents of this argument have forgotten that in reality the -
‘demand for labout grows only in proportion to the tise in capital’s

variable portion, and not to the growth of capital as a whole The second
conclusion is that the accumunlation of capital does not imply @ cut in’
personal consumption for the members of soctery. If a capitalist
accumulates half of a profit of £1,000, he is using £500 to hite workers

The capitalistis foregoing this much of bis own personal consumption in
Javour of the personal consumprion of the workers “What is annually

saved is as regularly consumed as what is annually spent, and nea:ly in

the same time too; but it is consumed by a different set of people,’ i€ -

workers: ‘The consumption is the same, but the consumers are
different '[9] Insofar as Smith was directing these words against the

primitive petty-bourgeois or peasant notion that capiral accumulation -
means hiding gold coins away in a sock ot a money box, he was cotrect
Accumulated capital is certainly spent But it is spent not simply on
hiting wotkers, butequally on the putchase of machinery, raw materials,
etc OQverall personal consumption falls in favour of productive
consumption; the production of means of. production tises &z zhe

‘expense of means of consumption Disregard for this fact laid the basis |

for the Classical theory of markets of Say and Ricardo; even opponents
of this theoty, like Sismondi, shaied Smith’s mistaken doctrine that the
entire annual product of society goes to the personal consumption of its
members. *

Closely tied to Smith’s theory of capital and revenue is his extremely
interesting and valuable theoty of productive and unproductive labour
ItwasSmith’sview, aswe alteady know, that the entite capiral is spent on
hiring workers, i e ,ismadeup of wages Doesthismean thatevety single
wotker has his wages paid out of capital? No, says Smith, workers can
teceive their wages either from capizal o1 from net income (profit and
tent). A capitalist uses his capital to hire workers, who by means of theit
labour not only restore theit wages, but provide on top of this a profit
{sutplus value} The capitalist can use his net income (i e , profit) either
to buy variouscommodities orto purchase the labour of different workers
tobe used directly fot his own consumption (2 maid, 2 cook, 2 domestic
tutor, etc ). The labour of these people provides the capitalist with 2
definite use value yet yields no exchange value or surplus value. This
constitutes the basis for distinguishing between productive and un-
productive workers. Productive workers ate those who exchange therr
labour directly against capital, unproductive workers are those who

*See the chapter on Sismondi in Part V. below
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excbcmge their [ﬁbom dzreat[y agamstrevenue. To be sute, the capltahst

can spend part of his revenue on hiring additional productive wotker;

Butin thatcase he isconverting a portion of histevenue into capital; he is

accumulating ot capitalizing it As capital must yield a surplus value, we

can formulate this statement another way: productive wotkets ate those

- whose labout yie/ds surplus value; unproductive wotkers ate those whose
labout is devoid of this property. ‘Thus the labout of a° manufacturer
adds, generally, to the value of the materialswhich he worksupon, that of
his own maintenance, and of his mastet’s ptofit. The labour of 2 menial
servant, on the contraty, adds to the value of nothing ’[10}

We can see how the conceptof productive labour has changed with the
evolution of the concept of sarplus value (or netincome) The only form
in which the metcantilists had known sutplus value was as commercial -
profit eatned from foreign trade, flowing into the country as gold or

‘silver. Hence for them the most productive labour was that of the
" mérchants and seamen involved in- foreign trade. The Physiocrats
‘understood that surplus value was created in the process of production:
but, byignoring profitand identifying surplus value with renz, they came
-to the erroneous conclusion that only the labour of the agricultural
population was productive Smith, ¢xpanding the concept of surplus
value toinclude also p1ofit, thereby transcended the restricted concept of
- productive labout held by the Physiocrats Accotding to Smith’s theory,
all wage labour, be it agricultural or industtial, is ptoductive when it is
exchanged directly for caprtal and eains the capitalist 2 profir

Smith is here detiving the distinction between productive and
unproductive labout ftom their different social formes, tather than from
their material properties. On the basis of the above definition, the labour
of a setvant ought to be deemed unproductive if a capitalist hired him
for his personal setvices, and productive when employed by a capitalist
running alargetestaurant Inthefisstinstance the employer telates to the
servantasaconsumet buyet, in the second as a capitalist buyer Although
materially speaking the setvant’s labour is identical in both cases, they
each entail different social and production telations between people,

productive in the one case and unproductive in the other. Hete,
however, Smith fails to teach such 2 correct conclusion and proves -
. unable to differentiate labour's social form from its matetial content =
Looking at what is acrually going on around him Smith sees that the
entrepreneur sometimes uses his capital to hire wotkets whose labout is
embodied in material objects, or commodities, but at other times he
uses his revenue to purchase personal setvices whete this property of
~ matetiality is absent From there he comes to the conclusion that
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‘ptoductive labour is that which ‘fixes and realizes itself in some
- patticular subject or vendible commodity, which lasts for some time at
‘Jeast aftet thatlabouris past = The labour of the menial setvant, on the
contrary, does not fix o realize itself in any particular subject or
‘vendible commodity His services generally petish in the vety instant of
their performance, and seldom leave any trace or value behind them,
for whichan equal quantity of service could afterwards be procured "[11} -
~ Aswesee, Smith is here ngmg us a second definition of productive
laboux, the defining characteristic of which is its ability to create material
-objects. Smith is obviously unawate that he is putting fotward two, .
definitions that do not fully concur with one another. From the
“standpoint of the first, correct definition, the labout of the servant in a
restaurant run on capitalist lines is productive; from the point of view of
“the second, incorrect definition, this labout will always be consideted
- unproductive, since it is not embodied in any matetial objects. By way of
“contrast, the labout of a gatdenet whom a capitalist keeps at his sumimer -
" home totend his plants is by the first definition anproductive, since that
1abour is purchased out of the capitalist’s revenue and not out of his
‘capital—in short, it is put towards his petsonal consumption and not to
" the production of surplusvalue Accotding to the second definition, the
‘gardener’slabour, because it leaves behind ‘material” results in the form
-of flowers and plants, would always have to be considered productive
- Onthis, as on other guestions, we see Smith (and this is typical of the
" Classical school) confusing the matertal-technical aspect of the produc-
. tion process with 125 social form Whetever Smith is studying the social
. form of the economy he is discovering new perspectives and is one of the
foundets of contemporaty political economy When he confuses the
- social form of the economy with its material-technical content he falls
into innumerable etrors and contradictions, of which his two definitions
of productwe labour offers but one example
The epigones of the Classical school, who directed theit attention
towards the material-technical side of production, paid no regard
... whatsoevet to the first definition that Smith gave of productive labour,
and embraced only his second, mistaken one. Some of them shared
- Smith’s view of unproductive labour as that which is not embodied in
material objects Others objected to it on the gtounds that the labout of
. officials, soldiers, priests, etc., had also to be considered productive Yet
neithet the partisans not the opponents of Smith’s view in the least
“understood his truly valuable social definition of productive labour
which it fell to Maix to dcvciop further. '

\
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_ dustrial capital, each chatacterized by its own formula of circulation: Momey mpz:}z :

- Is productive capital which refers specifically to the form assumed by capital

-distinctions for. as Marx emphasizes. the distinction between fixed and circulating

00 ~1 O v

“tenance of productive hands. tends to increase the number of those hands

Adam sz'z,‘b

TheRussian textherereads chisiokhozyarstvennoe’ which means putely economic’
On the following page it reads ‘chasinokbozyaisivennoe ' or 'private economic,” Ag
the first of these seems to make little sense in the concext in which Rubin™
using it. we have—pechaps beldly—assumed it to be 2z misprint, and “have
translated it as ‘private economic’, to conform with thc second term that appears

Weaith of Nations Book II,Ch 1. p 279 Rubin s 1tahcs
I6id Book Il Ch 1 p. 281
In Volume II of Capiza/ Marx distinguishes three different forms assumcd by -

whose basic formula ks M—C. P C'—M', i.e. money (M) is (ransformcd I
commodities (C—means of production and labour power). which funcuon a3
productive capreal (P), and out of which appeat commodmcs of greatervala
which are finally tiansformed again into money (M’ now a preater sum
than before. because it contains an increment of surplus value} Second “the

within the process of production Its circuit s P C'—M'=-C . P That is; the
process of production yields commoditics augmented by surplus value and which are
then sold far money If all of the surplus value is to go for the capitalist’s
personal consumption {i ¢ s consumed as revenue) the commodities purchase
torenew production {meansof producton andlabogrpowcr) will be of the same. valuc
as before, and so we have C P (this is simple reptoduction) If pact of thp
surplus value is capitalized and used to purchase 2 greater value of meags
production and lzbour power than reptesented by the original P at the beginning
of the circuit we will as a result of this accumulation have at the end of-
formula C P’ Finally there is commodity capstal, whose formula is+C

—C  P—C Hete we start with the total commodity-product as it emefges
out of the process of production that is, containing both the original vatue of P'plug
surplus value This is then transformed intoc money capital which is used 't
purchase anew means of production and labour power These after functioning
in the process of production yield a new commodity product €' which als
contains both the value of the original productive capiral plus surplus valie’
Marx s entire discussion of fixed and circulating ecapital revolves upon the

capital only has relevance within the process of production Smith s error. as
Rubin discusses here was to confuse the circulation of sa/xe with the circulation -
of the marerial objects embodying that value Circulating capital is capital:
whose value completes the entite citcuit of productive capiral within 2 single
production petiod Eized capital is capital whose vafue traverses this same cirenit
only over a protracted period of time ie over several production petiod
Smith was thus led into the confusion of cirenlating capiral (which is necessarily part
of P) with capital i cirenlation that is with commodity capical (or what Rubm
refers to here as commercial capital)
Wealth of Nations Book 11, Ch. 1. p 279
Ibid Book Il Ch 2 pp 286.87

Itid, Book I Ch 6 p. 69

I5id, Book 11, Ck 3 p 337 Other passages’ on the same page mak
similar point "Whatever 2 person saves from his revenue he adds e his capit
and either employs it himself in maintaining an additional number of productive
hands, or enables some other person to do so, by ]cnding it to him for"a‘
interest 'Parsimony. by increasing the fund which is destined for the main-

- Ibid Book Il Ch 3 p. 330

:Tbe theory of bab_z’m! and, prbé’ucm-e labour o 2 17

whose labour adds te the value of the subject upon which it is bestowed

" 161d Book Il Ch 3 pp 337-38

I6id Book II Ch 3 p 330
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~CHAPIER TWENIY-FIVE

| The IndUstrial.ReVolutiOn
In England

n the England [and Scotland!—Ed4 |* of Adam Smith industrial
apitalism was still in its catly stages Agticultute held first place,
hile handicraft and cottage industty continued to prevail within
ndustty . Industtial capitalism could begin its victotious progtess only
aftet the factory, with its extensive application of machinery and steam
engines, had supplanted the manual labour of the mapufactory. This
transition from manufactory to factory took place during England’s
ndusirial revolution; embracing the lattet quatter of the 18th century
nd the fitst quarter of the nineteenth. This is precisely the lapse of
ime that separates Ricardo’s activity from that of Smith. If we can call
mith the economist of the manufactory period, Ricardo’s writings
arose against the background of rapidly developing faczory, machine.
roduction. '
The beginning of the industcial revolution is usually set at 1769, the
jumping off point for a rapid succession of inventions which com-
pletely transformed production technology. It would be a great
mistake, however, to see the industrial revolution as the tesult of the
ccidental appearance of fortuitous inventions. Machines to replace
-human labour had been invented before. But duting the guild period,
then the crafts were working for a restticted local matket, such
machinery was unnecessaty, 2nd could only spell ruin to the handi- -
“crafts It is thetefore understandable that the guilds used evety means
“they could to oppose theit introduction, secure their prohibition,
“destroy the prototypes made by audacious inventors, and have the

Throughout apart from this addition we have retained Rubin s constant references
.‘England’ and ‘English’ rather than changing these to Britain' 'The United -
Kingdom' 'British -ctc ‘Britain’ and 'British’ would obviously be more accurare in
most cases. but for several reasons {the industrizl revolution's loeational priority in
ngland, the barely consolidated nature of the entity “The United Kingdom which was
ormed only in 1801 -the lack of cencralization of the State in many sphetes as well as
Rubin’s own preference) we have rerained his *England’ and ‘English [Ed )
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latter banished from 2 town or put to death. Thus the use of th,
tibbon loom was banned in the 16th centuty, that of a machine fo
manufacturing needles at the beginning of the 17th century, ﬁnd' _
on.
Duting the 17th and 18th centuties—the epoch of the decline o 0
the guilds, the strcngthcnmg of meerchant capital, the growth of mas
© (cottage mdustry) production fot expor, and the birth of the 7
ﬁzctorzes—-thc situation altered. An immediate objective for entre
_ preneurs was now to lowet production costs. The urge to make;
-tcchnologlcal improvements and economies in costs of productzo
gave rise during the [7th centuty to a feverish pursuit of inventions
The innovations of the 17th centuty—the extensive use of any and”
every type of water mill, technical innovations in mining and metal
lurgy (the use of machines to pump water out of mines, “th
construction of blast furnaces), improved methods of transmitting
power (cog-wheels and fly-wheels, transmissions)—all prepated th
-way fot the enthusiastic acceptance of the machine within industry
Yet prior to the middle of the 18th century these different inventions
were incapable of revolutionizing an industry which remained depen
dent upon power sources (man, animals, and water) that wete eithe
weak ot could be driven by machine power only in specific localities
The stimulus for the industrial revolution at the close of the 18th-
century came, as we know, from inventions 1) in the cotton textzl
industry, 2} in metaliurgy, and 3) the invention of the steam engine
Each of these was merely the end result of 2 long line of preceding
inventions, the outcome of quests that had extended over decades
It was no accident that this rapid succession of inventions took place’
in the youngest branch of England’s textile industty, cotfon textiles
Making its appeatance in England only late (in the 17th century) it
had not been subjected to guild regulations. Cotton textiles could onl
win out in its intense struggle with the older woollen industry by
relying on new technical improvements. In the middle of the 18th-
centuty looms wete both improved and made bigger in size. But as:
the spindles used in spinning continued to retain their medieval.
consttuction, spinners were unable to provide the weavers with
enough thread This thread ‘famine’ compelled inventors to statt’
looking for new methods of spinning. In 1769 Atkwright ook out 2,
patent on his ‘watet’ machine, an improved version of the spinning
- mmachine that he had invented in the 1730’s, Within 2 year Hargreave:
had taken out a patent on his spinning ‘Jenny’ Finally, in 1779
Crompton combined the achievements of these two inventions into hI
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“mule’, which began rapidly to drive out hand spinning A spinnet’
.using this machine could prepare 200 times as much thread as he
“couldwithout it Now it was the weavers who ¢ould no longet keep up
with all the thread supplied by the spinners: there was an utgent need
“for an improvement in weaving methods In 1785 Cattwright invented

the mechanical loom, but it was.not used extensively until further

‘improvements had been made to it From 1813 onwards it began to.
drive oyt hand wcavmg

Gradually the spinning and weaving machines spread into the wool
industry as well
A second tield of technical inventions was ﬁzem//zzrgy Up until the

- middle of the 18th century both iton and cast iron had been pxoduccd-'
‘using wood fuel Blast futnaces wete set up near forests, moving to

new sites when the supply of wood became exhausted By the 17th

-century England was already beginning to record a shortage of forests.
At the start of the 18th century the scatcity and rising price of wood
~fuel caused metallurgy to pass through a sevete ctisis and tecession. It
-was essential to find new forms of fuel Such fuel existed in the form of

hatd coal, but priot to the mid-18th century the numerous attempts

‘that had been made to coke coal and use it in the processing of iron

had all met with no result. Only after the mid-18th centuty was pig

-iron extensively produced using mineral fuel (Derby’s method,

invented in 1735); beginning in the 1780’s, rolled iron started to be
produced using hatd coal, thanks to the new method of ‘puddling’

“invented by Cott in 1780 The comdination of iron and coal that was

to be so important fot capitalism had now taken place [1]

Finally there was the most impottant and universal invention of this
petiod: in 1769 James Watt built his famous szeam machine, a pump
for temoving water from mines. The artificial removal of water from
mines had begun as eatly as the 16th centuty. In 1698 Seveti had
invented for this putpose the first steam engine which, in the
improved version given it by Newcomen in the early 18th century, had

‘become widely used in mining. However, Newcomen’s machine could

not cope with very deep shafts or a strong head of watéer Watt’s new
invention eliminated this defect. His initial machine was intended
only for the extraction of mine water. In 1781, however, after

-additional improvements, Watt converted his machine from a pump
into a wmiversal steam engine applicable to all branches of industry.
Following its initial inttoduction into textile and metallurgical produc-

tion, the steam engine seized one branch of industry aftes another. At

‘the start of the 19th century the steam engine was applied to
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“century. In the 1780's Tucker could say ‘the puvileges of the guilds’

~ harm, as was formerly the case.’[2]

- 1803 was called the ‘golden age’ of cotton textiles, with production;

industrial commodities fell between ten and twelve times. Chea

transportation (thc stcam ship, railways) England entczcd the age o
steam. )
. The inventions just dcscnbcd could not have exerrcd the swift and"
revolutionaty impact they did had there not existed the socso
economic conditions necessaty for the extensive developrnent
factory industry By the end of the 18th century these conditions werel
already present in England. On the one hand, the epoch of com:
metcial capital had already seen a significant accumulation of capit,
in the hands of traders, financiets, industrialists, etc.; the new factor
industry presented these free capitals with a wide-open field fo
investment. On the other hand, landless peasants, ruined craftsmen:
and cottage labourers, and paupers of vatious sorts provided in abun
dance the human material that capital could employ for its own needs:
The ancient guild reseticeions that had stood in the way of capltahst-
dévelopment had already fallen into decay by the end of the 18t

and the trading corporations in the towns have at the present moment”
only 1n51gn1ﬁcam power and ate incapable of causing a great deal o

Under these conditions factory industry grew at an cxtxaordmanl
rapid rate. In the words of one contemporaty, ‘a new race' of factory:
owners rushed to set up factoties whetever the opportunity presente
itself; they began to fix up old barns and sheds, punched windows in:
bate walls, and transformed these premises into weaving workshops '
‘Any who had capital, however small it might be, threw it into -
business: shop keepers, inn keepers, goods ferrymen, all became’
factory owners Many of them met with failure, but othets atrained:
their objectives and acquired fortuncs.’[3] The period from 1788 to.

increasing three-fold duting that time This type of rapid growth in-
production was made possible only by the introduction of machinery
which cut production costs and caused the price of cotton cloth 2o fall-
considerably The inttoduction of the spinning machine brought:
down the production costs of thread from twelve shillings to three.
shillings in 1800, and even to 1 shilling in 1830 With the fali in the
costs of production came a cheapening of commodities: the price of &
pound of thread fell from chirty-five shillings to nine shillings in 1800
and to three shillings in 1830 Production costs and prices on many.-

cotton cloth began to displace mote expensive woollens; thanks t
their cheapness they managed to force their way into the remot
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countryside and onto foreign matkets. In the 17th and 18th centuries
the fate of England’s economy had depended ptimarily on its wool
' mdustry, from the beginning of the 19th century onwards, it was the
" cotton industry that played this role.

The fevetishly quick advance of factoty production brought pro-
found changes to the English economy It was only now that the centre
of gravity shifted from agriculture to industry. On the eve of the .
-industrial revolution (1770) England’s population was divided about
equally between town and countty; a half century later (1821}
agriculture employed only 33% of the population A flight from the
_countryside had begun: the population of the factoty towns grew with
" incredible speed. Between 1760 and 1816 the population of Man-
chestet increased from 40,000 to 140,000; that of Bitmingham from -
30,000 to 90,000, that of Livetpool from 35,000 to 120,000 England
was on the way to becoming ‘2he workshop of the world,’ providing
factory-made goods for the rest of the world. Iis foreign tade grew _
rapidly Between 1760 and 1815 imports into England went from ten
 million to thirty million pounds stetling, its exports from fifteen -

“million to fifty-nine million. Having previously had the export
industty subordinate to it, the export ttade now itself became
“subsidiary to a powerfully developed industty The leading role
gradually passed from commercial to industrial capital
The industrial revolution opened up vast prospects for a great

- forward surge of England’s productivity of labour and national
“wealth. Yet even in these first stages of its development, indus-
(- trial capitalism revealed with utmost clarity its negative, as well
as its positive aspects. The colossal tise in the nauon's production did
. not reduce the poverty of its masses in the least Machinety which was

- intended to save on human labour frequently gave a further push to
. the deterioration in the labourets’ wotking conditions. Inttoduced at a

feverish pace, it displaced hand spinners, weavers and other workets,
¢ who were threatened with either death by starvation or an existence as
- paupers. Undetstandably, the workers looked upon the machine as the
most evil of their enemies. “The machine’ wrote one worker. *has left
us in rags and without 2 living, the machine has driven us into a -
dungeon, locked us up in a prison wosse than the Bastille I look upon
any improvement which tties to reduce the demand fot human labour
<ias the most dreadful curse that can fall on the head of the working
“class, and I consider it my obligation to oppose the introduction of
machinery, this scoutge, into any branch of industry whatsoever. ' [4]
This passionate protest expiessed a feeling widely held by the working -
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- subject to government prosecution The working day averaged 13 to-
14 hours, but was often even longet. The lack of hygiene in the.
factories was hotrific  As for wages, in monetary terms these on the

masses The introduction of machines often provoked wotkers’ tiots;
they butned down factory buildings, smashed the machinety, ang

tried to have it prosctibed -These spontaneous movements, however,’
were powetless to halt the ptocess of bringing in machinery _
" The machine meant the uttet tuin of hand spinners and weavers,
put an end to the cosfage industries that had provided the peasant .
family with a second means of income, and made adult workers:

compete for wotk by drawing women and childten into the factory,

Although it is true that female labour had also been used in cottage
- industries, the woman had previously been working at home on her

own, whereas now her departure for the factory meant lcavmg th,

children unattended unless they, too, came along. Engels, in his -
famous book, The Condition of the Working Class tn England,
painted a shocking picture of the conditions under which wotkers
laboured in the final petiod of the industrial tevolution (the 1830s-

and 1840’s): five yeart old children working in factories, women.: an

children petforming heavy labour down the pits, childien of seven:

spending twenty houts a day underground  Parish orphanages used to
hand over whole flocks of children to factoty owners, ostensibly for

‘training’, but in reality for forced labout. The factory ownets would

pass them from one to another like slaves.

Conditions wete no less difficult for adult workers Factory legisla-"t_'

tion was as yet non-existant; the law placed no testrictions on the
exploitation of labour, while wotkers’ trade unions were banned and

whole rose throughout the second half of the 18th centuty,” bur in.

reaf terms they fell due to the sharp tise in the price of corn and other:
means of subsistence (meat, butter, etc) According to Barton, in-

1790 the weekly wages of a skilled worker would buy 169 pints of cotn,
in 1800 only 83

The shatp fall in real wages 1s accounted for by the swift tise in the.
prices of grain and other agricultural producc which began in the last"
decade of the 18th century and ended in 18135, with the conclusion of-
the Napoleonic war In the 1770’s, when the industtial revolution
began, the average price of corn stood at about forty-five shillings pet-
quatter. In the 1790's it was fifty-six shillings, rose to eighty-two:

shillings during the first decade of the 19th century, and to 10

“In those branches of industry (such as spinning and weaving) where the d1sp1acemcnr
of manual labour by machinery was very rapid money wages also fell

¥
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~shillings tn the period 1810-1813. That cotn prices rose so rapidly is
explained first by thé growth of England’s urban industtial popula-
tion, which heightened the demand for cotn, and second, by the short-'
+" - fall in the supply of cotn coming from agratian countries (e g -, Prussia -

and Poland) during the war with Napoleon. It was not simply the wat
" and Napoleon’s declaration of the continental blockade that slowed
" down the flow of cheap cotn into England: the English govétnment, -

acting in the interests of the landlotds, did all it could. to hinder the
import of foteign grain through the imposition of Aigh customs
‘duties By a law of 1791, the import of foteign grain into England
became possible only if the latter’s price on the domestic market was
* raised to fifty-five shillings per quaiter In 1804.this base price was-
raised—in the interests of the landowners—-to sixty-four shillings, and
in 1815 to eighty-two shillings The combined effect of 2 number of
factors (the countty’s rapid industtialization, the war with Erance,
hatvest failures, and agncultutal protectionism) acted to produce a
colossal tise in grain prices ovet the period 1790-1815,

At the sight of such a vertiginous increase in cotn prices, farmers
and landowners tushed to utilize every spare plot of land The
. ‘enclosure’ of common lands took on vast propottions. Large capiralist
i farms increasingly displaced peasant holdings Poor lands, waste
" lands, bogs—all of which were deemed unpiofitable when cotn ptices
were lower—now began to be cultivated. The drawing of iferior lands
‘into production, the associated inctease in the cost of producing coin,
and the tise in grain prices were all featutes of English agriculture at
“the stazt of the 19th century and all found -their precise reflection in
- Ricardo’s theory of tent

A second consequence of the advance in cotn prices was a rapid rise
in the ground rent.that-farmers paid to the landlords From the 1770’s
up until the end of the war with Francé fental Payments rose on
. average by 100% to 200%, and not infrequently by four or five rimes
In Scotland the total amount of ground rent in 1795 was £2,000,000;
in 1825 it was £5,250,000 A farm in Essex which had been leased in
1793 at ten shillings an acte tented in 1812 [5) for fifty. The war, high
prices, and bad harvests had made the landlords stupendously tich

Safe in cheir barns these Sabine tillers seat
Their brethren out to battle—why? for rent!{6)

‘When Byron, the famous poet, hurled these indignant lines at the
atistocracy he was expressing the sentiments of the most diverse
sections of the population.
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Indeed, dissatisfactxon thh hlgh cotn prices and with prOtecnve

lcgzslatmn on behalf of the gentry had spread throughout the countty .
The industrial boutgeoisic assumed the leadership of the movement:
against the corz Jaws Industrialists rematked with dismay that the’

lion’s share of the profits brought by England’s industtialization were

slipping rtight through theit own hands into those of the land
magnates The industtialists’ dieam was to shower the entire world
with cheap goods from their own factories; but for this cheap bands

were necessaty. The high price of cotd made it impossible to lower

money wages Further, high corn prices undermined the pumbazriﬁg;

power of the workers and urban petty boutgeoisie, thus reducing the
domestic market for industrial products. Petiods of poot hatvests and
h1gh grain. prices often coincided with sevete trade and mdustnal
crises

The broad mass of workers suffeted not simply from expensive cotn -
‘but also from the introduction of machinery, unemployment, and low.
wages, The early ideologists of the proletariat had already grasped that’

the root of these evils lay not in the coin laws, but in the capitalist

system. Yet the propaganda of the fitst utopian socialists (Owen for,
example) affected but a narrow citcle The broad mass of workers still’

lent a sympathetic ear to the agitation against the cord laws The first

' decadcs of 19th-century England were passed in an atmosphere of

bitter struggle between the landowning class and the commercial an
industrial bourgeoisie supported by the broad mass of wotkers and

petty bourgeois In 1815 the agratians still held the upper hand, and.
the protective tatiffs on corn were increased In 1820 the London.

metchants presented theit famous petition to Patltanent, in which

they demanded the introduction of free trade as the only means by’
which the products of England’s factori¢s could gain broad access w0

the world’s markets In 1822 the merchants of Manchester put the

same demand in their own memorandum. Manchester, the centre of
“cotton textile production, had become the fortress of the partisans of:

free uade, who hence became known as the *Manchester’ school. With

the industtial ctisis at the end of the 1830's the struggle for free trade.

took on greater dimensions. The Manchester chamber of commerce

presented a petition to Patliament in which it explained thae ‘without

the immediate tepeal of the corn duties the ruin of factory indust

[would be] inevitable, and that only the broad application of the:
principle of free trade {could] assure the futute prospetity of industry;
and the peace of the country.’{7] The anti-Cotn Law League, founded:

by Cobden and Bright, enlisted hundreds of thousands of supporte
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-and conducted a powerful agitation ovet the entite counuty In 1846
thc long decades of struggle finally ended in victory for the bour-
’ geoisie: the corn Jaws were repealed, and England went definitively
“over to a system of free trade :
The boungO{sxc secuted its victory only in the period followmg
‘Ricardo’s death. although the historic debate between the commet-
cial-industtial bourgeoisic and the landlord class was already well

‘alight duting his lifetime All Ricardo’s literaty activity took place in.

this atmosphere of stuggle between social classes The fundamental

.socio-economic phenomena of his day—the rapid growth of industy

and the successes of machine ptoduction, the menacing tise in cotn
_prices and ground tent, and the bourgeoisie’s dissatisfaction with the
‘cotn laws—Ileft a deep imprint on the whole of his theoretical system.

fIn economic policy Ricatdo stood as a leader of the industrial

{boutgéoisie: he demanded that the cotn duties be repealed and free _

Yrade introduced His theoretical system, for 2l its abstractness and /

pparent sepatation from the real economic conditions of his day, was

“in fact closely tied to them. Its two central components—the theoty of
value and the theory of disttibution—both reflect the economic

conditions of early 19th-century England In his lebowr theory of value

‘Ricardo summed up the many and varied factors which caused -
‘technical improvements and increases in labour productivity to lower
‘the price of factory products. The extensive application of machinery
‘had compelled Ricardo to ponder on the extent to which the use of
-machines (fixed capital) might modify the law of labour value. The
“raging struggle between the bourgeoisie and landowners and the more
“distantly perceptible battle between bourgeoisie and proletatiat con-
-centrated Ricardo’s thoughts on to the zbeory of disrrbution Ricardo

made the impetuous rise in cotn ptices and ground tent the basis of ‘his

theory of rent. The gtievous distress of the wotkers, notwithstanding
tising nominal wages, found theotetical reflection in the Ricardian
‘theory of wages The struggle between the landownets and the

boutgeoisie caused Ricardo to think in terms of an itreconcilable

“conflict of interests between these two classes: the idleness of the aristo-

cracy and the tise in coin prices that were typical features of a capitalist

economy were for him the main reason fot the fall in profits and the
.primaty thteat to capital accumulation and the ability of the capitalist
“economy 10 grow. [8) Ricardo owes to his epoch both the strong and
~weak points of his theoretical system. Insofar as the English economy at
“the start of the 19¢h century had alieady managed to develop those
features that ate typical of a capitalist economy, Ricardo succeeded in
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. making theorctically ingcnidus generalizations that have ent'éréd-r,
permanently into economic science Wherever he took transient of:
- tempofary contemporary phenomena to be inevitable characteristics of:
capltahst economy in general, he fell into etrors and biases that laters';
economic schools, and above all Marx’s, wete to cotrect

‘1 A detailed and interesting srudy of technological change during the industeial’
revolution. including the events Rubin is talking about hete, is David Landes, Thg
Unbound Promerhens (Cambridge. Umvcrsny Press, 1969) Chaptet 2. *The Indu
trial Revolution in Britain’ .
Translated from the Russian

-Both quotations have been translated from the Russian
Translated from the Russian. _ :

Ihe toxt reads 1912 which is obviously a misprine.

The guotation is from Byron’s poem  The Age of Bronze
Iranslated from the Russian _
A phrase is missing here from the Russian text The passage from the idleness - to
the end of this sentence is interpolated from the apparent mcanmg as indicated: by
what is printed in the Russian original and by Rubin's argument in later chapter
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CHAPTER TWENTY-SIX

Ricardo’s Life

David Ricardo (1772-1823) was botn in London into the family of a
wealthy Jewish banker By the age of fourteen Ricardo was assisting his
- father in his stock exchange operations, but a few years later he broke
“with his family when he was converted to Chiistianity [1] He became
“an independent jobber on the stock exchange, where, thanks to his
‘rematkable ability to foresee the price movements on secutities, he
“amassed 2 huge fortune in just a few years At the age of twenty-five
“Ricardo was already enjoying a rcputatlon in Londen as a millionaire
nd famous banket.

- Apparently, however, playing the market soon ceased to afford
Ricatdo any satisfaction: his spitit hatboured a passionate thirst for
‘knowledge. At twenty-five he abruptly altered his style of life, gave up -
: spcculatmg on the exchanges, purchased an estate, and devoted his
time to self-education At first he studied mathematics and natural
“science, set up his own laboratory and collected minerals Two yeats
“Jater he was so impressed by Smith’s book as to give himself wholly
“over to the study of economic questions, which could get quite a gtip
-on-the mind of a man familiar with the secrets of stock-jobbing

At the beginning of the 19th centuty economic questions had once
“again become the subject of animated discussion in England. The
long was with France had theown English economk life into profound
-disatray. This disorder showed up particulatly in the depreciation of
‘England’s currency (the bank notes issued by the Bank of England,
whose convertibility into gold had been suspended during the war)
.and in the exorbitant rise in the price of corn. These were practical
questions, which touched the vital interests of different social groups,
and gave rise to remendous discord. Not was this an academic debate
-among students in the quiet of some study; it was accompanied by
‘bittet polemics in Parliament and the press Such a fierce conflict of
~opinions and interests prompted the modest Ricardo, who had little
confidence in his own abilities, to embark upon a literaty cateer. In
1809, some ten years after he had set about his study of economic
: .':matters he pubhshed some articles and a pamphlet, On the High
Price of Bullion, in which he gave an outline of his guantity theory of




232 | " David Ricardo

money (2] He explained the depreciation of the bank notes by theif
excessive emission and demanded that 2 certain portion of them: 'b
withdrawn from circulation if the cutrency was to be brought back-
health
In the years: that followcd Ricardo lssued a number of ShOIti\;
polemical works also dedicated to questions’ of monetaly cuculatmn
In 1815 he published A Essay on the Influence of 2 Low Price of Cory
on the Profits of Stock In this wotk Ricardo was alteady acting as
defender of wmdustrial capitalism and had come to the conclusion tha
the interests of the landowning class conflicted with those of the othey
classes of society A: this time, as a letter of 1815 makes clear, Ricards
had no ambition to publish a work embracing the fundamenta]
theoretical questions of economics. ‘Thus you see’, he wrote, ‘-thﬁp":
have no other encouragement to putsue the study of Political Economy,
than the pleasure which the study itself affords me, for never shall I'he
so fortunate however correct my opinions may become as to produce s
. wotk which shall ptocure me fame and distinction '[3] However, .jg'
. two yeats later, in 1817, influenced by the persistent advice of s
" friend, James Mill, Ricardo published the book that was to earn hiny
immottal fame, his Principles of Political Economy and Taxation
Although most of the chaprers in the book ate devoted to dlscussmnsff
of practical questions, mainly taxation, the few theoretical chaptcts':?
guaranteed Ricardo permanent fame as one of the great economists
His book matks the highest point that the Classical school was ablé g
attain—after that it went through only agony and a period of decay
Although Ricatdo himself at one time said that no mote th
twenty-five men in the whole of England had understood his book, it -
nevertheless earned him tremendous fame among his contemporancs”
and made of its authot the head of an entite school Ricatdo stood at
the centte of the vital economic discussions of his day He was:in
constant personal contact ot in cotrespondence with all the outstand:
ing economists of his day. Some of them became his closest disciples.
and followers (James Mill, McCulloch), the first apostles of the:” ;
otthodox ‘Ricardian’ school Yet even those of his opponents who_.:,.;
created their own economic systems (Malthus, Say, Sismondi) could
not fail to defer to his great intellect and scientific candour. Malthus;
who was his constant opponent and a fierce defender of the landown
ing class, called the day Ricardo died the unbappiest day of his lif
Ricatdo loved to hold domestic gathetings of ftiends and famous
economists for uninhibited chats and discussions about topical eco
omic subjects These meetings of friends formed the basis of the
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‘London Political Economy Club, which was founded in 1821 and
+ stayed In existence for 25 years The club’s members were in the main

practical people, merchants and indusuialists, political figures; only a

.- few were academic scholars. At its monthly meetings they discussed
* the most important questions of the day, the debates usually revolving
~around questions of monetaty circulation and the duties on cotn—
- questions that were uppermost in Ricatdo’s mind. Up to the day of his
~death, which came unexpectedly in 1823, Ricatdo was the central
“ figute in the club’s meetings, the majority of whose membets ardently
. defended—and did a gtcat deal to implement—the ideas of free
trade

- Ricardo successfully champmned thr: ideas of ecomonzic liberalisme— - .
not only in his pamphlets and books, at gatherings of friends, and at

- meetings of the Political Economy Club, but also from the tribune of

Pa_tliamcnt Chosen as a member of Parfiament in 1819, he deliveted -
speeches, despite his shyness and dislike for otatory, during the -

debates on monetary circlation, patliamentary reform, etc., in which ~ -

he declared himself in favout of bourgeois-democratic rcforms {(exten-

“sion of the suffrage, the secret ballot) His teaching on monetary

ircutation had enormous influence both on the patliamentaty com- .

“missions debating this issuc and on subsequent Enghsh legislation.
" Ricardo’s literary and parliamentary declarations in defence of

conomic and- political liberalism inevitably made him an object of
attack, primarily from the representatives of the lendowning class.

- They accused him of defending the narrow interests of the monied and
-industrial bourgeoisie, and even, on occasion, of having a personal
“interest in the passage of this or that measure. With unshakeable

ranquility and dignity Ricardo tepudiated these personal suspicions,

“and even tefused to acknowledge himself as defending the intetests of
-2 single social class Indeed, Ricatdo was subjectively correct to see
‘himself as 2 defender of ‘true’ economic principles and of the interests

f all the ‘people’(which he counterposed in one of his works to the

‘mterests of the atistocarcy and the monarchy), since what he invatiably
- championed was the need for the rapid development of the productive
‘forces, which in his epoch could occur only in the form of capitalist
~economic development The high duties on cotn, the poot laws, the

ule of the landowning oligarchy all retarded the growth of the

-pr_oducuve forces, and thus Ricardo consistently came out against

them. On the other hand, it is ttue that he never imagined that the

“gtowth of the productive forces might be possible in a form other than
- ‘capitalist economy, and so he rejected Owen'’s communist schemes
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{(on this see the following chaptcr)

"if he ardently defended capitalism’s interests it was because- hi
. reseatches, being infused “with the utmost scientific honesty and %

" provide sufficient scope for a powerful growth of the productive fories:
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Ricardo’s hotizons never extended bcyond capitalist economy Yc

candour, led him to see it as the only formn of economy that would

and the wealth of society as a whole. In Marx’s words, ‘Ricardo’ 3
conceprion is, on the whole, in the interests of the mdasmal

bourgeotsie, only because and in 5o far as, theit interests coincide with
that of production ot the productive development of human labour :
Where the bourgeoisie comes into conflict with this, he is jast’ as
ruthless towatds it as he is at other times towards the prolctanat and’ .

the atistoctacy. [4]

1 Io the extent that Ricardo had any rclaglous attachments at all thcsc were thh t
Unitatians, o
2 Owihe High Price of Bullion. A Praof of the Dcpreamtwr; of Bank Notes (1810) o
in The Works and Correspondence of David Ricardo, edited by Piero Sraffa’witl
the collaboration of M H Dobb, Volume III (Cambridgc University Press. 1951):
3 Ricardo, letter to Trower of 29 Ocrober 1815. in Works (Sraffa edition) Vol Vl o
(CUP, 1952}, p 315
4 Marx. Theories of Surplus Value, Part 11 {Progress Publlshers English edmon) p 113- .
(Marx s italics) .

. CHAPﬁR _'IWENT.Y-SEVEN
The Philosophical and -
Methodological Bases of
Ricardo’s Theory

n the great histotical contest between the landed atistoctacy and the -
ndustrial bourgeoisie Ricardo stood decisively on the side of the latter
It would be a great mistake, however, to accept Held’s statement that
- ‘Ricardo’s docttine was dictated simply out of the money capiralist’s
“hatred for the landlord class.’[1] In Ricatdo's time the industrial
" bourgeoisie still played a progressive historical role, and its ideologues
* still felt themselves. leaders of the entite ‘people’ in a sttuggle against
" the aristocracy and monarchy [2]

Ricardo was an ardent champion of the boutgcms caprcahst otder
because he saw it as the best means for guaranteeing, 1) the greatest
individual happiness, and 2) the maximum growth of the productive
Sorces
. Bourgeois economic science had aheady raised the demand for frce
ompetition and individual economic initiative in the 18th century.
.Both the Physioctats and Smith consecrated this demand by making
tefetence to the etetnal, natura/ right of the individual By the
‘beginning of the 19th century the role of natural right as the
- boutgeoisie’s main spititual weapon in its struggle for 2 new ordet had
- played itself out The foundations of the capitalist ordet had already
- been Jaid, and the greaver its $ SuCCesses the more wete the 1dco/_g15ts of

-_the bourgeoisie 1l themselves prcparcd’“ to abandon theitriive faith in

'hvan"“' S e

. he impending tgpglzatlon “of a2 ‘natural ofdér” of universal equality
;'_and brothethood The bitter disappointments of the Ffench revolu-
‘tiort, the despetate state of the labouting masses duting the time of
the industrial revolution, and the first portents of the budding
“struggle between the bourgeoisie and working class left little room for
the illusions of yesteryear. From the beginning of the 19th century
.'demands for equality and brotherhood atluding to the natural right of
~the individual wete mostly coming from the mouths of the first
~'defenders of the proletariat, the early utopian socialists. Henceforth,
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the antethesis previously made berween bourgeois narural right and *°
feudal tradition became impossible and inadequate The ideologists of - -
the bourgeoisie wete faced with a new and difficult problem: to jusify \!
the bourgeois ordet at one and the same time against both feudal tradi-
tion and the demands fot natural equalicy being raised by the socialists; .
&+ ‘Called upon to solve this problem was.the new philosophical system o
‘wtilttarianism’ developed by Bentham, which gained great cutiefiey'”
ftom the 1820’s onwatds. If the theoty of natural right had setved 25,
philosophical basis fot the doctines of the Physiocrats and - Smithy
. Ricardoand his closest disciples were fetvent adherents of ut111tanamsm
i Althcugh utilitarianism denied the doctsine of natural right, on one
i point it continued in the same direction: it gave definitive formulation.
s to the Weltanschauung of indwidualism. For the Physiocrars the |
demand for individual freedom followed from the character of thé‘ir _
ideal social system (the ‘natural order” of society); in this sense society - ‘
still had domination over the individual, in effect itself detetmmmg
the degtee of freedom that the latter was allowed In the wiitings of .-
Adam Smith the individual and society are equal entities, existing in".
complete harmony with one anothet: the ‘invisible hand’ of the
creator ensutes that they ate in complete accord [3] Finally, in- th_c "
gL utilitatian system, society is completely subordinate to, and dissolved’:
into the individual. Society is nothing but a ficzitions body, a mechani: |
cal sum of the zndrviduals who comprlse it In Bentham’s words, ‘the
‘intetest of the community . Is = the sum of the intetests of the -
i several members who compose it, It is vain to talk of the interes of the -
b commumty, without understanding what is the interest of the indi--
4 vidual '(4] ‘The interest of individuals, it is said, ought to yield to -
the public interest But what does that mean? [s not one individuaf as.
much a part of the public as anothet?  Individual interests ate thc
only 7eal interests *[5] What does this interest of the individual consist -
of? The enjoyment of pleasures and secutity from pains, L.¢ , t0 at_tal,{n_‘ _
for himself the greatest benefit The ‘principle of utilty’ forms the
cotnerstone of the entire utilitarian system (the name detives from the .
Latin ##/is, or useful) To evaluate the utility of a given action we.
must sum up all its beneficial effects, on the one side, and all its
harmful effects, on the other; we then deduct the sum of the pams /
from the sum of the pleasures (o1 vice versa) to obtain a balance that'is.
either positive or negative [6] By using this ‘moral arithmetic’[7) we-
know what actions will be capable of assuiing the ‘greatest happmcss
for the individual.
By whit means can we construct a btidge from the happiness of thc

ety

Philosophical and methodological bases 237

individual to the well-being of socrezy? Since society 1s 1tself 2 mechani-
cal sum of constituent individuals it follows that social well-being is
nothing mote than the tesult of mechanically adaing up these
individuals’ happiness The well-being of society means ‘zhe greazest
- édppmerf for the greatest numéber.’ And since a sum increases only with -
.- increases in its comporients, social progress is possible only as a rise in
-the welfate or bappiness of the individnal ‘Everything that conforms to
the utility or interest of the community increases the total welfate of the
“individuals who compose it.'[8] But how do we increase this general
sum of individual welfares? Very simply: care for this should be left to
the individuals themselves, since *each is his own judge of what is useful
for him *[9] ‘Here we have a general rule: grant people the greatest
possible freedom of action in all those circumstances where they can do
harm to noone but themselves, since they themselves are the best
judge of their own interests "[10] Thus the social ideal that Bentham,
as founder of the utilitarian school, constructs out of the ptinciple of
- utility is maximum freedom of the indwidual and limitation of the
" state’s functions 1o the purely negative task of keeping its citizens from
-doing damage to one anothet This system of bowrgeods individualism
‘is preferable to fewdalism and the ‘inconveniences of its useless
‘burden’' because it guarantees the individual the greatest possible
“freedom of action and hence also the opportunity to attain maximum
' “happiness It is preferable to soczalisme because the latter deptives the
: individual of the opportunity to attain the greatest utility or happiness
' through the agency of his own labour "When security and equality are
- in conflict, it will not do to hesitate a moment. Equality must
yield  The establishment of perfect equality is a chimera; all we can
do is to diminish inequality '* While the thinkets of the 18th century
had been filled with 2 magnanimous enthusiasm for universal equality
and brothethood, the voice of the sober boutgeois now declared
“-equality 2 chimera While in the 18th century the duty of the
boutgeois order had been to realize the sacrosance rights of the
Cindividual, it now faced 2 more modest task: to guarantee to each
“individual the freedom to select what was most profitable (‘useful” or
-affording the ‘greatest happiness’) from amongst those undertakings
left open to him by the social system 2s it was.

Ricardo became a philosophical adherent of utilirarianism via James
.Mill, 2 man who on:economic questions had been Ricardo's pupil.
" Bentham had said, - ‘1 was the spiritual father of Mill, and Mill

_*Ihis quotation, along with those preceding are taken from Bentham s works [The
" passage quoted here is from The Theory of Legislation p 120—Ed |
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was the spiritual fathet of Ricatdo: so that Ricardo was my sbititual -
“grandson '[11] Like Bentham, Ricardo was firmly convinced. that -
‘where there is free competition, the intetests of the fmdividual angd g
that of the community are never at variance ** The interest of society -
can reside nowhere but in the optimal realization of the intetests of jes
constituent members. That which ‘is less profitable to individuals [is] "
therefore also less profitable to the State ’ Ricardo believes it impossible =
for there to be employments ‘which, while they are the most profitable-::
to the individual, ate not the most profitable to the State’ [12] “The
pursuit of mdividual advantage is admitably connected with ge'
unwersal good of the whole By stimulating industty, by rewarding ™
ingenuity, and by using most efficaciously the peculiat powers. -
bestowed by nature, it [the putsuit of petsonal advantage—{ R ] distzi-:
butes labout most effectively and most ¢conomically: while, by increas-:
ing the general mass of producsions, it diffuses ge?zeml benefit, and:
binds togcthct by one common tie of intetest and intercoutse, the i
universal society of nations throughout the civilized world *[13] In -
Ricardo's eyes, to give free teign to the principle of ‘wdividual advan-
tage' (or, what is the same thing, to Bentham’s ‘principle of utility’) is -,
the best guarantee of increasing the ‘general benefit’, which consists of ©
augmenting ‘the general mass of products’, ie, developing the
productive forces Conversely one need only remove or impede the
activity of the personal-interest principle for there to be an inevitable -
deterioration of the productive fotces, 2 reduction in general welfare, -
and adecline in che total happiness of society’s membets It was on this,
basis that Ricardo rejected Owen's projects to set up communist com:
munities ‘Owen is himself a benevolent enthusiast, willing to make.
great sactifices for a favotite object’, wrote Ricardo in one of his letters!
. Can any reasonable person believe, with Owen, that a society, such

as he projects, will floutish and produce more than has ever yet been
ptoduced by an equal numbet of men, if they ate to be stimulated to .
exertion by a regatd to community, instead of by a regatd to their -
ptivate intetest? Is not the expetience of ages against him?'{14]
The ideal society for Ricatdo, therefore, is capitalism, where
competition between indiiduals, each of whom is out to attain the
greatest possible personal advantage, assures that thete will be maxi-.
mum gtowth of the productive forces. In this sense Ricardo was heir to .
the Physiocrats 2nd Smith Unlike his predecessots, however, he had

" This quotarion, as with all ensuing ones, are taken from Ricardo s works. [Ihc‘passag
hete is from The High Price of Bullion, A Proof of the Depreciation of Bank Notes . in.;
Ricardo s Worés (Sraffa edition) Vol Il p 56 (Rubin's italics)—Fd |
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before him a capitalist economy at a higher stage of-development and

was therefore able to formulate more cotrectly and moite fully its
charactenstic economic laws The Physiocrats had lived in a France that

“was still semi-feudal; Adam Smith had been part of the age of

manufactoties. Ricardo, because he was witness to-the rapid growth of .
latge-scale capitalist machine production, was bettet able to make note
of is fundamental technical and socio-economic featuses

Smith’s theotetical hotizons had been completely bounded by the

_ technology of the manufactory. When he spoke about machinery he
- in essence understod it as the specialized instruments employed by the

manufactory wotkers It was Smith’s assertion that ‘in agriculture .
nature labouts along with man’, while tn indusuy ‘nawre does
nothing; man does all’ [15] Only the era of the manufactory, whete

- production was based on manual labour, could have spawned such a

naive conception of industry With the progress of machine produc-
tion and the advance of technology such a conception became clearly

_outmoded ‘Does nature nothing for man in manufactures? Ate the

powers of wind and water, which move out machinery, and assist
navigation, nothing? The pressure of the atmosphere and the elasticity

- of steam, which enable us to work the most stupendous engines—are
- they not the gifts of nature? to say nothing of the effects on matter of

heat in softening and melting metals, of the decomposition of the
atmosphete in the process of dyeing and fermentation There is not a
manufacture which can be mentioned, in which natute does not give
her assistance to man, and give it too, genetously and gratui-
tously *{16] While Smith explains industrial progress almost exclus-
vely by the development of the diwiston of laboxnr, Ricardo adduces
such factots as ‘the improvements ia machrnery  the better division
and distribution of labour  and the increasing skill, both in science
and art, of the producers "[17]

Ricardo expected the introduction of machinery to make products
cheaper and to bting a tise in output. True enough, he did not close
his eyes to the disasttous situation of the workers whom the machines
had ousted The defenders of capitalism argued that the inwoeduction
of machinery was incapable of causing even the slightest detetioration
in the workers’ condition since those displaced would immediately
find employment in other btanches of production At first Ricardo,
00, asctibed to this ‘theory of compensation’, but latet on he acknow-
ledged-—with his great, and characteristic honesty and scientific can-
dour—‘that the substitution of machinety for human labou, is often
very injurious to the interests of the class of labouters. '[18] This view
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notWithstanding, Ricardo temained a fervent advocate of the introduc:

tion of machines as a necessary condition for the dcvclopment of the *
productive forces. He tejected the petty-bourgeois utopianism. ‘of -
- Sismondi, who wanted to reverse the wheel of history and go back to the
patriatchal economy of mdcpendcnt petty producers (craftsmen and-

peasants) that had existed ptior to large-scale machine production: -
‘This rejection of the Smithian counterposition of agriculture to

“industty made it possible for Ricardo to overcome the residna of .

Pbyszocmtza ideas in Smith. In scartmg out from the view that nature
assists man in agriculture but not in industry Smith was assuming that

~agriculture (tathet. than industty) was where society could most

profitably invest its capital This view was understandable in the
-middle of the 18th centuty, when England was still feeding. its
popuianon with its own grain and agriculture played the dominant
tole in the country’s economy Although at the statt of the 19th
century it still held this honoured position, and Ricardo was still
unable to conceive of England’s transformation into a onesidedly

industtial state, he nevertheless maintained a firm course in favour of -

England's sndustrialzation, even if this was to be at the expense of a
curtailment in agriculture. Heated debates on this issue flated up
between Malthus and Ricatdo once the war with France had ended.

The defenders of the landowning class, including Malthus, wcrel.;
-demanding high import duties on corn so as to keep corn prices from -,

falling and agriculture (which had been intensively developed duting

the war years under the impact of high grain piices) from being cut .
back Malthus labelled as “extravagant’ schemes to turn England into:..

xﬁo toresaw that jr
would be necessaty to impott cheap foreign cotn and that English
capital would have to flow out of agriculture and nto industry The
prospect that ‘the corn of Poland, and the raw cotton of Carolina, will.
be exchanged for the wates of Birmingham, and the muslins -of
Glasgow’[19] not only failed to frighten him—he hailed it He saw
the ‘unusual quantity of capital  drawn to agriculture’{20] as an”

an industrial state feeding on imported corn. Rica

abnormal phenomenon that had béen created by the war and which

was leading, as a result of its high costs of production, to excessively- -
expensive cotn. Ricardo welcoméd the import of cheap foreign corn

and a reduction in the capital invested in English agticulture: cheapet

corn would lead, he thought to a tise in profits and a trcmcndousr.'

floweting of the country’s industtial life

Thus, in Ricardo’s constructs we have a count{y at 2 much highcr :

- stage of technical development than that desctibed by Smith, one
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that is rapidly proceeding towards sndustriahization by going thiough a

feverish petiod of imtroducing machinery. Ricatdo advances our

understanding of capitalism’s socza/ characteristics noticeably less than

Smith; yet, for all that, these acqulrc much sharper outlines with -
Ricardo than with the eatlier economist, for whom a ‘capitalis’ point
of view is sull able to coexist with a ‘bandicraft’ -one: in his
descriptions we often encountet, besides the capitalist economy, an
economy of petty producets; the figures of the capitalist and farmer at
times alternate with those of the craftsman and peasant. In Ricardo
the social background to capitalist economy is far more Aomogeneous:
to judge from his constructs of society we could well think that

" England’s handicraftsmen, - cottage labourers, and peasants had -
- alteady completely disappeared by the beginning of the 19th century

(when in fact they still existed, and in healthy numbers). The entiré
stage is occupied by capitalists (including farmers), wage Jabourers,

- and flendiords (capitalist landlotds, that is, renting their land to

fatmets) This is a ‘pure’ or ‘abstract’ capitalism, freed from the

- admixtures and debris of pre-capitalist forms of economy Ricardo
_ presupposes that the tendencies inherent in a capiralist economy act

with full force, encounteting no- delays along their way. If Smith is
prepated to describe in great detail the innumerable obstacles that
intetfere with the -equalization of the rate of profit and wages in
diffetent branches of production, - Ricardo cites them merely in
passing .

Ricardo conceives of capitalist economy as an enormous mechanism
whose etror-free functioning is ensuted by the capitalists’ desite for

" maximum profit; this desite results in the equalization of the rate of

profit in all branches of production {diffetences in the rate of profit

 being maintained only so far as it is necessaty to balance out the

advantages held by some branches of production over others). The
strtving to obitmin the greatest profit is the basic, motive force of
capitalist cconomy, and #he law of equalization of the rate of profit is

its basic law. By grasping the centtal role of this law Ricatdo once again

proves himself supetior to Smith. It is true that Smith had already
presented a magnificent picture depicting how labour and capital pour
from some branches of production into others consequent upon

~ deviations in the market prices of commodities from their ‘natural
- prices’ (values). Yet it was still not clear to Smith that the capitalist
- entrepreneur plays the central role in this process of redistributing the
- productive forces Smith still thought that the entrepreneur was joined
~-in his function of prime movet in this process by the wage-labouress
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and landownets. Ricardo correctly identified the capizalist entre
* premenr as the prime mover in this redisttibution of the productive”
those that are mote lucrative (in consequence of the greater cxcdn

" modities The movement of the entire capitalist economy is subog

" apportions capital to each trade in the plcclsc amount that it’ 13 :

" capitalist admixtutes and alloted the central role in this ‘pure’

forces between branches. “This restless desite on the patt of all the
employexs of stock, to quit a less profitable for 2 more advantagcous
business, has a strong tendency to equalize the rate of profits of
all *[21] The flow of capital out of less profitable branches and into

granted to the latter by the banks and the expansion of thei
production) rectifies imbalances in the supply and demand of com-’

dinated to. the law of an equal rate of profit, this *principle which’

required "[22]
Ricatdo has thus ‘putified’ the: Capltahst economy from its pre-

capitalism' to the capxtalxst Ricardo studies each tendency within
cap1tal1st €Cconomy in its pme or ‘Folated’ form, on the presupposi-
tion that the force of its action will be undiluted by counteracting’
tendencies This is Ricardo’s ‘@bstract’ method which provoked such
censure from his opponents (especialy from economists of thc
histotical school) Often Ricardo’s *abstract’ or ‘deductive’ method is -
countcxposed to the ‘expetimental’ or ‘inductive’ method of Smith;"
which is deemed more cotrect The contrast is itself false. thxevcr
Smith is seeking to discover the laws ot tendcnéles of economic:
phenomena he, too, utilized the method of isolation and abstract
analysis, without which any theotetical study of complex social

phenomena would be 1rnposs1blc With Smith, however, the train of

his theoretical analysis is broken (and at times distorted) by a .
supetfluity of descriptive and historical matetial. In Ricardo the sturdy |-
skeleton of zheoretical analysis is freed of the living flesh of concrete - -
material culled from teal life. An iton chain of syllogisms rapidly and -
inexorably carties the reader forward, supported only by hypothetical -
examples (usually beginning with the words, ‘let us suppose that . ") =
[23] and arithmetical calculations. Instead of Smith’s vivid and

captivating desctiptions, the reader can look forward to an abstact, dry- |
exposition, the difficulty of which is made all the greater by the fact. -
that he cannot for a minute let slip from view the multitude of
premises that the author either explicitly ot tacitly assumes Ricardo’s
method of abstract analysis is precisely what gives his theotetical

thinking its consistency and intrepidity and endows him with the .

powet to trace the wotkings of each tendency of economic phcnom_cna,
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‘through to its very end This method allowed Ricatdo to overcome

 $mith’s innumetable contradictions and to construct a logically more
" integral and cohesive theory of value and distribution.

If Ricardo is to be reproached it is not fot having applied an abstract -

. method, but for having forgot that the theoretical positions arrived at
by using it are contingent Above all Ricardo, as with the other

reptesentatives of the Classical school, lost sight of the one basic

: historical condition for the correctness of all theotetical economic
.. propositions: the existence of a detetminate social form of. ecomony .
- (e, cap1tahsm) That this soctal Torm of & cconomy ‘should appear to

Ricardo as given and intelligible in its own right is 2 feature that he

- shared in common with all the ideologists of the young bourgeoisie,

who in place of the old feudal system had posited a new social order that

. they saw as natural, rational, and eternal ‘The real laws of political
- economy do not change’, wrote Ricardo It is therefore undetstandable
- that even this thinker who, by differentiating value from tiches and
~ who, with his docttines of labour value and rent did so much to
. transform political economy into a social science, readily sought the
‘ultimate explanation for socio-economic phenomena in the action of
- “immutable’ natural laws (the biological law of population and the
. physico-chemical law of the declining fettility of the soil).

Besides ignoring the basic socio-historical precondition to his

_ investigation, Ricardo often forgot, or lost sight of those parzial

premises that formed the basis of his theoretical propositions. He
forgot that every economic tendency only fully manifests itself in the
absence of counteracting tendencies, ot as we say, ‘all other conditions
being equal’. By underestimating the multitude of tendencies that
intermingle with one another in real life, Ricardo was inclined to
explain real phenomena, cteated by mzany different factors, in terms of
the activity of @ single abstract law. One such abstract Ricatdian law,
for example, states that when farmers begin to cultivate inferior lands
this will raise the value of a unit of cotn (providing technique and other
conditions remain the same), The author then hastens to apply this
law to actual situations, declating that the real tise in the ptice of cotn
is explained by the fact that farmers are now cultivating inferior land
Ricardo takes another such abstract law—that 2 general rise in wages
necessarily lowers the rate of profit (all other things being equal} and

tashly (and etroneously) uses it to explain the historical fact of the fall
.- in the rate of profit This tendency to attribute wnconditional validity
. to conditional conclusions and to detect the immediate activity of

‘Pure’ laws in concrete, histotical phenomena led Ricardo into a
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numbet of errors. These mistakes did not, howevet, prevent him from -
grasping (precisely through using the method of abstraction) the basxc'
tendencies whose continuous, though at times concealed operation hc
atthe very basis of capitalist economy It is for this teason that Ricarde’s®
theoretical constructs, once altered and cotrected, tetain their validi"cy
even today, and we are justified in acknowledging hIS work as one:of
the great monuments of human thought. :

1  Adelf Held a German bourgéois economist who lived from 1844-1880 i
2 In general, Rubin's discussion of Ricardo's views on the conflict between the .
landlords and the ocher classes of saciety tequires some qualificadon, especially
in lighc of the way Rubin presents Ricardo 5 cheory of rent (Chaptec Twenty Nine) -
Ricardo made 2 number of statements similar to chis passage from An Eisay on the-
Influence of @ Low Price of Corn on the Prafits of Stock: ‘It follows then, that
the interest of the landlord is always opposed to the interest of every other class-
in the community His situation is never so prosperous, as when food is scarce.
and dear; whercas all other persons are greatly benefited by procuring food cheap * -
[Ricardo Works Sraffa editien Vol IV (CUP. 19513 p 21 ] In the very same -
paragraph and the discussion following however. Ricardo immediately qualifics che .
context in which he makes this statement: 'High rent and low profits for they
invariably accompany cach other ought pever to be the subject of complaint.
if they are the effect of the natural course of things
‘They ate che most unequivocal proofs of wealth and prosperity 2nd of an -
abundant population. compated with the fertility of the soil The general profits
of stock depend wholly on the profits of the last portion of capical employed -
on the land; if therefore, landlords wete to relinquish the whole of their renes they =
would neither raise the general profits af scock, nor lower the price of corn o the
consumer. It would have no other effect as Mr Malthus has observed chan o
enable those farmers whose lands now pay a rent to live like gentlemen . '
(#btd pp 21-22 oner empimm) :
The Essay on the Low Price of Corn was a comparatively early pamphlet (18135) In;
his correspondence following publication of the Prmesples Ricardo clarified his
position still further ‘He {Malthus] hxs npt acred quite faitly by me in his remarks
on that passage in my book which says that the interest of the landlord is
apposed to that of cthe rest of the cammunicy [ meanc no invidious ceflection on
landlords—theic eent is the effect of circumstances sver which they have no contral,
excepting indeed as they are the lawmakers, and lay restrictions on the importation.
of corn ' [Letter of 2 May 1820 to McCulloch in Sraffa’s edition of the Works:’
Vol VIII (CUP 1952) p 182; our emphasis ] In a letter of 21 July that same-
year to Trower, Ricardo elaborated still further: 'He [Maltbus) represents mé: as
holding the landlords up to reproach because 1 have said that their interests are 7
opposed to those of the rest of the community. and that the rise of their =
tents are at the expence of the gains of the other classes The whole tenor of my hook’
shews bow I mean to apply those observations 1 have said that the community
would nor benefit if the landlords gave .up all their rent—such a sacrifice would
not make corn cheaper but would only benefit the farmers,— Does not this shew .
that [ do noc consider landlords as enemties to the public good? They arc in possession
of machines of various productive powers and it is their interese chac the least
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productive machine should be called inte action-—such is not the interest of the
public—zhey [i.c  the public—Ed ] must desire to employ the foreign greatet
productive machine rather than the English productive one Mr M charges me
too with denying the benefits of improvements in Agriculeure to Tandlotds. I do

" not acknowledge the justice of this charge 1 have more than once said what is

oW

obvious that they must ultimately beacfic by the land becoming mare productive

1 contend for free trade in cotn on ‘the ground thar while tade is free
and corn cheap, profits will not fall however great be the accumulation of capital
If you confine yourself to the resousces of youtr own soil 1 say, rentr will in time
absorb the greatest paft of that produce which remains after paying wages, and
consequently profits will be low " (J&6d. Vol VIIL pp 207-208; Ricardo s italics )
Sec Rubin sdiscussion in Chapter Iwenty. above especially note 9 p 176.

Jeremy Bentham. The Principles of Morafs and Legislation (New York Hafner,

1965} p 3.

Bentham The Theory of Legilation edited by C K Ogden (London chzn
Paul, Trench Trubner & Co . 1931). p 144 Rubin's italics.

‘Sum up all the values of all the pleasures on the one side and thase of all

" the pains on the other The balance, if it be on the side of pleasure, will give
‘the good tendency of the act upon the whole, with respect to the interests of

that iwdividual person; if on the side of pain the bad tendency of -it upon

. the whole * (Principles of Morals and Legislation, p. 31; Bentham s italics.)

10
11

12

1t is worth at this point recalling Marx's assessment of Bentham 'Bentham is a
purely English phenomenon {lin no time and in no country has the most
homespun manufacturer of commonplaces ever strutted zbout in so self-satisfied a
way The principle of utility was no discovery made by Bentham He simply
reproduced in his dull way what Helvétius and other Frenchmen had szid with wit
and ingenuity in the eightcenth century . [Hie that ‘would judge all human acts
movemenits zelations ecrc. according to che principle of utility would first have to

_deal with human nature in general and chen with human nature as historically

modified in cach epoch Bentham does not rrouble himself with this With the
dryest naiveté he assumes that the modern petty bourgeois. ¢specially the English
petty bourgcois is the normal man  Whatever is useful to this peculiar kind of
potmal man, and to hisworld isuseful inand foritself  Thisis the kind of rubbish
with which the brave fellow, with his motto *'nulla dies sine linea'’ [no day without
its line] has piled up mountains of books If 1 had the courage of my friend
Haonrich Heine, 1 should call Mr Jeremy a genius in the way of bourgeois
stupidity  Capazed, Volume ] (Penguin edition), pp 75859, fn

The cxpression is from The Theory of Iegislatron A similar concept which he
frequently used is that of a2 hedonistic calculus '

Ttanslated from the Russian _

Translated from the Russian  Now as there is no man who is so sure of being
inclined on all occasions to promore your happiness as you yourself are so neither
is there any man who upon the whole can have had so good opporrunities
as you must have had of émowing what is most conducive to that purpose
For who should know so well as you do what it is that gives you pain or
pleasure? (Principles of Morals and Legrslasron p 267 Bentham s italics )
Translated from the Russian. '

Cited by Sraffa in his- introduction to Volume V1 of Ricardo's Works
p. xxviit fn

The two quotations are both from Ricardo s On the Principles of Poltiical Bconomy
and Taxation Volume | of the Sraffa edition of the Warks (CUP 1951)
pp 349-50 fn
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[the effect of machirery on each of the different classes in society], because they

" of labourets also, I thoughrt, was equally benefited by the use of machinery,- s they

‘to me that there would be the same demand for labour as before. and that. gages

. the same time tender the population redundant. and deteriorate the condition of

" contribution to Marx s analyrical method: ‘In order to establish the historical’
otigin of the philosophy of praxis it will be necessary to study the con-:

Dawd cha!m’o

Principles, pp 133- 54 Rubln s.tralics

Letter to Trower 8 jJuly 1819, in Works (Staffa cdmon) Yol VIII: p 46_
Smith, Weaith of Nations Book'Il Ch § pp 363-64 Sccabovcp 201 -
Princaples p. 76, fn '
I5id p 94 Rubin's italics, L
Ibid p. 388. ‘It i5 incumbent on me to declare my op'inion on this guesti

have. on further reflection undetgone a considerable change; and although:]
am not aware that I have ever published any thing respecting machinery which j itis
necessary for me to recract vet I have in other ways given my Support
doctrines which [ now think ¢rroneous

‘Ever since 1 first tutned my attention to questions of polmcal CCDnomy,
have been of opinion, that such an application of machinety to any branch'of
production. as should have the cffecr of saving labour. was a gencral good
accompanied only with that portion of inconvenience which in most cases atends
the removal of capital and labour from one employment to ancther Ihc 'cléss

would have the means of buying more commodities with the same money. wage
and [ thought that no reduction of wages would take place, because the capiralist
would have the power of demanding and employing the same quantity of
labour as before, although he might be undet the necessity of employing it in the
production of 2 new or at any rate of a different commodity . As - it appeated

would be no lower 1thought that the labouring class wou]d equally with the other
classes participate in the advanrage. from the gcneral cheapness of commodlties
arising from the use of machmcry

“These were my opinions and they continue unalteted. as far as regards che
landlerd and the capitalist; but 1 am convinced. that the substitution of machinéry
for human labour is often very injutious to the interests of the class’ of
labourers 4

‘My mistake arose from the supposition that whenever the net incomc of
a society increased its gross income would also increase; 1 now hewever sce
teason to be satisfied thae the one fund, from which landlotds and capirzlists derive
their revenue may increase. while the other, that upon which the labouring
class mainly depend may diminish, and therefore it follows, if I am right that
the same cause which may increase the ner revenue of the countty may a

the labourer * Principies. pp 386-88
Ibid. p 267, fn. The passage is not, in fact Ricardo's but is quoted by hlm
from an article by McCulloch in the Encyclopaedia Britannica
I6id, p 266

Ibid p 88

Tbid p 20 s
It is intcresting that Gramsci made an identical observation about Ricardo’s -

ception of cconomic laws put forward by David Ricardo. It is 2 matter of
realising that Ricardo was important in the foundation of the philosophy of
praxis not only for the concept of "value” in cconomics, but was also
“philosophically important and has suggested a way of thinking and intuiting
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history and llfc. 'Ihc rn'cthod of ' supposing .thac . ', of the premiss that gives
a ccrtain conclusion, should it seems to me, be identified 'as one of the
starting points {one of the ineellecrual stimuli} of the philosophical experience
5f the philosophy of praxis It is worth finding out if Ricardo has ever been
stadied from this point of view ' Gramsel Selections From the Prison Na:e&aoér
Tondon. lawrence and Wishare 1971}, p 412




of cansality, which the Classical school did so much to establish as:
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The Theoty of Value

1.. Labout Value

o Srmth as we know, had lcft behmd a number of unrcsolvcd problcms/

and ‘contradictions (see chaptet Twenty two abovc) Let us: btlcﬂy‘
tecall the most impottant:
1) Smith’s theoty suffered from a mcthodologmal duahsm in-the
very way that he posed the problém: he confused the measure of value"‘
with the causes of guantitative changes in value.
2). Because of this he. confused the labour expeﬂded on 'the_
pxoductzon of a given product with the Iabour that that product wzl/*
purchase in the coutse of exchange
3) Smith’s attention focused sometimes upon the o!yje:;twe quantity

of labour expended -and at othets upon the méyectzzae assessmcnt of
the efforts and exertions that go into it. :
4) Smith confused the labour embodied in a particular cornmodxty"
with Aving labour as a commodity, 1 ¢ , with labour power. e
'S} Smith came to @emy that the law of labour value operates in @’
capitalist economy (in which labout nevertheless retains its funcuon as
a.measuse of value) e
6) Together with a cottect point of view, which sees thc m/ue of_ J
ptoduct as the ptimary magnitude which then resolves itsclf mto.
sepatate revenues (wages, profit, and rent}, Smith sometimes mistakl_‘-
enly detives value from revenue,
Tt is fair to say that on each of these questions Ricardo adoptcd thc"
cotrect standpoint and did away with Smith’s contradictions It must

‘be added, however, that he wotked through only the first three of

these problems to a successful completion As for the rest, although his
stance was formally correct and he appeared on the surface to havc‘
eliminated Smith’s inconsistencies, he was unable to genumely rcsolvc_
Smith’s undetlying difficulties and contradictions ‘

Above all, Ricardo decisively tejected any and all attempts to fmd
an invariable measure of value, teturning time and again to show that

such 2 in]t_fisll_r’f:__cgl_l@_,uol._bg_mfpm%d_ The method that Ricardo.
consistently applied to the theoty of value is that of the scientific study;
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part of political economy Ricardo was looking for the causes of
gquantitative changes in the value of products, and wished to formulate
s the faws of those changes. His ultimate aim was ‘to determine the laws
Jwhich regulate the distribution’ of products between the different
social classes [1] To do this, however, he first had to study the laws
i govcrmng changes in the value of these pioducts :
By posing the problem unambiguously in terms of scientific.

“Smith whén he was defining the concept of labonr. Ricatdo starts out
“ his work with a ctitique of the way Smith confused ‘labout expended’
“with ‘labour purchased’, a question that he returns to in other
- chaptets. Ricardo consistently bases his entire investigation upon the
'conccm the labour expended on a commodity’s Jproductios

e e e A s Al 4t

portanucason for quamltatwc fluctuations in vaiue. 21
. In this sense Ricardo makes the monistic principle of /abour value
«the foundation of his theoty (he makes certain exceptions to this,
which we will discuss below in Section 3 of this chapter). Like Smith,
“Ricardo at the very outset excludes utility, or #se value from the field of
“his enquity, allocating to it a tole as a condition of a product’s
~exchange value It is true that he talks hete of ‘two sources’ of
“exchange value: the scarcizy of articles and the quantity of /zbour
'i:xpen'ded on theit production; this has led some scholats to speak of a
dualism in his theoty as well This view is mistaken, since scarcity
determines the value (or more accurately, the price) only of individual
[ atticles no? mb]ec: fo reprodu tzon Ricardo, howevet, is studying the

‘process of production and the laws governing the value of pmductsﬂ
i that ate reproduced—and their value is determined by the quantity of
| expended labour What is more, Ricardo shows the genuine matutity
“of his thought when he limits his i investigation to ‘such commodities
.only as can be increased in quantity by the exertion of human
“industty, and on the production of which competition operates
L.without restraint *(3] “This in fact means that the full development of
the law of value ptesupposes a society in which large-scale industrial
“production and free competition obtain, in other words, modern
bourgeois society ** In Chapter IV of his book Ricardo reveals this
ame cleat understanding that the essential premise of the law of
-labour value is the existence of free competition between producers.

*Marx, A Contribution to the Critsgue of Politial Economy [Progtcss Publishers edition
Iondon Lawrence & Wishart 1970 p 60].

ausality, Ricardo frees himself from the contradictions that befell -

|
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Thete he shows that any deviation between market prices and ‘narur :
price’ {value) is eliminated by capital flowing out of certain branches of
industty into others * If Ricardo is to be faulted, it is not for havmg'{
made free competition (and hence the possibility of the reproduction::
of products) his starting point, bu, to the contraty, fot having graspeq-
with insufficient clarity the social and historical conditions of the:
emergence of free competition and for having assumed these to be:
present even in the primitive wotld of hunters and fishetmen. .- .
Thus the value of products subject to teproduction is dctcrmmed by_'
the quantlty of labour expended on their production On analysxs this”
formuiz raises a number of questions: 1) when examining expended-
labour, do we do so from its odrective ot its sudrective aspect; 2) do we
take only the labour directly expended on a product’s manufacture; op
do we include the labout pxcvmusly expended on manufacturing the .
means of production used i in its production; 3) do we considet only’ the :
relative, ot the absolute quantity of expended labour; 4) is the value of ;
2 commodlty detexmined by the quan'aty of labour gcrually expendcd :
on its manufacturc ot by the quantity of labout that is. socxally ;
necessary? =
As to the first of these questions, it should be noted that Rlca.rdo_'.i
tigourously adopts the odjective point of view, doing away once and;;
for all with the qucsuon of the individual’s subjective assessment of °
the eftors that go into his labouts (hete again showing his supetionty
over Smith) **In receiving the products of labour the capitalist matkét:
shows scant tegatd for the petsonal vicissitudes of the producers who
~stand behind them These impersonal, inexorable laws of matket
_competition find reflection in Ricardo’s system, which is so pcrvaswcly{_ﬁ
objective as to verge on detachment.
To the second of these questions Ricardo dedicated a special section -
~-Section III of chapter I. Its heading maintains that ‘not only the"
labour applied immediately to commodities affect theit value, but the
labour also which is bestowed on the implements, tools, and build-
ings, with which such labout is assisted '[4] Implements, tools, and.:
machinety zransfer theit value (either wholly or, whete they depreciate
only slowly, in part) to the product in whose manufacture they assist,:
but in no way do they create any new value At the beginning of the .
19th centuty, economists such as Say and Lauderdale, who were
entaptured with the high productivity of machmcs, attribuced thc

"Here he even identifies the mechanism {expansion ot contraction of the credit aoeordcd y
a given branch) by which this expansion or conttaction of production takes place - 4
*"See the third of Smith's contradictions enumerated at the start of this chapter . *;
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ab.lhtY to create new value the source of capitalist profits, to the
‘machines themselves. Ricardo understood petfectly well that machmes

naisc the technical efficiency of labour and thereby augment the

time, nevertheless create no exchamge value. Machines will ‘only
transfer their own value to the product ‘but these natural agents,
though they add greatly to va/ue iz use, never add exchangeable value,
of which M Say is speaking, to a commodity: as soon as by the aid of .
‘machinerty, or by the knowledge of natural philosophy, vou oblige
natural agents to do the work which was before done by man, the
exchangeable value of such work falls accordingly ’[5] By making a
sharp distinction between ‘riches’ (use value) and ‘value’ Ricardo
revealed the absurdity of the theoty that narure creates value—a
theoty developed with greatest consistency by the Physiocrats and
cattied over by Smich in his theory of the cxceptlonal productivity of
agricultural labour

" On the #hird question, the view is oftcn exprcssed that Ricardo,
because he was concetned only with the refative value of different
commodities and with the relative quantities of labour expended on
their production, ignoted the problem of ‘@bsolute’ value. Indeed,.
Ricardo does study the problem of value ptimatily from its quantitative -
aspect and is looking to find the causes of guantitative changes in the
value of products. If the telative value of two products A and B is
expressed by the proportion 5:1, Ricardo accepts this fact as given and
spates it no further consideration A phenomenon holds his attention
when he can see in it indications of change; for example, when-the
above-mentioned ptopottion of exchange gives way to a new one of
6:1 This does not, howevet, mean that Ricardo confines himself
simply to obsetrvable alterations in the relative values of two commod-
ties'or in the telative amounts of labour required for their production.
If the relative value of two commodities changes, he asks himself
whether this is because the ‘rea” (‘actual’, ‘positive’) value of
commodity A has risen, or because the ‘7e#/ value of commodity B has
fallen? A change in a commodity’s ‘real’ value is for Ricardo the result
of changes in the quantity of labout needed to produce it. ‘Labourisa
common measute, by which their real as well as their relative value
may be estimated ’'[6] Ricatdo is here affirming that his theory is not
to- be restricted simply to the study of the relative value of
tommodities.

The last question relates to the attributes of value-forming labour

and the forees of nature which they set in motion, though they may .

:quaﬂtlty of #se values that this labour can manufacture per unit of



labour necessaty to theit production
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Marx accorded thlS question a great deal of attention, charactenzmg,
this labour as socewl, abstract, simple, and socially necessary Ricasdo
given his over-riding concetn for the quantitative side of value;:

devoted his attention to those aspects of labout which influence thej
magnitude of value. Thus we find Ricardo commenting upon bOth'-

 skilled and socially necessary labout.

Ricardo, following Smith, acknowledges that one hour of néz!led
labout, e g, that of a watch-maker, can cteate twice the value of one,
hout’s labour by a spinner This inequality is to be explained by. ‘the’
ingenuity, skill, or time niecessaty for the acquirement of one species of ‘

-manual dcxtenty more than another.’ The fact that this is so does not;: :

in Ricardo’s view, invalidate the law of labour value Ricardo assumes;
that once the scale between these two types of labour (here taken ay
2:1) becomes fixed it will show almost #o variation ovet time. Once:
this is so the only change that can occut in the relative value of the two:
given products is that produced by changes in the relative qﬂﬂfztzz‘zes of

Similatly we find in Ricatdo a concept—albelt not fully devcloped
of socially mecessary labour Value is determined by the labour
necessary for production In his theoty of rent Ricardo derives his:
famous law that the value of products is regulated not by the labous-
expended by the given individual producet, bur ‘by the greater
quantity of labour necessarily bestowed on their production’ ‘by:

" producers working under the most unfavourable circumstances [7}

Whete Ricardo went wrong was to have derived this law from:
differences in the natural conditions of agricultural production and’
then advanced it as a general law applicable to all situations and to all
products, be they from agricultute ot industty Marx rectifed Ricatdo's!
error here with his own theoty of aversge socially necessaty labour.. -
Ricardo contrasted his own labour theoty of value to others which
attempted to explain the magnitude of a product’s value by the extent’
of its utility or by the relationship between supply and demand He:
was scathingly critical of Say’s theory of ziiezy: “When 1 give 2,000
times more cloth fot a pound of gold than I give for a pound of iton,.
does it prove that I attach 2,000 times mote utility to gold than I do- tdh;
iron? certainly not; it proves only as admitted by M Say, that the cost:
of ptoduction of gold is 2,000 times greater than the cost’of’
production of iron If the cost of production of the two metals were thc
same, I should give the same price for them; but if utility were the
measure of value, it is probable I should give more for the iron [8]
Ricardo rejected the vapid theoty of supply and demand no less;
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.+ decisively: ‘It is the cost of production which must ultimately tegulate
the ptice of commodities, and not, as has been often said, the
‘proportion between the supply and dcmand the ptopottion between
“supply and demand may, indeed; for a time, affect the market value
of 2 commodity, until it is supplied in greater ot less abundance,
“accotding as the demand may have increased or diminished; but thls
effect will be only of temporary duration Diminish the cost of
production of hats, and theit ptice will ultimately fall to theit new
‘patural price, although the demand should be doubled, ttcblcd o1
quadrupled. [9]

To judge from these quotations one might hink that Ricardo
_:'subscnbcd to a theoty of production costs This is not so. The vulgar -
‘theory of production costs holds that a rise in wages will automatically
.call forth a rise in the product’s value. Ricatdo expressed his dissent
from this view in the very fitst wotds of his book: “The value of a
commodity . depends on the relative quantity of labour which is
necessary for its production, and not on the greater or less compensa-
tion which is paid for that labour.’{10] Although there were occasions
when Ricardo failed to propetly differentiate between costs of produ-
tion and outlays of labout, his entite system is geated towards
‘establishing the law of labour value and surmounting the theoty of
‘production costs which Smith, owing to his own inconsistencies, had
fallen prey to (see sections 2 and 3 of this chapter). _

“." Thus we can see that Ricardo conttibuted greatly towards improving
- the theoty of value He fteed the idea of labour value from the wealth
" of contadictions that we find in Smith. Ricardo fundamentally
teformed the guantitasive side of the theory of value He discarded the
:search. for a constant measute of value—that deceptive mitage that
conomic thinkers had been pursuing from Petty to Smith—and-
‘presented 2 docttine on how guantitative changes in the value of
“products are causally dependent on changes in the guantity of labour
" expended on their production. Ricardo sees the development of the
i productivaty of labowr as the ultimate cause behind changes in the
* value of commodities: but more than that, he is also looking in this
- direction to find the key to the riddie of how the different branches of
“production (agriculture and industty) and the different social classes
_:(landlords, capitalists and workers) intet-relate with one another.

‘Ricardo explained the progressive cheapening of industrial manufac-
‘tutes and the progtessive rzs¢ iz price of agticultural produce—both
characteristic phenomena of eatly 19th centuty England— in terms of
... the workings of one and the same Jaw of labour value. The value
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of industtial wates falls as a resule of fechnical progref.fwthc introd‘uc.
tion of machinery and nsmg productivity of labour The rise in value
of agticultural produce is accounted for by the greater outlays of
labour needed for its production, occasioned in tutn by the increasing
cultivation of #nferior /and This downward trend in the value of
industrial products and upward movement in the value of agticulturai

- produce will provide the kcy to understanding the tendencies behmd

the distribution of the nation’s revenue between c/asses The tise in
cotn prices, which results from poor land being brought under
cultivation, brings in its train a sizable inctease in ground rent, and'

“hence also a simultaneous need .to raise money wages (teal wages
temaining unchanged, however) This 1ise in wages inevitabl

ptovokcs @ fall in the rate of profit In this fashion Ricardo dcrv1es hls
entite theoty of disttibution from the law of labour value

While Ricatdo's analysis of value's guantitative side tepresented an 4

enotmous advance over that of Smith, the guwalitative ot socis
dimensions of value temained outside his field of vision. Here we find
the achilles heel of a theory whose horizons fail to extend beyond thosc
of capitalist economy Ricardo takes phenomena that belong to 4
specific form of economy and asctibes them to any economy. The
soctal forms that things acquire inside the context of determinate

production relations between people ate taken by Ricatdo as propertres
of things in themselyes. He does not doubt that each and every
product of Jabour possesses ‘value’, It never occurs to him that value is

a specific social form, which the Q:oduct of labour z acqu1tcs onlz when:

soc!al iabour is orgamzc& m ‘a definite somal f Changes i in the

quantity of labour necessary for theit production This is Ricardo’s
basic law His attention is tiveted to the quantitative side of phen:.
omena, upon the ‘magnitude of value’ and the ‘quantity of labour'
He evinces no concern for the qualitative or social ‘form of value';
which is nothing but the matertial expression of social and production
relations between people as independent commodity producers. Not
does Ricatdo show any interest in the qualitative or social form in:
which lzbour is organized: he provides us with no explanation as to
whether he is talking about labour as a technical factor of production
(concrete labour), ot about social labour organized as an aggregation
of independent, private economic units connected to each other
through the generalized exchange of the products of their labour
(abstract labour)  Certainly, we find in Ricardo the embryonic shoots
of a theory of skilled and socially necessary labour, but it was left 0.
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Marx to develop the theory of both socially abstract labour and the

“social ‘form of value’ * Ricardo’s great reform of the theory of value

affected only its qmmt:mtz"w aspect. To him the existing social (i e,

capitalist) form of economic phenomena was given in advance, was’
already known and thetefore required no analysis. As to the. qﬂalzm-

tive side of value, only a thinket who had taken as his object of enquiry

the social form of ecomomey (ic , production relations between .
---pcoplc) the social formz of labour, and the social *form of value' could

“reform that aspect of the theoty Such a thinker was Marx

“The failute of Ricardo to recognize that the social form of an

“economy is historically conditioned did him little harm so long as he -
“restricted his investigation to those phenomena that corresponded to

‘the extsting production relations between people (for example, to the

law of labour value of commodities, which is ptemised upon produc--
“tion relations between people as commodity producers) But as soon as-
Ricardo .passed -onto the exchange of capital for labour power (an

.exchange predicated upon production relations between people as

capitalists and wage labourers) ot to the exchange of products produced

by capitals of different organic compositions (an exchange which

o' -ptesupposes production relations between capitalists in  different
... ‘branches of production), his lack of a sociological method led him into

.the most basic analytical crrots as we shall sce below

2. Capital and Surplus Value

_. - Ricardo’s inability to grasp the social nature of value as an expression
“: of the production relations between people created enormous difficul-
‘ties fot him even in his theory of labour value; when it came to his
.. theoty of capital and surplus value the difficulties only increased
- Nevertheless, Ricardo did improve upon the existing theary of surplus
° -value, ridding the quantitative analyisis of these phenomena of a
“number of the mistakes that had been present in Smith’s account.

Smith’s theoty of value came to ruin, as we know, when it moved
from petty commeodity production to capitalist production The vety
¢ fact that a commodity (as capital) could exchange for a greater

*This disregard for the form of value led Ricardo. as it did the other representatives of

" the Classical school, to misapprehend the social function of money Ricardo subscribed
.10 a “guanmsiry’ theoty of money and, apart from his doctrine on the movement of

‘o precious metzls between countries, added nothing new in principle to what Hume had
“alteady formulated (see Chapter Eight on Hume above)
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quantity of labout (labour powet) than was embodied in it appeaxcd to;
Smith as a violation of the law of labour value (see Chapter Twenty-Two
above). Smith’s only recoutse was to declare that the law of labour value
ceased to operate with the appearance of capital {profit) and the privat '
ownetship of land (rent).

Ricatdo directed his entite efforts to showmg that the law of labour
value could operate even where there is profit and rent But sutely the:

wotking of this law is nullified by the fact that the value of 2 produet.
(cotn) is sufficient to cover not simply the remuneration of labotir.
(wages) and the capitalist’s profit, but also to yield an additional mafgin;
(ren) otiginating, as it would appear, not in labout but in the forces of
nature? Not at all replies R1cardo in his theoty of rent  The value of corn”
is detcrmined by the quantity of labout needed to produce it on land of
the most infetiof quality. The value of corn produced on such Iand:

divides up only into wages and profit. The better lands receive 3-
differential rent, comprised not of a mark up on top of the value of the.

~ commodity, but only of the difference between the labour value of f}ie':

corn produced on better land and its social labout value as detetmined
by the conditions of production on lands of the poorest quality. Rentis

‘not a component part of price By taking this position Ricatdo’

simplified the entite problem of the relationship between value and’
trevenues (we will have mote to say about this in Chapter Twenty-Nine

such that it metely temained to explain the relationship between wagcs‘
and profit

Let us continue: the value of the product is sufficient not only co_‘

remunerate the labour expended on its production but also to yield a
profit ovet and above this—sutely this must invalidate the law of value

as well? Surely the fact that the value of the product breaks down into’

wages and profit must conflict with a law which states that the product’s
value is determined only by the quantity of labour expended on its
production? To tesolve this ptoblem in full ene would have to discover
the laws behind the exchange of capital for living labour (labour
powet), an exchange premised on production relations berween.

capitalists and wage labourers But Ricardo’s thinking waé, as we know,

along way from investigating the production relations between people
The social attribuces of capital, on the one hand, and of labour power.
(wage labour), on the other, are simply missing . Fot Ricardo caprtal and

labour confront one another as different material elements of produc-:

tion. Ricatdo defines capital in material-technical tetms, as ‘that pate of
the wealth of 2 country which is employed in production, and consists of
food, clothing, tools, raw materials, machinery, &c necessa
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to give effect to labout ' * Capital, then, is means of production, ot

‘weumulatedlabour, so that even the primitive hunter possesses some
capital. Ricardo tuns the confrontation between capital and labour
power from a conflict between socza/ classes invo a marterial-technical
countet-position of ‘zccumulated’ labout to ‘immediate’ labour
Hence capital has a dua/ function in Ricardo’s atguments. On the one
hand, the emergence of capital (in the sense of means of production)
does not in the least invalidate the law of labour value: the value of the
means of production {machinery, and the like) is simply #ransferred to
the product that they help to manufacture On the other hand, the
value of products contains not simply the previously existing ‘accurnu- |
lated” value of the machinety and othet means of production, which is
reproduced on the same scale as before, but an gdditiona/ margin of
determinate size in the form of profit Whete does this profi#, o surplus
mlue come from? Ricardo provides no clear answer to this question.

: To teveal the laws which govern the exchange of embodied labour (as
capital) fot living labour (as labour powet) we must undetstand that, in
addition to the production relations that exist between people as
commodity producers, there appears in society a new, mote complex
type of production relation: that between capitalists and wage lab-
outers, However, the method of distinguishing and gradually studying
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the. different & fo:ms of f production relations | berween people.was alien to
thc Classical economists, Smith had come to conclude that the c:cchangc
of capital for labour** overturns the laws by which commodities
exchange for one anothes . Ricardo was able to avoid this conclusion only
because he studiously delimited these two types of exchange Feeling
powerless to explain the exchange of caputal for labour in a way which
would be consistent with the law by which commodity is exchanged fot
commodity, he confined himself to a more modest task: to demonstrate
that the laws governing the mutual exchange of commodities (i e , the,
law of labout value) is not abolished by the fact that capital exchanges
fot labour

Let us suppose, says Ricatdo, that a hunter expends the same
quantity of labour on hunting a deer as does a fisherman in catching two

“Following Smith s example Ricardo divides capital into fixed and strcalating portions,
differentiating them according to their “dusrability, By circulating capital Ricardo
usually has in mind the capital which is laid out on Airemg workers ('variable capital’. in
Marx s cerminology) [ I'he passage quoted here is from the Principles (Sraffa edition)
p 95—Ed )

""Infact as Marx made clear capital is not exchanged for labour but for labout power
The cconemists of the Classical school, however. remained unaware of this distinction
and spoke about an exchange of capital for labour



in both occupatlons If the hunter urged the plea of his paying 1arge-

- his game, the latter would state that he was equally affected by the same

' natural rate of excharige would be one deet for two salmon.’[11] In
- other words, no mattet by what principle capital is exchanged for:
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salmon, and that thc means of production that each of them uses (th
bow and arrow of the hunter, the boat and implements of the
fisherman) are products of 1dcnt1ca.l amounts of labour. In this case.
one deer will exchange for two salmon, completely independently of
whether or not the huntet and the fisherman are indepeadent
producers or capitalist entrepreneuts conducting their business with
the help of hired labour In the latter case the product will be divided:
up between capitalist and workers, ‘but it {the proportion of the pr
duct going to wages—Trans | could not in the least affect the relative
value of fish and game, as wages would be high or low at the same time

proportion, or the value of 2 large propomon of his game for wages as
an inducement to the fisherman to give him more fish in exchange for:

cause; and thetefore under all variations of wages and profits . th

labout, the exchange of one commodity for another commodity suill
takes place on the basis of the Jaw of labour value: the proportions in’
which commodities mutually exchange for one another ate determined:
exclusively by the relative quantitics of laboutr required for thezr
production. 7
We can now see the error in Smith’s view, whete in a Capita.llst-:{_’i
economy revenues (wages and profit) appear as the basic sources of.;
value, the ptimary magnitudes which, when altered, entail changes in"
the va/ue of the commodity. ‘No alteration in the wages of labour could -
produce any alteration in the relative value of these commodities; for:
suppose them to rise, no greater quantity of labour would be required in:
any of these occupattons bue it would be paid for at a higher price, and -
the same reasons which should make the hunter and fishermag™
endeavour to raise the value of their game and fish, would cause the
owner of the mine to raise the value of his gold This inducement acting -~
with the same force on all these three occupations, and the relative”
situation of those engaged in them being the same befote and after the
rise of wages, the relative value of game, fish, and gold, would continué
unaltered *{12] From here we get Ricardo’s famous rule: 2 #ise iz wages,
conttaty to the view of Smith, does not cause 2be value of the product to:
go up, but rather causes profits vo fall. Afall in wages makes profits tise:
The value of the product can tise ot fall only in consequence of changes
in the amount of labour demanded for its production, and not bccausc'
wages have gone up or down :
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Ricardo’s work, is of cardinal impottance. In the fitst place, by adopting

between value and revenue, an issuc over which Smith had obsetved his
{: - own helplessness and inconsistency. Smith had incotrectly maintained
> that the valueofa pxoduct iscomposed of the sum of wages, profit, and
drent (and hence that the size of these revenues determines the amount
of 2 commaodity’s value). This was completely alien to Ricardo’s view
His standpoint is that the size of a product’s value—as determined by
the quantity of labour expended on its production—is the primary,
basic magnitude that then breaks down into wages and profit (rent fot
icardo is not a component part of price). It is obvious that once the
ntire magnitude (the value of the product) is given iz advance as a
fixed -entity (bcing depcndent on the quantity of labout needed to
‘produce it}), any inctease in one of its pares (i e, wages) will mvanably
lead to a fall in the other (i e., profit)
~ Secondly, the proposition undcr discussion 1s testimony that Ricatdo
saw profit as that part of the va/ue of the product—created by the Jzbowr
-of the worker—which temains after deducting wages, and thetefore
“moves inversely to the latter Ricardo’s position here definitively
“disproves any and all attempts to intespret his doctrine as 2 theoty of
production costs If Ricardo’s view had been that value is determined in
conformity with ptoduction costs, { e., by what is actually paid to labour
in the form of wages, changes in the lattetr would elicit a corresponding
‘change in the product’s value. However, this is the vety view that
-Ricardo s so forthrightly rebelling against His assertion that wages and
-profits change inversely to each nther is comprehensible only undet one
‘condition: if profit has its source in the sutplus value created by the
~wotker’slabour We are cornpcllcd therefote, to acknowledge that 2be
idea of surblus value (asviewed in its quantirative aspect) ties at the very
basis of Ricardo’s system, and that he applied it with greater consistency
han did Smith The fact that Ricardo concentrated his attention mainly
on the exchange of commuodities for other commodities and refrained
from directly analyzing the exchange of capital for labour in no way
refuces this statement; nor does the fact that Ricatdo’s specific men-
“tionings of surplus value ate less frequent than we find in Smith,
who often makes teference to the ‘deductions’ made from the work-
‘er's product on bebalf of the capitalist and the landlord. For
‘Ricardo the existence of profit—and even an equal rate of profit—is

‘permanent background to the picture he is going to paint Although

This proposition, which runs like a. red thread thtough thc. whole of

it Ricardo took a correct posmon on the question of the relationship-

prcsupposcd in the very first pages of his study, prowdmg. soto speak,a

ff;

.
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" Ricardo does not inquire directly into the origins of ptofit, the general
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value of the product is a precesely fixed magnitude, d

T into two patts: wages and profic. Of chese, wages ate fiemly fixed,
being determined by the value of the worker’s customaty means of
subsistence (see below, Chapter Thirty)—that 1s, by the quantity of
labour needed to produce cotn on land of the pootest quality. What is
left after wages (i.e., the value of the worket’s means of subsistenice)
have been deducted from the product’s value constitutes profiz.”

Like Smith, Ricatdo analyzed profit and rent as\sepatate entities,

labour 7 agriculture, the value of the wotke1’s means of sbsistence,
the size of wages, and, depending upon fluctuations in th latter, zbe
t£z¢ of profizs, are the causal connections and guantitative'relationships
that Ricardo studies Ricardo makes zbe size of profity’depend exclu-
sively on the magnitude of wages and hence, in thelast instance, on
changes in the productrvity of labowur within agr@culfurc- This is far too,
unilineat and nartow Insofar as we are dealing with the 7z2e¢ of profits;”
this depends not simply on the size of wages, but on many social factors
as well (the length of the working day, the intensity of labour, the num- ;.
ber of wotkers) Insofar as we are dealing with the raze of profit, this
dependsto avery large degree upon the size of the total capital on which
the profit is being calculated. Ricardo’s distegard for these vatious.
factors is a wezk point in his theoty of profit; yet at the same time it
graphically reveals one of its valuable strengths: Ricardo’s overtiding
intetest in the groweh of the productivity of labour as the factor which
ultimately determines changes in the value of producss and the,
revenues of the different social classes. :

3. Prices of Production

Up to this point Ricatdo has been mote or less successful in avoiding:
the reefs on which Smith’s theoty of value ran aground True, he did
not really resolve the problem of the exchange of capiral for labour:
which had been so theoretically troublesome for Smith But by pushin
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it to one side he neturalized, as it were, its inhetent dangers and was
able to show that the disttibution of the product’s value between
capitalist and worker in no way affects the re/azzve values of the products
being exchanged Of course, this argument conceals its own pitfalls It
assumes, fot example, that a tise in wages (and 2 corresponding fall in
profits) affects each of the two commodities being exchanged zo 1h¢
same degree. This assumption, however, is justified only under one
condition: that the producers of the two commodities either advance,
theit entire capital on the puichase of labous powet (i ¢ , on the hire of
workets) or divide it up between constant and vaiable capital in exac#fy
the same propottions (Ricardo talks about fixed and circulating capical,
but this has no effect on the problem). If each of them expends £1,000
on constant capital (machinety, raw matetials, etc.) and £1,000 on
hiring wotkers, then a tise in wages (say, by 20%) will have the same

- effect on both our entrepreneuts and have no influence on the relative

values of theit commodities It is a different marter if, while one entre-

~ prencur divides up his capital in the proportions we have stated here,

the other lays out his entite capital of £2,000 purely and simply on
hiting wotkers Obviously a 20% tise in wages is going to be felt mote

- sensibly by the second entreprencur; and his rate of profit will fall below

that eatned by entrepreneut number one. In order to equalize the tate
of profit in the two branchesof production the relative value of the pro-
ducts in the second branch must tise in comparison to the value of the
products of the first 5o as to compensate it for the greater loss suffered
from the inctease in wages. [13] We attive, then at an exception to the

rule that a change in wages does not affect the 1elative value of the pro-

ducts that ate being exchanged: should exchange take place between

“branches of production with different organic compositions of capital,

o

any increase in wages will be accompanied by a 7z5e in the relative value-

‘of the prodicis of the bianch of produciion with the /ower OfgaRic suc-

et ey o SR A ek ey, £ 2 ot e e 1

‘wire of capital (i e , the btanch with the gteatet proportion of living
labour) and a_fall in the tclative value of the products in the branch

whose Tapital structure is Aigher. Consequently, the relative values of
- products (produced either by capitals with diffetent organic composi-
- tions, by fixed capitals of unequal lifespans, ot by capitals having
. unequal turnover petiods) can alter not only because of changes in the

relative quantities of labour necessary for theit production, but also

from a change mn the level of wages (which means a cortesponding

change in the rate of profif) Thisis the famous “exceprion’ to the law of

oo In faet it 55 the “price of production that changes. and not the product's value
. 7However Ricardo did not differentiate prices of production from value '



v syt e

o e e

2 -

T A T R I A e g Pm =

B —

. commodities regulates their relative value, considerably modified: by

capital, plus £500 {= 10% of this cizculation capit2l}, plus £550 (=
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labour value that Ricardo examines in Sections IV and V of the fitse
chapter of his Principles The heading to Section IV reads. “The
principle that the quantity of labout bestowed on the production of

the employment of machinery and otber fixed and durable capitals 7» -
The law of labour value retains full validity only when the products
being exchanged are produced by capitals that have equal organzc
composttions, ate of the same /ongevrty, and are advanced for equal
periods of time [14] _

Ricardo illustrates his idea with the following example. Farmer A
hires 100 workers, each of whom he pays 2 wage of £50 a yeat. His tO‘fs'f %
circulating (vatiable) capital is £5,000 pounds. We assume that he-
makesno outlayson fixed capital Given an avetage rate of profit of 10%: -
the farmer’s corn will at yeat’s end have a value of £5,500 At the same
time cloth manufacturer B also hites 100 wotkers, investing in his
business a citculating capital of £5,000 However, to manufacture the'
cloth these workets use machinery with a value of £5,500 pounds
This means that B is investing in his business 2 total capital of £10,500
Y, for the sake of simplification, we assume that the machinery does not
depreciate, the cloth that has been manufactuted in the course of the
yeat will have a value of £6,050: £5,000 as replacement for circulating

10% of the fixed capital) Although both the corn and the cloth have
been produced with equal quantities of labour (100 men),* * the cloth is
worth more than the corn: into the price of the cloth chere enters an.
additional sum of 550 pounds, which is profit on the fixed capital
Whete does this additional profit come from if no mote labour has been
expended on producing the cloth than on the corn? Ricardo does not ask
this question. He states and then 4CCEPTS as given the fact that thc tatio .
of the cotn’s value to the cloth’s is 5500:6050

"Ricardo always speaks of fixed and circulating capitals, but by the latter he essentially
means capital advanced for the hire of workers (i.¢, variable capital, in Mancs”
terminology) [This quotation is from the Prinerpler (Staffa editiony p. 30 -—Ed')
“*Since we have assumed thar the machincry used in cloth manufacturing does nor
depreciate it does not transfer any of its value to the cloth  [Rubia might more propetly.
have said here that it does noc transfer any of its value to the vaize of the cloth

Although Marx and virtually every Marxist economist since have talked of value being
transferted ot imparted directly vo the commodity one does not want to lose sight of th
fact that value is a socia/, and not a meaterie! property of the product For a tmly
excellent discussion of the problems caused by the 'mental marterialization of human
relations (che latver being the propet subjece of political economy) amongst students of
Marxism, see E. A. Precobrazhensky, The New Ecomomics (Oxford University Press, i
1965), pp 147-30 From the point of view of their method, especially their philosoph- -
ical treatment of the categories of political economy. Preobrazhensky and Rubin sharc
a great deal in common—Ed] :
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From hete Ricardo goes onto examine what effect z change in wages
will exert on the value of these two commodities Assume that wages

' rise, thus causing the average level of profits to fall from 10% to 9%
" The value of the cotn will not change, but will temain at its old figure

of £5,500: whatever the fail in the fatmer’s profits, his total wage bill -
will inctease by the same amount, so that the sum of wages plus pofit-
will still be equal to £5,500 Similatly, the sum of cloth maket B's
circulating capital (i.e., his: workers’ wages) plus the ptofit derived
from it is-unchanged to £€5,500 What does alter is the additional

;_'3 profit on his £5,500 of fixed capital Previously he had added on 10%
- (£550), thus making his cloth worth £5,500 + £550, i¢., £6,050
Now he charges only 9% (£49%), so that the price of the cloth becomes

£5,500 + £495,1i e , £5,995 The tatio of the value of the cotn to the

- value of the cloch, which befote had stood at $,500:6,050, stands now
" ar 5,500:5,995. Consequently, z rise iz wages (or, what is the same
 thing, # ffc/! 20 proﬁn) lowers the telative value of those commodites

" being produced using fixed capetal (o1 using a larger amount of fixed

capital) The reason for this is that the ptice of these commodities

- conains an additional amount of profit charged on the fixed capital
which declines with the fall in the rate of ptoﬁt

The example we have anlayzed poses the investigator not only with
the problem of how changes in wages affect the value of different .

- commodities, but also with the much mote profound and basic

problem of how to reconcile the law of labonr value with the law of the

' equalization of the rate of profit on capttal We saw that prior to there
. being any change in wages—and completely independent of this

¢hange— the value of cotn stood to the value of cloth in the ratio of
$,550:6,050, even though equal quanvties of labour had been

~expended on their production Hete befote us we have two com-
- modities, produced with equal quantities of labour (100 workers), but

whete the capitals advanced are unequal (£5,500 compared with

- £10,500). From the point of view of the theoty of labour value the
" labour value possessed by the two commodities is equwa/ From the

point of view of the law of 2n equal rate of profit, the price of the
latter commodity must be Aigher, since it contains 2 profit on a Jzrger

. capital How do we resolve this contradiction? It was to aaswer this

question that Marx constructed his theory of ‘prices of production’

~According to Marx’s theoty, in a capitalist economy, with its tendency

towatds an equalization of the rate of pIOflE commoditics ase sold not

- AT their_labout_yalués; "but_at_their ‘prices_of pIOdUC[lOIl 1€

2 -production. costs plus average proﬁt The total mass of surplus valuc
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‘produced in society is divided up between all of its capitals in:
~ propottion to the size of each If some commodities are sold at prices:

‘These ‘additional’ sums of ptofit are taken, however, out of the

"despite their equal labour values, so that its owner could earn a profit
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above theint labour value, othets ate sold ar prices below it A branch of
production with a high capital structure teceives the avetage profit;
which exceeds the total surplus value thit this branch has produced -

general resetve of surplus value created by all of the branchcs of
production together.

Ricardo was not only unable 1o resofve the problcm of ‘ptices of .,
production' he could not even pose it in all its scope True, he’
understood that with two branches of production having different
organic structures of capital the prices of their products must deviate’
from theit labour values to allow their rates of profit to be equalized .
Ricardo started out grasping 2 firm hold of the idea that the
governing teadency within capicalise economy was fot for profess to &e '
equalized He had no doubt that cloth must cost mote than corn,’

on his latger capital investment The cloth manufacturer’s tight to
receive a piofit cotresponding to the size of his capital appeated to
Ricardo so natural that the question of where this additional £550:
ptofit (on fixed capital) otiginated from did not concetn him By -
assuming an gwerage rate of piofic from the vety outser, i ¢., that
commodities sell not at their labour values but at theitr prices of
producuon he avoids the asic p:oblem of how the average rate of
profit is formed and how labour value is uansformed into prices of
productzon Rather, his attention is focused specifically on the effect
that changes i wages have on the relative prices of commodities
produced by capitals with unequal otganic compositions, indepen-
dently of alterations in labour value Ricardo, in establishing thar
changes in wages and profit do influence the relative values of
commodities, acknowledges that here we have a ‘modification’ or
'exceptzoﬂ’ to the law of labour value He consoles himself that this
‘exception’ is of no great significance: the effect that changes in wages
(and profit) exert on the telative values of commodities is izsgnificant
compared to the impact of changes in the quantity of labout necessaty
for their production. By analyzing the quantitative changes that take
place in the valuc of commodities the growth in the productivity of
labour prescives its formet role as the predominant factor On this
basis Ricatdo considers himself justified in pushing aside his exception
and considering ‘all the great variations which take place in. the
relative value of commodities to be produced by the greater or less,
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quantity of labour which may be requited from time to time to
produce them ’'[15] Ex