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Preface to the Eighth Edition 

aN Wis have written this book to introduce our readers to what we are call- 

ing “political economy.” We want to distinguish this kind of eco- 

nomics from the “mainstream” of economics that dominates instruction in 

contemporary capitalist societies. If you are taking an economics course at 

almost any U.S. university or college, your teacher has almost certainly as- 

signed you a textbook from what we call the economic mainstream. In the 

most general terms, how are these two traditions, political economy and 

mainstream economics, different from each other? We can begin an answer 

with a passage from one of the very few contemporary textbooks that gives 

attention to them both. 

Political economy...is more concerned [than mainstream economics] with 

the relationships of the economic system and its institutions to the rest of 

society and social development. It is sensitive to the influence of non-eco- 

nomic factors such as political and social institutions, morality, and ideol- 

ogy in determining economic events. It thus has a much broader focus than 

[mainstream] economics. (Riddell, Shackelford, Stamos, and Schneider, 

2009, emphasis added) 

A bit of historical background will help to make sense of this quotation. 

What we are calling political economy was first fully developed in the work 

of Adam Smith, whose 1776 book, the Wealth of Nations, contained a fabu- 
lously rich combination of theoretical analysis, historical setting, and copi- 

ous detail. Smith took into account anything and everything that caught his 

attention, and to read the Wealth of Nations is to discover the broad outlines, 
and countless details, of British life in the late 18" century. For most of the 

19% century, people studying the economy, the most prominent of whom 

were Karl Marx and Thorstein Veblen, followed Smith's lead. They produced 

broadly cast arguments in which there were no predictable boundaries lim- 

Vil 
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iting the kinds of “economic” knowledge taken into account. While Marx, 

Veblen, and other such political economists clearly focused attention on 

economic activity—how people produced their livelihood and how they di- 

vided it up—they roamed far and wide in looking for ideas and information 

that would help them to explain what they saw. 

However, after the middle of the 19‘ century, more and more social scien- 

tists adopted a version of the “scientific method,” borrowed from physical scien- 

tists such as physicists, chemists, and biologists. Successes in these scientific 

fields starting in the 16th century had enticed social theorists into taking a sci- 

entific approach to their studies, and this was certainly true of economists. By 

the 20th century, and especially after 1950, economics increasingly came to be 
expressed in the terms of mathematics and statistics. Presently, the economics 

profession is dominated, as are the graduate schools that produce professional 

economists, by economists who exclude from their analyses most of those things 

that are not readily measurable or appropriate for quantitative model building. 

As the discipline has been narrowed, it has pushed to the margin alterna- 

tive schools of economics, especially political economy. Political economists, 

as defined above by Riddell, Shackelford, Stamos, and Schneider, have grad- 

ually found their work shunned by the major economics journals, often be- 

cause it is considered to be “non-economic.” From our view, the most un- 

fortunate consequence of this trend is that the ideas of writers like Marx and 

Veblen, and others who extended their work, are rarely studied by econo- 

mists as graduate students. Correspondingly, these important ideas are less 

frequently taught by such graduate students when they become. professors. 
We have written this book to try to bridge this gap. In this eighth edition, we 

have once again updated much of the book in order to take account of key eco- 
nomic events in the world during the two years that have passed since the previ- 

ous edition. We have updated data and examples throughout the book to dem- 
onstrate the continuing relevance and importance of political economy to the 
modern world. We have also added new information boxes to chapters that 

broaden the content in key areas to help demonstrate the vast scope of political 

economic analysis. These additions include features on the role of government; 

inequality and its connection with race, gender and class; how Finland establish- 

es trafic fines based on income; the promising “Cleveland Model” of creating 

cooperatives and jobs utilizing local anchor employers; and much more. 

In our initial chapter, we provide our readers a more detailed look at po- 

litical economy by comparing its essential ideas and concepts to those of the 
economic mainstream. We follow this first chapter with three on the central 

writers in the political economy tradition, Smith, Marx, and Veblen, whose 



PREFACE IX 

ideas, as we shall see, provide the structural frame for the rest of the book. 

In Chapter 5, we take up the ideas of John Maynard Keynes, whose work in 

the 1930s on the booms and busts of modern capitalist societies revolution- 

ized the way economists understand capitalism and the measures necessary 

to keep it from collapsing. Keynes, who actually straddled the fence between 

political economy and mainstream theorizing, shared with political econo- 
mists the practice of casting an exceedingly broad net for useful facts and 

ideas in his work. Though he had little use for Marx’s writings, he often in- 
directly legitimated political economy by using his grand and eloquent voice 

to criticize mainstream economists for the narrowness of their studies. 

We follow the first five chapters, ones that focus mostly on systems of 
thought, with five that analyze the impact of these ideas on our own world. In 

Chapter 6 we describe and analyze social classes in U.S. capitalism, in part be- 
cause they are a central aspect of all political economy analyses of capitalism. We 
also discuss social classes because they are crucial to how capitalism shapes our 
lives, and, as we shall see, because they are virtually ignored by mainstream eco- 

nomics. We then turn in Chapter 7 to the theory of “social balance,” developed 

by John Kenneth Galbraith to describe how corporations cajole and bamboozle 

us into buying goods and services we dont need, while environmental pollution 

spreads wider and deeper, and the public sector—the infrastructure—is in a 
continuing decline. Chapter 8 shows how Marx's ideas were extended to current 
times in the theory of “monopoly capital” advanced in the 1960s by Paul Baran 
and Paul Sweezy. These two economists used Marx's key idea of “surplus value” 

to try to understand what they ultimately called “the irrational system” of U.S. 
capitalism. Following Chapter 8, we have added a vignette on the sometimes 

questionable behavior of large corporations, and what these corporate misdeeds 

tell us about the corporate structure and its role in the economy. 

In Chapter 9 we describe the modern welfare state in Sweden, which has 

been shaped by political economists in that country for over a century. To 
study the Swedish economy is to catch a glimpse of life in a society where the 
public understanding of capitalism, how it works, and how it should work, 
has been influenced more by ideas from political economy than by those from 
the economic mainstream. In the final chapter, we discuss another exemplary 
case study of these ideas put into action in the form of the Mondragén 

Cooperative Corporation, the world’s largest conglomeration of cooperative- 

run businesses, located in Spain’s Basque Country. Mondragon is notable for 

several things, most especially that it is a huge and expanding global firm 
owned completely by it workers, and for its commitment to maintaining an 

alternative economic model in the age of globalized capitalism. 
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The sequence of chapters we have chosen here has proven helpful to us in 

teaching the book to undergraduates, yet we suggest that others use the se- 

quence that makes the most sense for their own courses. In order to encourage 

readers to go through the book in various kinds of ways, we have written each 

chapter to work mostly independently of the others. A consequence of this in- 

dependence is that our readers will find some repetition as they go along. 

However, we have tried to limit this repetition to information or concepts that 

can bear a second going over. If our readers are assigned this book alongside a 

typical mainstream textbook, they can judge for themselves which approach, 

or which combination of approaches, works best to help them understand the 

economic world in which most will spend a lifetime trying to make a living. 
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The Political Economy Challenge 

to Mainstream Economics 

| DD earn of contemporary capitalism have long been dominated by 

one line of thinking, which we will define below as the “mainstream” 

of economics. This mainstream has either ignored, or labored to discount, 

alternative ways of thinking about the economy, such as those that we de- 
scribed in our preface and that fill up this book. A major consequence of the 

mainstream refusal to take up alternative ways of seeing the economy is that 
most students taking economics courses in the United States today will not 

hear about them. We hope that this chapter will provide a good argument 
for our readers to push ahead to see what mainstream economists have been 

hiding from them. 

WHAT IS MAINSTREAM ECONOMICS? 

Like all areas of social inquiry the mainstream school of economics consti- 

tutes a broad spectrum of often-conflicting ideas. Thus, when we refer to 

“mainstream economists,” we are necessarily lumping them into a single cat- 

egory that is an obvious distortion, much like that of any such categoriza- 

tion. Our critique in this chapter refers mostly—but not exclusively—to 

economic models that (1) are narrowly conceived, (2) are quantitative and 

expressed in complicated mathematical terms, and (3) depend upon certain 

restrictive assumptions about how people behave, always have behaved, and 

always will behave. Without question, there are mainstream economists 
who engage in lively debates on virtually all of the topics we take up in this 

chapter. Many of them move beyond the strict confines of models and as- 

sumptions to examine institutional aspects of the economy. And many em- 
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pirically investigate people’s actual behavior, instead of assuming that they 

all behave in the same, predictable way. 

Why, then, do we focus on those mainstream economists who most nar- 

rowly conceive the subject? There are two parts to our answer. The first is that 

this subset of economists dominates contemporary economics and exercises 

its dominance through its almost exclusive control over graduate training in 

economics and the most prestigious economics journals. It is also the subset 

that has produced all but a few of the Nobel Prize winners in economics. The 

second reason for our focus is that, of all schools of economic thought we 

know about, this one is /east likely to produce results useful to the public. 

Therefore, a genuinely interesting irony underlies what we write about in this 

chapter: the very “best” economists, in the view of this dominating subset, 

produce some of the least useful kinds of economics. We recognize that this 

is a substantial conclusion, and we hope that reading this and the following 

chapters will lead our readers to consider it at least as reasonable. 

A central part of our argument is that there is a critical distinction be- 

tween al/ versions of mainstream economics and what we call political econ- 

omy. This distinction is a matter of methodology, or “method of analysis.” 
Mainstream economists are trained to limit the scope of their analyses— 
that is to limit the breadth of knowledge they bring to bear on an issue— 

much more than so than do political economists. In choosing a relatively 

narrow focus, almost all mainstream economists have gradually and system- 

atically excluded from their studies the political economy point of view. The 
political economy critique presented here is both a general critique of the 

mainstream methodology, and a more specific critique of the subset of main- 

stream economics that is most narrow in its approach. 

THE DIFFERENCE BETWEEN THE MAINSTREAM AND ALTERNATIVES 

Let’s consider the following example that demonstrates the wide chasm be- 
tween mainstream economics and Marxist economics, a principal kind of 
political economy. How does each view the production of business profits in 
capitalism? A mainstream economist might put it like this: 

Profits are the payoff to private individuals for “entrepreneurship,” for having 

saved, or borrowed, funds to invest in productive inputs, for having the fore- 

sight to know what goods or services to produce with these inputs and the tal- 

ent to manage how the inputs are used and the goods marketed. Profit-making 

is the central vehicle by which capitalism is energized because: (1) by investing 

the funds, producing the goods, and making the profits, the enterprising capi- 
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talist gives jobs to people who are not capitalists themselves and who need those 

jobs in order to live; (2) the capitalist will make the highest profits only by pro- 

ducing goods and services most demanded by consumers; and (3) it is the com- 

petitive quest for profits that gives capitalism its extraordinary dynamism and 

proven ability to drive from the field all competing economic systems. 

On the other hand, in the Marxist view, profit is looked upon in this dif- 

ferent sort of way: 

Over the past 400 years, through its drive to accumulate profits, the capitalist 

class—by pillage (such as the enclosure movements), murder (wars against and 

systematic impoverishment of Third World nations), and domination (of work- 

ers, consumers, and the political process)—has come to own the resources, fac- 

tories, and other capital equipment needed to produce goods and services need- 

ed by all. Prior to the emergence of capitalism, most people were peasants who 

owned enough agricultural tools to produce a livelihood. Further, aside from 

land owned by great landowners like the church and the crown, most land was 

owned in common. However, gradually peasants were stripped of their tools 

and their access to land, and in order to live they necessarily became wage- 

workers for capitalists. At their jobs, workers must produce a value greater than 

their wage, and this excess is called surplus value. This value, created by labor, is 

seized by the owner and becomes the owner's profits. Competitive pressures 

generate the dynamic energy of the system and force capitalists to treat their 

workers as things, commodities to be bought and sold like steel ingots or sheets 

of plywood. Such pressures also shape many capitalists into predators working 

against the best interests of the larger society. 

It is almost as if two different sets of academics were talking about two 

different worlds. How can such great divisions of opinion exist between 
economists when they take a look at something as central to capitalism as 

the profits that fuel it? 

POLITICAL ECONOMY: A GENERAL DESCRIPTION 

To describe political economy, in the way that we use the term (and there 

other schools of thought within the mainstream framework that describe it 
differently), we will repeat the one we used in the Preface: 

Political economy...is more concerned [than mainstream economics] with 

the relationships of the economic system and its institutions to the rest of 
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society and social development. It is sensitive to the influence of non-eco- 

nomic factors such as political and social institutions, morality, and ideol- 

ogy in determining economic events. It thus has a much broader focus than 

[mainstream] economics. (Riddell, Shackelford, Stamos, and Schneider, 

2009, emphasis added) 

Among those who now work in this political economy tradition, as we 

have described it, there is a variety of differing, often competing, notions 

about how capitalism works and which way it is heading. Even though there 

are important distinctions among them, we are able to talk in the same 

breath about differing schools of thought in political economy because they 

agree on the following critical points: 

1. Although most mainstream economists claim that they are do- 
ing “economic science,” their work often fails to explain and 

predict actual events in the real world—an essential test of any 

scientific work. 

2. A principal reason for this inability to explain real events is the re- 

strictive assumption of “economic man” in mainstream economics, 

along with a parallel assumption that human beings by nature have 

unlimited wants for consumer goods. 

3. Mainstream models are typically not presented in the historical 
context that shapes all human events. Furthermore, most main- 

stream economists have not studied the history of economic ideas, 

and thus are unaware that the principal assumptions of their analy- 

ses have been challenged by political economists for over two cen- 

turies. 

4. Mainstream economists typically presume a separation between 

economic activity and political power. 

5. Graduate programs in economics are largely confined to main- 

stream instruction, and a particularly narrow version of that school 

of thought. 

ECONOMICS: THE SCIENCE THAT IS NOT SCIENTIFIC 

The debate between the mainstream and political economists about meth- 

odology has been going on for a long time. The history of this dispute 
starts at least as early as the fifteenth and sixteenth century in Europe, 

when essentially religious explanations of the universe gradually gave way 
to scientific ones, and with stupendous effects on the world. Columbus’ 
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voyage to the New World, Galileo's telescope, Harvey’s findings about 

blood circulation, and Newton's discovery of certain laws of gravity— 

along with many similarly astounding discoveries in the seventeenth and 

eighteenth centuries—made inevitable the declining influence of non-sci- 
entific explanations of the world. 

The horrific conditions for many workers crowding into European cities 

since the early eighteenth century led to the development of a new practical 
science, public health. The public health movement led governments to pro- 

mote the habits of healthier living and, especially, to construct systems to 

protect water systems from sewage. This movement was complemented 

greatly by the discoveries in the nineteenth century of Louis Pasteur and 

others unveiling the role of invisible bacteria in the spread of disease. 

Together, public health and biological science led to a dramatic increase in 

the life span in industrializing nations after the late nineteenth century. The 

average life expectancy in the United States in 1776 was about 35 years; it 

was about 50 years in 1900; and by the year 2010, it had reached about 78 

years. Research done by the Museum of Natural History shows that, “From 

1900 to 1990 we have gained about 25 years of life expectancy; nearly equal 

to what had been obtained in the preceding 5000 years of human history!” 

The success of physical scientists in describing the world and improving 
the quality and length of life in industrialized countries led others to imitate 

their work. Economists in particular tried to design regular, law-like models 

for social phenomena. It is true that in the case of the two most influential 

economists of the eighteenth and nineteenth centuries, Adam Smith and 

Karl Marx, the former wrote without mathematics, and Marx confined his 

quantitative analysis to a few simple algebraic notations. However, by the 
late nineteenth century most economists had adopted some version of the 
“scientific method” as their approach and, in doing so, marshaled the eco- 

nomics profession toward mathematics and statistics. 

Also during the nineteenth century, economists borrowed the idea of “equi- 
librium” from physics. In doing so, economists made an extraordinary leap of 

faith about their ability to study and predict human activity. When social the- 

orists use the idea of equilibrium in model building, they are implying that 

patterns of human life in a fundamental way are analogous to the equilibrat- 
ing balance of forces in our solar system that keeps Mars from ramming us 
head on. That is, this idea presumes that the economy is typically stable, and 
when buffeted by forces of social change, will always return to that stability on 

its own. A critical implication here is that, if the economy is assumed to be 

stable and, thus, self-correcting, it is better to allow it to function on its own, 
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without extensive government interference. Equilibrating systems, whether 

among the planets or in people's activity, suggested to Adam Smith and to 

many economists after him, that they were “natural,” and this meant they 

were “God’s work.” Smith also believed that individuals possessed a natural 

self-interest that would lead to “the best of all possible worlds,” an idea whose 

modern embodiment we will take up in detail later on. 

Alfred Marshall, an influential British economist writing in the late- 

nineteenth century, was particularly important to the shift from the impre- 

cision of discursive economic language to the precision of quantitative mod- 

els that incorporated the idea of equilibrium. Though Marshall warned that 

“economics cannot be compared with the exact physical sciences,” he still 

believed that economics was specially “advantaged” over the other social sci- 

ences. He argued: 

[A] person's motives . . . can be approximately measured by the sum of mon- 

ey, which he will just give up in order to secure a desired satisfaction; or again 

by the sum which is just required to induce him to undergo a certain fatigue. 

(Quoted in Riddell, Shackelford, Stamos, and Schneider 2009, 8) 

This means that the prices we pay for products, the amount we invest to 

try to make profits, and the wage that will induce us to go to work, are all 

numbers, that is, numerical guantities that can be manipulated by mathe- 

matics and analyzed by economists. Marshall and most of his contempo- 

raries thought that the focus of economists should be the prices that emerge 
in what he called “the ordinary business of life.” This meant, for example, 

learning how self-interested individuals established prices for products, la- 
bor (wages), and money (interest rates) in competitive markets. 

Marshall and his contemporaries recognized the aggregate economy as 

cyclical; however, they also thought it was actually formed by all the indi- 

vidual markets added together, and essentially behaved no differently than 

would a single one of them. Competitive markets were thought to work 

with equilibrating precision, and in the hands of Marshall supply and de- 

mand, acting as “two blades of the same pair of scissors,” were the prime de- 

terminants of market price. 

Complementing Marshall’s system, and developing along with it, was the 

work of economists who saw markets as driven by “marginal” decisions 

made by producers, consumers, and workers, that is, decisions about wheth- 
er to produce an additional unit of production, to purchase an additional 

item of consumption, or to work an additional unit of labor time. In this 
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theoretical world, capitalists made decisions by projecting the revenue and 

cost—thus also the profit—of the next marginal unit to be produced; and 

consumers made decisions by comparing the marginal satisfaction antici- 

pated from a product to its marginal cost. Some practitioners of this sort of 

analysis, who were called “marginalists,” even imagined a system of mathe- 

matical notations incorporating the marginal decisions of all economic ac- 

tors into one giant quantitative model. 

The marginalists, in focusing their microscope on the margin of economic 

actions, were especially important in prompting economists to think narrow- 

ly, an ironic consequence of their desire to explain everything with a single gi- 

ant model. Their method implied the fateful idea that the institutional struc- 

ture of capitalism outside individual markets, such as its system of social 

classes and the distribution of income and power, was not within the scope of 

economics. Marginal analysis also implied an extremely limited role for gov- 

ernment. If the system was the outcome of a limitless number of individual 
marginal decisions made in self-regulating markets, then the thick fist of the 

government could not be expected to solve any economic problem. 

In 1879, Marshall published the prototype for the modern economics 

textbook, which he called Industry and Trade. By 1890, he was calling his 

book Principles of Economics, and in this version, the geometric models of 

supply and demand that all principles students must now learn appeared as 

footnotes. Though Marshall kept the diagrams in his footnotes, economists 

who followed with their own principles texts gradually moved the diagrams 
from the footnotes up to the text where they came to dominate. Thus began 
the joyful birth, or sad decline, depending on your point of view, of twenti- 

eth-century economics. 

Further leading to quantification of economics was the theorizing of the 

British economist John Maynard Keynes. In his revolutionizing book, The 

General Theory of Employment, Interest, and Money, Keynes used geometry, 

mathematics, and compelling and elegant prose to revolutionize the way 

that modern economists think about the business cycle. Keynes’ work grad- 

ually won over most economists in the capitalist world. He preferred a dense 
prose to mathematics or geometry as a way to express his economic theories, 

and he differed crucially from almost all his predecessors by arguing that 

capitalism was not a self-equilibrating system. Nevertheless, Keynes’ follow- 

ers constructed diagrams and formulae to carry his theories forward, and 

these “macroeconomic” models, like the market analysis of Alfred Marshall 

and the marginalists, successfully lured more and more economists into the 

encapsulating and often suffocating web of a geometric world. 
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In 1948, Paul Samuelson of MIT, using his own two-volume mathemat- 

ical expression of mainstream economics as a model, wrote the first widely 

used economics textbook. He combined Marshallian analysis, by then called 

“microeconomics,” and Keynesian macroeconomics and called his book 

Economics. This title was, of course, greatly misleading given all the many 

kinds of economic analysis, most especially political economy, that he sim- 

ply ignored. Samuelson, in updating his book over the years, gradually add- 

ed considerable non-quantitative materials, but the geometric models and 

other quantitative materials that make up the theoretical core of mainstream 

economics remained central. Samuelson’s amalgamation of microeconomics 

and macroeconomics has come to be called “neoclassical” economics, and 

within the economics profession, this term is the common way to describe 

mainstream economics. 

Is this mainstream amalgamation actually doing science? To the critique 

that they have left too many crucial aspects of social life out of their models, 

mainstream economists typically respond with something like this: “Our as- 

sumptions might be unrealistic, and our models might be narrowly con- 

ceived, but they work better to predict economic behavior than the theories 

of our competitors.” That is, the proof of models is how well they work. 

Well, then, how well do they work? A good way to answer this key ques- 

tion is to compare the predictions made by economists to those made by real 
scientists. Consider the example of physicists. It is beyond dispute that they 
know some things, such as the laws of gravity, more or less for sure. Similarly, 

while medical doctors may differ on particular diagnoses, they know count- 
less things with a high degree of certainty, such as specific physiological di- 

mensions of, and limitations of, the human body. On the basis of highly 

predictable outcomes, physicists, medical doctors, and other real scientists 

have enabled human beings to live longer and utterly transform their natu- 

ral habitat. All these outcomes stem from a scientific method whereby scien- 
tists all over the world test hypotheses over and over again until there is 

wide-spread agreement about this or that aspect of the physical world, or in 
the case of medical scientists, this or that aspect of the human body. 

Yet, and this is the point, there is nothing similar in the annals of eco- 

nomics, and there can never be a set of principles, models, theories, conclu- 

sions, or predictions comparable to those in the physical sciences on which 
economists base their methods of inquiry. We are not questioning whether 

mainstream economists work diligently and honestly, as real scientists do. 

Nonetheless, economists don’t know with any degree of certainty what is go- 
ing to happen in the next instance with respect to much of anything. And 
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that is why they always disagree about virtually everything. To make the 
point, we've constructed below a list of central questions about how the cap- 
italist economy operates. As you study economics, no matter what version 

of it, you will discover that there is not now, nor has there ever been, wide- 

spread agreement on the answers to these questions among people calling 

themselves economists: 

* How should we measure the unemployment rate, and what will it be 

next month? 

¢ Will the economy expand and grow over the next month, or over the 

next year? 

¢ What will happen to total output if the government increases or re- 

duces personal income taxes? 

* How do you measure inflation, and how does it affect different groups 

of people? 

¢ What has caused capitalism to dominate its rivals? Is it economic free- 

dom? Is it competition? Is it greed? Is it imperialism? Is it brilliant en- 
trepreneurship? Is it the surplus value taken from the hands of workers 

and used to enrich capitalists and allow them to buy more machines, 
raw materials, labor-power and political influence? 

¢ Why are people rich or poor in capitalism? Luck? Greed? Connections? 

Hard work and perseverance? Disadvantages due to race and gender? 
¢ Does free-market capitalism generate the kind of competition that 

forces firms to operate in society’s long-run interest, or do firms, un- 

regulated, run roughshod over workers, small rivals, consumers, and 

needy politicians, and promote environmental degradation? 

e Is economic power distinct from political power; and if they are not 

distinct, how are they meshed? How do they affect wages, profits, laws 

regulating the economy, interest rates, prices, exports, and imports? 

¢ Is growth in Gross Domestic Product (GDP) a good thing, or a bad 

thing? 

¢ Is the Federal Reserve System a “neutral monitor” of monetary policy, 

or primarily concerned with protecting the interests of wealthy bond- 

holders? 

¢ Isacertain amount of unemployment a good thing for capitalism? 

* Does capitalism “provide economic freedom directly [and] also promote 

political freedom” (Milton Friedman, 1963)? Or is advocating capitalism 
“like the elephant running through the chicken yard, yelling, ‘Everyone 

for himself?” (Lester Pearson, past Prime Minister of Canada, 1963)? 
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If you were to choose at random any professional economist in the world 

and ask that person any question on the list above, there is no way to know in 

advance what his or her answer will be. If this were true, for example, of the 

science of physics, who among us would be brave enough to stroll across a 

bridge or fly in an airplane? 

ECONOMIC MAN IN MAINSTREAM THEORIZING 

In the view of political economists, the unrealistic treatment of how people 

behave in capitalist societies is a critical flaw in mainstream economics. The 

essential assumption of neoclassical economics is that people are self-inter- 

ested, pleasure-maximizing automatons who respond in predictable ways to 

all stimuli. This theoretical creature is called “economic man,” or sometimes 

“rational man,” and this man is not the kind of human being the rest of us 

would ever know or want to be. 

On this point of human behavior and mainstream models, we can use- 

fully turn to John Kenneth Galbraith, one of the most famous modern 

American political economists, and about whom there is a chapter in this 

book. Galbraith, a long-time critic of mainstream economics, wrote that the 

idea of economic man forms part of a rigid system of thought. According to 

him, this system: 

...requires that the ultimately valid propositions of economics be essentially 

given, like the structure of neutrons, protons, atoms and molecules. Once 

fully discovered they are known forever. Unchanging also, it is held, is human 

motivation in a competitive market economy. Such fixed and permanent 

truths allow economists to view their subject as a science... From this closed 

intellectual exercise, which is fascinating to its participants, intruders and 

critics are excluded often by their own choice, as being technically unquali- 

fied. And, a more significant matter, so is the reality of economic life, which, 

alas, is not, in its varied disorder, suitable for mathematical replication. 

(Galbraith 1987, 284-5) 

Along with Galbraith, we do not contest the idea that most human be- 

ings will try to serve their own long-term interests as well as they can. It is 
reasonable to assume that in capitalist societies, most of us will seek rewards 

from the marketplace, whatever our role in it. Yet this readily-observable 

fact cannot help us to know, simply by looking at another human being, 

what he or she will do in the market at the next moment. It is the central 

practice of real scientists to experiment with the objects of their study until, 
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in their labs, they come to know with some confidence what consistently 

will happen to Y if they change X. This is not what mainstream economists 

do because their subject is human behavior, something we have never been 

able to predict with the kind of confidence that makes real science possible. 

Therefore, while the scientists are doing science, economists are, as John 

Maynard Keynes argued, engaging in an exercise in logic based on assump- 

tions that are adopted because they can be quantified, not because they are 

true or even sensible. 

We want to make our point carefully here, so repetition is in order. We 

recognize that there are broad patterns of behavior in capitalist markets that 
are predictable. In fact, almost all of us order our individual worlds in terms 

of these patterns of behavior. However, to go from broadly predictable pat- 

terns of behavior to the assumption that all of us, all the time, have the 

knowledge, time, and inclination to maximize economic gains, carries us 

from reasonable observation to basing economic models on a badly distort- 

ed mirror of real human activity. For example, in order to predict consumer 

behavior, neoclassical models usually assume that all people have perfect in- 
formation about all of the goods that they might want to buy, they know all 

of the prices and qualities involved, they know how much satisfaction they 
will receive from each product if they buy it, and they are completely ratio- 

nal and self-centered. These assumptions imply that when we shop we are 

not influenced by store displays or impulses that might interfere with the 

rational calculation of which good will bring the greatest satisfaction to us 

per dollar we spend. The assumptions also deny that some of us might actu- 

ally buy more expensive or slightly lower-quality goods because they are 

produced under better environmental and labor conditions; that is, they ig- 

nore the idea that people might value justice, and not just pleasure. The 
mainstream view of how human beings shop in modern capitalist cultures 

is, to put the best light on it, quixotic. 

There is a further problem here. In mainstream economics, economic 

man has also long been the idea of “man with unlimited wants.” William 

Rohlf reveals this central assumption in his mainstream introductory text. 

As he argues: 

The fundamental problem facing individuals and societies alike is the fact that 

our wants exceed our capacity for satisfying those wants. (Rohlf 1998, 4.) 

What is wrong with this statement? Notably, it is outside history: it is con- 

structed for the sake of analysis rather than inferred from what human beings 



12 INTRODUCTION TO POLITICAL ECONOMY 

have actually done. As such, Rohlf bases the economic analysis that follows in 

his book on a “made-up” human being. Thorstein Veblen, whose ideas we will 

take up in a later chapter, recognized the failure of this model to explain the 

complicated ways in which people’s desires are actually shaped. Veblen saw eco- 

nomic man as central to what he called “the hedonistic approach” to econom- 

ics, his description of the central economics tradition in his own day. By using 

the term “hedonistic,” Veblen meant that humans are looked upon as simple 

“pleasure machines,” looking only to maximize their own happiness. In 1919, 

Veblen wrote that he saw actual human beings instead as “products of. . .hered- 

itary traits and past experience cumulatively wrought out under a given body 

of traditions, eventualities, and material circumstances.” (Veblen 1919) 

What, then, do we think human beings actually are, for the purposes of 

studying their economic behavior? For an answer from political economy, 

we extend these comments from Veblen with some evidence from history. 

ECONOMIC MAN AND HUMAN HISTORY 

One of the most renowned economists of the twentieth century, Joseph 

Schumpeter, proclaimed that: 

What distinguishes the “scientific” economist from all other people who think, 

talk, and write about economic topics is a command of techniques that we 

class under three heads: history, statistics, and theory...Of these fundamental 

fields, economic history—which issues into and includes present-day facts—is 

by far the most important...If starting my work in economics afresh, I were 

told that I could study only one of these three but could have my choice, it 

would be economic history that I should choose. (Schumpeter 1954, 12) 

History was an essential part of economic analysis, according to Schumpeter, 

for three reasons. First, a grounding in economic history allows the analyst 

to understand present economic activity as a key element in the evolution- 

ary changes inherent to social life, and that today is but a single point in the 
life process; and all that makes up society will be different tomorrow. Second, 

historical analysis incorporates important institutional “data” that are often 

excluded from mainstream economic analysis. Finally, Schumpeter argued 
that those who fail to examine the historical record are likely to commit 

“fundamental errors” of analysis. 

One of the more fundamental errors of mainstream economics has 

been to insist that the “hedonistic” tendencies of human beings were pres- 

ent from the dawn of time. In fact, the dominant role of these habits has 
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developed in the relatively short era of world history since the rise of cap- 
italism, mostly by those living after 1500 A.D. in Western Europe and 
North America. Adam Smith, by observing people in his own time, con- 

cluded that human beings “naturally” (which, to him, meant innately and 

God-given) made exchanges based on self-interested behavior. He subse- 

quently decided that the “propensity to truck, barter and exchange’—to 

offer a good or service to someone else only in exchange for an equally val- 

ued good, service, or the equivalent in money—must also be a natural in- 

stinct. Moreover, Smith argued that the self-interested trader would only 

trade to become better off, due to the profit motive. Hence, transactions 

between humans in the capitalist age came to be seen as exchanges be- 

tween two flinty-eyed, rationally-calculating, self-interested beings who 
were always looking to profit on any deal. Though Smith, in other writing, 

had argued that people were often motivated by other kinds of sentiment, 

his followers developed the model of human behavior that we have now, 

one that leaves little room for other human inclinations such as altruism, 

sentimentality, or a concern for justice. 

Was self-interested exchange a “natural” tendency of humans? When 

Smith wrote in 1776, he was ignorant of, or ignored, the writings of those 

historians of the ancient world who had described a very different system of 

exchange in the economies of Greece and Rome. In these civilizations, ex- 

change most often took the form of elaborate systems of reciprocity or redis- 
tribution. Ancient Babylon and Egypt both operated systems of redistribu- 
tion whereby most of the produce of the nation was collected, recorded, and 

then placed in centralized storehouses. In lean times (to which these primar- 

ily agricultural civilizations were especially susceptible), the stored produce 

was not sold to the highest bidder, but redistributed to all of the citizens, be 

they peasant, weaver, or potter, according to their needs. These economies 

were organized along the lines of gigantic households, in which all members 

of the society were expected to make their contribution to the household 

and in turn to share in the nation’s produce. The Biblical story of Joseph de- 
scribes just such a redistributive system as well as the rationale for the redis- 
tribution based on collective capacities and collective needs, rather than in- 

dividualistic exchange. Recall that the brothers of Joseph, after selling him 
into slavery years before, came to Egypt in hopes of asking for some of the 

stored grains so that they could survive the famine in their native land of 
Canaan. Joseph, in his capacity as manager of the Pharaoh's stores of grains, 

gave generously to his brothers, despite their mistreatment of him so many 

years earlier. 
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Other exchanges often took place for honorific or social purposes, rather 

than for economic gain. Another Biblical example describes the honorific 

exchange between King Solomon of Israel and King Hiram of Tyre. Hiram 

offered Solomon all the cedar and fir trees that he needed for the temple he 

planned to build, and in exchange Solomon offered him wheat and oil. This 

was not economic exchange but an exchange of tributes. (1 Kings, 5) 

Economic historian Karl Polanyi described many such systems of reciproci- 

ty—for example, giving gifts of fruit to kin and receiving in return gifts of 

fish——which existed in pre-capitalist societies. Polanyi argued that this was 

not barter and trade, but rather a socially organized system of reciprocity, 

based on sharing with the rest of the community. To sum up, in The Great 

Transformation, Polanyi argued: 

[AJll economic systems known to us up to the end of feudalism in Western 

Europe were organized either on the principles of reciprocity or redistribu- 

tion, or householding, or some combination of the three....In this frame- 

work, the orderly production and distribution of goods was secured through 

a great variety of individual motives...Among these motives gain was not 

prominent. (Polanyi 1944, 55) 

The obvious implication of Polanyi’s point is that the mainstream argu- 

ment—that self-interest and the instinct to barter and trade is a natural trait 

of human beings—is at odds with historical evidence. The most we can say 

is that self-interested behavior came to be rewarded in pecuniary terms dur- 
ing the short span of human history that has elapsed since the rise of capital- 

ism, and that five hundred years of capitalism have probably reinforced self- 
interested behavior in ways that make it difficult to suppress. But the latter 

is a very different proposition than to argue that self-interest is inherent in 

human behavior. And, in some societies even though most economic activ- 

ity is carried out by private firms—such as in Sweden—public policy is nev- 

ertheless based upon such human motivation as generosity and reciprocity, 

rather than on the assumption that all people are greedy in all their transac- 

tions. Furthermore, as Adam Smith and others have argued, even those in- 

dividuals who normally engaged in self-interested behavior often act self- 

lessly on behalf of friends, family and the community. 

Space does not allow us to tell the stories of how the first markets emerged 
and then became the ubiquitous markets of economic theory, or how the hu- 

man yearning to be productive and creative came to be twisted into a labor- 
leisure tradeoff in modern economics. Suffice it to say that a careful study of 
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history is an essential part of economic analysis and, to borrow an idea from 
philosopher George Santayana, we might say that economists who ignore 
history are doomed grievously to misinterpret it. Whether using the lessons 

of history in formulating present-day policies to make a better future, or test- 

ing the theories of modern economics against all of the learning of historians, 

history is indeed an essential part of the study of economics. 

THE MYTHICAL SEPARATION IN THE MAINSTREAM BETWEEN 

ECONOMICS AND POLITICAL POWER 

In addition to concluding that mainstream economics has peopled its mod- 

els with creatures existing in a historical, psychological, and cultural vacu- 

um, political economists are also highly critical of the mainstream presump- 

tion that economics is distinct from politics or power. As a typical example 

from one economic principles text (an example picked at random from a 

shelf of them), consider the following statement: 

How did the very wealthy get that way? Of the 400 people on the Forbes mag- 

azine list of the richest people in America (with an average wealth of about 

$500 million each), about one-fourth got rich through inheritance. The oth- 

er three-fourths, such as Bill Gates of Microsoft, got rich through working, 

starting their own businesses, inventing new products, and so on. (Stockman 

1999, 425) 

In this excerpt and throughout his book, Stockman avoids mention of 

government, the legal system, or any other institutions related to political 

power that might have played a role in helping the Fortune 400 amass their 

wealth. In fact, wealth accumulates in any society, either from inheritance or 
some other way, because the laws allow it to happen. For instance, as recently 

as 1959 the highest federal marginal tax rate was 91% for all personal in- 

come over $200,000! Since then, the laws have been changed, and in 2015 

the highest marginal rate—for a couple’s income over $466,951—was 

39.6%. In other words, in 2015 the Fortune 400 accumulated their wealth 

faster than in 1959 partly because lawmakers changed the laws on their be- 

half. By comparison, Sweden’s welfare state provides all citizens, among oth- 

er benefits, health care and schooling, and to pay for these benefits Swedes 
pay over /alf their income in the form of taxes. In the United States, the av- 

erage tax rate is about 21%, meaning that we have a very different set of 
rules regarding how much wealth and income individuals keep for them- 

selves and how much will be used for broader, social purposes. 
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Journalists Donald Bartlett and James Steele (in America: Who Really Pays 

the Taxes?, 1994) demonstrated the extent to which U.S. corporations are 

subsidized by governments through low or even nonexistent taxes, and by 

direct subsidy payments. They discovered innumerable examples of this 

practice, such as government subsidies totaling over $100 million a year to 

McDonald’s, M&<M/Mars, and other companies marketing their goods 

abroad. In 1999, Time magazine updated this research and concluded that 

in 1997 corporations received almost $200 billion in subsidies from state, 

local, and federal agencies. This huge flow of government payments exem- 

plifies the power of corporations to shape political decisions in their favor, a 

power that is denied to virtually all citizens except the very wealthy. When 

did you last impose your economic interests on a U.S. senator or the presi- 

dent, as the owners of large corporations do on a regular basis? 

Corporations are able to impose their agendas in this way partly be- 

cause through their lobbyists they channel enormous sums of money to 

politicians. One effect of these payments in the past several decades has 

been lax enforcement of anti-monopoly laws by the anti-trust division of 

the U.S. Justice Department. Presidents Ronald Reagan, George Bush, 

Bill Clinton, George W. Bush, and Barack Obama, who in succession di- 

rected anti-trust policy, encouraged the marriage of mammoth corpora- 
tions, such as the $170 billion merger between Exxon and one of its ma- 

jor rivals, Mobil Oil, and the one between Time/Warner and America 

Online, which created a $350 billion behemoth (and subsequently failed). 

Mergers of this order are sold to the public on the grounds that only giant 

conglomerates can provide the high-quality, low-priced goods for which 

we are supposed to clamor. Yet, mergers can as often as not mean less 

competition, higher prices, and a growing challenge to democratic rights 
in areas where they operate. The social consequences of allowing mergers 

and other forms of deregulation were exemplified most dramatically by 
the financial crisis of 2007-2010 where a long, successful lobbying effort 

led to the deregulation of certain activities of financial firms, and in turn 

led to the financial crisis and Great Recession. 

Our point here is important if we are to distinguish adequately between 
mainstream economics and political economy. To the former, political power is 

most often considered part of the background institutional structure which is, 
as they put it, “taken as a given” and thus is left to political “scientists” or others 
to worry about. It is this determination to ignore the political consequences of 
concentrated economic power in capitalism that allows conservative main- 

stream economists such as Milton Friedman to argue that capitalism always 
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“promotes political freedom.” For their part, political economists see capitalism 

as intrinsically political: the capitalist workplace often is a rigid hierarchy of con- 

trol, and the allegedly “neutral” government acts disproportionately—as even 

reasonably alert children now know—in the service of the rich and powerful. 

Karl Marx suggested that the government in modern capitalist countries 

is “the executive committee of the capitalist class,” that is, of the rich and the 

powerful. As you will likely discover in an economics principles course, in- 

come inequality is now greater in the United States than in any other ad- 
vanced capitalist society, and it has consistently been among the most un- 

equal for over two centuries. This is the case because our laws allow it. The 

political economist might explain why Bill Gates is worth over $80 billion, 
while in 2015 over twenty-eight million people in the United States did not 

have health insurance: powerful people and corporations have consistently 

led efforts in the United States to fight the Affordable Care Act, while they 

have spent lavishly to ensure that lawmakers make rules of the capitalist 

game that allow individuals to accumulate vast fortunes. This political econ- 

omy view is quite a different explanation from the theory of income distri- 

bution that Stockman suggests—the idea that most people get what they 

earn primarily through hard work and creativity. 

THE SPREAD OF MAINSTREAM ECONOMICS 

AND ITS PROBLEMS WITH REALITY 

Despite the many serious limitations of mainstream economics, it has main- 

tained its dominance over economic thinking in the U.S., both off and on 

the campus. It’s a cat with considerably more than nine lives, but the “Great 

Recession” of 2007-2010 proved once again that this body of quasi-scientif- 

ic ideology cannot adequately explain the real world. 
As we noted earlier, MIT economist Paul Samuelson fused Marshallian 

microeconomics with a mathematized version of the macroeconomics of 

John Maynard Keynes to construct what he and others called the “neoclas- 

sical synthesis.” He used this foundation to publish the first edition of a text- 

book called, simply, Economics, one that set the stage for the eventual domi- 

nance of mainstream economics over all its heterodox competitors. Its basic 

template also became the one used for almost all economic principles texts 

thereafter. The mind-numbing narrowness of this synthesis was surpassed 

only by the arrogance of its title, Economics, implying that everything that 

might legitimately be said about the subject was inside the book. In the first 

and later editions of the text Samuelson mentioned heterodox ideas rarely, 

and when he did it was usually in order to demean them (as we shall see). 
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Other influential textbook writers adopted a similar approach, ignoring 

or caricaturing heterodox ideas. For example, among the most popular prin- 

ciples texts through the 1960-1980 period was Economics: Principles, 

Problems, Decisions, by Edwin Mansfield, an expert on efficiency who con- 

sulted for such firms as Exxon and Mobil. As an example of Mansfield’s dis- 

missal of the relevance of heterodox economics, his 1974 version had 717 

pages, and only four of them were dedicated to alternative ideas, with most 

of the language used as an opportunity to dismiss Marx. Mansfield later ex- 

panded to intermediate economics textbooks, and altogether he sold “sev- 

eral million copies [that were] adopted at over 1,000 U.S. colleges and uni- 

versities, and were translated and widely used abroad.” (University of 

Pennsylvania, Almanac, November 25, 1997) This flight from alternative 

economic ideas in textbooks imposed on students, and especially the flight 

from the ideas of Marx, occurred during the Cold War starting in the late 

1940s and continuing until the late 1980s. It was likely safer to dismiss his 
ideas as those of the evil parent of communism than to see him, like much 

of the rest of the world does, as a powerful social theorist and historian. 

By 1980, Samuelson, responding to the kind of radical political economy 
that had begun to emerge in then turbulent 1960s, sank to banal sarcasm in 

his treatment of ideas outside his neoclassical synthesis. Of the 829 pages of 

that year’s edition, sixteen were allocated to the “evolution of economic doc- 

trines.” He had this to say about the ideas of John Kenneth Galbraith, one 

of the most important heterodox economists of the 20" century: 

Galbraith’s “criticism” cannot itself kill. But, it acts like a virus, softening the 

way for more deadly critiques by the New Left and its professional radical 

economists. 

This comment was made two decades after Galbraith had written The 

Affluent Society (1958), where he argued prophetically that by champion- 
ing “free” markets and limited government, mainstream economists were 

an important cause of the “social imbalance,” by which we overwhelm 
our society with too many consumer goods and too few public ones. 

Samuelson also added a twelve-page appendix summarizing his view of 

the principal ideas in the thousands of pages of Marx’s books, pamphlets, 

letters, and speeches. In the conclusion, he wrote that, “The use of 
Marxian categories did all too often addle the wits of those hoping to un- 

derstand the realistic laws of motion of Western Economic Systems.” 
Without question, these are the words of someone who, for all his clever- 
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ness, was badly misled by the idea that he was doing science, where eco- 
nomic laws are the equivalent of those in physics. 

The flood of neoclassical texts that followed Samuelson’s 1948 book ce- 

mented the overwhelming dominance of the mainstream version of economics 

in U.S. higher education. There were alternatives that came along, and there 

were many more textbooks in the specialized fields that included, or were based 

on, heterodox ideas. But the mainstream won the textbook war due to its con- 

trol of graduate programs and economics departments, rather than the useful- 

ness of its ideas. In the early 2000s the most popular mainstream principles 

textbook was Principles of Economics by N. Gregory Mankiw. Its 2015 edition 

has 800 pages, but does not mention Marx and completely ignores virtually ev- 

ery other heterodox luminary in the history of Western economic thought. 

Exemplifying the underlying market-worship in Mankiw's book, an all-perva- 

sive prejudice that he clearly does not recognize, he writes that, “Although some 

of the arguments [for foreign trade restrictions] have some merit in some cases, 

economists believe that free trade is usually the better policy” (emphasis sup- 

plied). Similarly, he states, “Economists view the United States as an ongoing 
experiment that confirms the benefits of free trade” (Mankiw, Principles of 
Economics, Cengage, 2015, p. 188, emphasis supplied). Heterodox economists 

have long documented the many negative effects of free trade, including the 

practice of international firms to seek out the cheapest possible wages no mat- 

ter the effect on domestic and foreign labor markets, to ignore environmental 

regulations in countries that can’t control them, and often to add dramatically 

to income inequality. Mankiw’s combination of arrogance and ignorance is 

clear in his claim that to be an “economist” one must believe in free trade, an 

idea we explore in the box on the theory of comparative advantage on p. 20. 
It is impossible to know for sure, but a reasonable guess is that well over 

90% of all economics students in the United States are currently grilled in 

the mainstream of economics, and alternative views, at best, are tacked on 

along the way. The fact that the overwhelming majority of economics stu- 

dents in the United States will have learned about demand elasticity but not 

about Marx, Veblen, Galbraith, or the sharp criticism of quantitative eco- 

nomics made by Keynes, is brainwashing, no matter how you look at it. 

FREE-MARKET IDEOLOGY AND THE REAL WORLD 

Because so much of mainstream economics is dream work, rather than plau- 

sible arguments based on what people actually do, its theories and models 

are bound at times to fail quite miserably. One of the most dramatic exam- 
ples was the failure of mainstream economists to foresee the financial melt- 
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down that began in 2005 and led to the deep recession beginning in 2007. 

Though there were many causes for this crisis, it began with the collapse of 

the U-S. financial markets, and that occurred in large part because of lack of 

adequate regulation of the financial industry. 

As early as 1994, members of Congress and later some federal regulators 

called for stricter rules to deal with the huge growth in very complex finan- 

cial instruments, especially those known as derivatives. In 1998, one such 

THE THEORY OF COMPARATIVE ADVANTAGE 

Or, A Simpleton’s Guide to International Trade 

Mainstream economists’ support for unregulated (“free”) trade can be traced 

back to the Theory of Comparative Advantage, developed by David Ricardo in 

1817. According to this theory, a country should specialize in producing those 

goods that it can produce for the lowest opportunity cost. In essence, each 

country should specialize in and export what it can produce for the least cost, 

and import goods that other countries are better at producing. That way, un- 

regulated trade will result in maximum global productivity and increased stan- 

dards of living. If that story seems too simplistic to you, then you are on your 

way to becoming a political economist. 

What's wrong with this story? Political economists have written many thou- 

sands of pages on that topic. But let’s briefly go through a few key problems. 

First, the idea that free trade is a positive economic development policy for 

countries to follow is ahistorical and inaccurate. Ricardo and others living in 

England in the 1800s promoted unregulated trade at a time when such policies 

were clearly advantageous to England! As the world’s first country to industrialize, 

England had an advantage over other countries and unregulated trade would al- 

low British industries to dominate manufacturing industries in other countries. As 

Ha-Joon Chang, a political economist at the University of Cambridge, has pointed 

out in numerous books and articles, today’s wealthiest countries successfully de- 
veloped not via unregulated trade but by protecting and promoting key indus- 

tries. No country has successfully developed its economy via unregulated trade. 

Second, the theory of comparative advantage is mostly wrong when it comes to 

explaining global trade patterns. For example, it is true that African countries tend 

to specialize in producing raw materials and that European countries tend to spe- 

cialize in manufactured goods. But it is impossible to discount the role of colonial- 

ism in destroying manufacturing in Africa and supporting manufacturing in Europe 

as an essential reason for this outcome, not the “efficiency” of the market system 

and free trade. Also, countries like the United States both import and export manu- 

factured goods—we simultaneously have comparative advantages and disadvan- 

tages in the same products! Thus, the theory of comparative advantage offers little 

that is useful in understanding international trade. And yet, it remains a cornerstone 

of the ideological artifice of mainstream economics and leads to such comments as 

the one by Gregory Mankiw with which we prefaced this analysis of such trade. 
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regulator, Brooksley Born, vigorously pressed for rules to regulate the deriv- 

atives market, but she met with stiff resistance from Robert Rubin, the 

Treasury Secretary, and Alan Greenspan, head of the Federal Reserve System 

(known as “the Fed”). Both of Born’s critics were adamant that a federally 

regulated financial system could not possibly compete with the wonderful 

outcomes that they were certain would come from free markets. In holding 

this view, they were, of course, marching arm-in-arm with the majority of 

mainstream economists for whom deregulation is a crucial element in the 

path to free market utopia. In fact, two such economists, Myron Scholes 

and Robert Merton, won the 1997 Nobel Prize for Economic Science for 

creating a mathematical model for evaluating derivatives. Ironically, a prin- 

cipal reason given for awarding Scholes and Merton the prize was that their 
model had, “generated new types of financial instruments and facilitated 

more efficient risk management in society.” 

We will focus on the major player in this battle over regulation, Alan 
Greenspan, because he was an economist with mainstream, pro-market bias- 

es, and his role in this crisis was pivotal. His actions also provide cautionary 

evidence of what can happen when people with these ideas in their heads get 

real political power. As background experience to become head of the Fed, 

and thus the presumed neutral arbitrator of U.S. economic policy, Greenspan 

had been a financial consultant for thirty years before he joined the Fed. He 

was also a long-time fan of Ayn Rand, a defender of individualism and free 

market capitalism, and he has described himself as a “libertarian Republican.” 

Along his libertarian way, he was an advisor to Richard Nixon, and was a cor- 

porate director for such giants as Aluminum Company of America (Alcoa); 

Automatic Data Processing, Inc.; Capital Cities/ABC, Inc.; J.P. Morgan & 

Co., Inc.; Mobil Corporation; and The Pittston Company. 

This bundle of experiences apparently strengthened Greenspan's view 

that government regulation was to be resisted at all costs, and there is ample 

evidence that he was among the most important foes, if not the most impor- 
tant foe, of regulation of the financial markets during his time at the Fed. 

Key details of his role in the matter are supplied in an article entitled, “What 

Went Wrong,” written by Anthony Faiola, Ellen Nakashima and Jill Drew 

(Washington Post, Oct. 15, 2008). They argue that while derivatives did not 

trigger the collapse, their “proliferation, and uncertainty about their real val- 

ues, accelerated the collapse of the [huge investment firms] and magnified 

the panic that has since crippled the global financial system.” These writers 

suggest strongly that no one worked harder than Greenspan to keep deriva- 

tives from being regulated. In one 1998 meeting with Brooksley Born, when 
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she said her agency was under attack for pushing for regulations of deriva- 

tives, Greenspan responded to her sharply and said, “Regulation of deriva- 

tives transactions that are privately negotiated by professionals is unneces- 

sary. Regulation that serves no useful purpose hinders the efficiency of 

markets to enlarge standards of living.” Arthur Levitt, who was head of the 

Securities and Exchange Commission and frequently met with Greenspan 

to discuss regulating derivatives said that, “The Fed was really adamantly op- 

posed to any form of regulation whatsoever.” 

Ten years after dressing down Born, after the financial crisis had begun, 

Greenspan appeared in congressional hearings led by Henry Waxman, a 

Democrat from California. Here is how that exchange is reported by David 

Leonhardt in the New York Times, Oct. 23, 2008: 

Greenspan admitted fault in opposing regulation of derivatives and acknowl- 

edged that financial institutions didn’t protect shareholders and investments 

as well as he expected. [Waxman asked him] “In other words, you found that 

your view of the world, your ideology, was not right, it was not working.” 

“Absolutely, precisely,” Greenspan replied. “You know, that’s precisely the rea- 

son I was shocked, because I have been going for 40 years or more with very 

considerable evidence that it was working exceptionally well.” 

Things had, indeed, been going well for Alan Greenspan from 1968 to 

1987 while he was consulting for investment firms and helping to direct 

huge capitalist firms. The good times continued for him during his years 

running the Fed, from 1987 to 2006. During that period, the economy 

mostly expanded, and though the truth of the matter is not known or 
knowable, Greenspan was given a good deal of the credit for that expan- 

sion. Corporations enjoyed growing profits and shared Greenspan’s affec- 
tion for deregulation; politicians found it easier to be elected with a grow- 

ing economy; and the media had already started mixing up celebrity gossip 

with other news, and they became central to making Greenspan an eco- 
nomic hero. None of this cheering crowd, however, took a look at other 

things that were happening. And none of this crowd heeded the warnings 
of Marx, Veblen, Keynes, and Galbraith that market speculation regularly 
results in economic crises. 

In fact, during Greenspan's tenure at the Fed real wages for workers re- 
mained virtually the same while the income of the corporate elite and other 

rich people skyrocketed. In those two decades, one of the two greatest upward 
redistributions of income occurred; as one consequence, the ratio of CEO sal- 
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aries to the average wage of their workers went from about 40:1 to about 

500:1. The stagnation of wages at the bottom which prompted greater and 

greater consumer indebtedness, and the increasingly rampant speculation at 

the top during the era of deregulation, created the environment for a financial 

crisis that many heterodox economists (and almost no mainstream econo- 

mists) saw coming. The great “Maestro,” as Bob Woodward called Greenspan 

in his adoring book of that title, was a key player in establishing the inequality 

and unregulated environment that brought us all down into a recession that 

badly threatened the welfare of much of the population of the world. 

All this raises an interesting question: has any of this real-world experi- 

ence, that seems to make a mockery of much of mainstream economics, 

with its rational actors, equilibrating markets, and championing of the un- 

regulated free market, diminished its parishioners’ faith in their way of do- 

ing things? Probably not. 

Patricia Cohen, who took a look at the matter, summarizes her conclu- 

sion with the title of an article, “Ivory Tower Unswayed by Crashing 

Economy?” in the New York Times, March 5, 2009. She writes this essential 

summary of her argument: 

[In the wake of the financial collapse] prominent economics professors say 

their academic discipline isn’t shifting nearly as much as some people might 

think. Free market theory, mathematical models and hostility to government 

regulation still reign in most economics departments at colleges and universi- 

ties around the country. True, some new approaches have been explored in 

recent years, particularly by behavioral economists who argue that human 

psychology is a crucial element in economic decision making. But the belief 

that people make rational economic decisions and the market automatically 

adjusts to respond to them still prevails. 

She quotes James K. Galbraith, a leading heterodox economist, as saying, “I 

don’t detect any change at all.” He described the profession as “like an os- 

trich with its head in the sand.... It’s business as usual. ... I’m not conscious 

that there is a fundamental re-examination going on in journals.” 

These ostriches, to use James Galbraith’s metaphor, are not likely to be 

pushed aside by graduate students with different ideas, at least not for a long 

while. Robert Shiller, a Yale economist, told Cohen that graduate students who 

stray too far from the dominant theory and methods seriously reduce their 

chances of getting an academic job. He concludes: “I fear that there will not be 

much change in basic paradigms... The basic curriculum will not change.” 
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Cohen also reports, “In addition to Berkeley and the University of Texas, 

professors at a number of departments including those at the University of 

Chicago, Harvard, Yale and Stanford, say they are unaware of any plans to 

reassess their curriculums and reading lists, or to rethink the way introduc- 

tory courses are organized.” Dani Rodrick, a Harvard economist, told her, 

“The problem wasn’t with the economics but with the economists... We 

have fixated on one of the possible hundreds of models and elevated that 

above the others.” 

Fixated, indeed, is the right word, and the word becomes “catastrophic” 

when an economist like Alan Greenspan, fixated on those ideas, maneuvers 

his way into a position of great power. 

WHAT SHOULD ECONOMISTS ACTUALLY DO? 

As heterodox economists, we suggest a way of doing economics—a basic 

methodology—that recognizes the political economy approach from the 

mainstream one in the following four different ways: 

1. We believe that human nature is pliable and conditional, rather 

than fixed. 

2. We make explicit value judgments about the way we think the world 

ought to be and do not pretend to be purely objective scientists. 

3. A central basis of our analysis is empirical and historical (and thus 

inconclusive), rather than theoretical models typically aimed at be- 

ing conclusive. We 

4. We use data and economic models when appropriate, but we pay 

close attention to the assumptions involved and the limitations of 

such data and models. 

5. The questions we ask, our method of answering them, and all the 

other aspects of our investigations, are couched in a language de- 

signed for all people who want to build a more reasonable world, 
rather than symbolic jargon accessible only to the few. 

The best way we can demonstrate these basic principles is to turn to the 

work of those political economists whom we consider among the greatest 

such practitioners, Adam Smith, Karl Marx, Thorstein Veblen, John 

Maynard Keynes, John Kenneth Galbraith, and the other voices we draw 

upon in our survey. They will show us how it’s done. 
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Adam Smith 

and the Philosophy of Limited Laissez-Faire* 

|. INTRODUCTION 

dam Smith, one of history’s most influen- 

ial economists and philosophers, lived in 

Great Britain from 1723 to 1790. His writings 

on morals and economics have excited contro- 

versy ever since he published his two impor- 

tant books, The Theory of Moral Sentiments 

(1759) and An Inquiry Into the Nature and 

Causes of the Wealth of Nations (1776). 
Economists, in particular, have engaged in 

heated debates about what Smith “really 

meant.” The late George J. Stigler, a Nobel Prize-winning conservative econo- 

mist, offered one particular interpretation of Smith’s work. At the Wealth of 
Nations Bicentennial Conference at the University of Glasgow in 1976, Stigler 

began his talk by saying: “I bring you greetings from Adam Smith, who is alive 

and well and living in Chicago.”' He was alluding to the extreme “free market” 

school of economics at the University of Chicago. The picture that Stigler 
painted of Smith was that of an advocate of competitive capitalism, free trade, 

and an efficiently working price mechanism—the same ideas promoted by 

Chicago economists like Milton Friedman and Arnold Harberger. By focus- 

ing his attention narrowly on Book I of the Wealth of Nations, especially 

* This chapter is a revised and edited version of an essay written by the late Hans E. 

Jensen, who was a professor of economics at the University of Tennessee, Knoxville. 

Professor Jensen was a renowned historian of economic thought, who published articles 
on the works of Clarence Ayres, Thorstein Veblen, John Maynard Keynes, Alfred 

Marshall, Karl Marx, John Stuart Mill, Joseph A. Schumpeter, and Adam Smith. 

27 
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Chapter VII, Stigler argued that Smith's magnum opus was an incontrovert- 

ible argument for the efficiency of unregulated markets. That some free enter- 

prisers view it as such a sacred document is indicated by the fact that the 

Association of Private Enterprise Education annually bestows its Adam Smith 

Award on worthy workers in the vineyard of free-enterprise economics. 

However, others challenge this interpretation of Smith as a radical propo- 

nent of unregulated markets. For example, Karl Marx considered Smith one 

of “the best representatives” of “classical political economy,” which Marx un- 

derstood as “that economy which ... has investigated the real relations of 

production in bourgeois society, in contradistinction to vulgar economy, 

which deals with appearances only ... and ... seeks plausible explanations of 

the most obtrusive phenomena.’ Thus Marx implied that Smith had writ- 
ten the Wealth of Nations from a holistic point of view,’ intimating that 

Smith dealt with the whole economic system and with the interrelations of 

its constituent parts. Similarly, Horst C. Recktenwald argues that the Wealth 

of Nations must be viewed “comprehensively as an integrated whole” focus- 

ing on the entire, dynamic macroeconomy.’ Thus, rather than narrowly fo- 
cusing on markets and prices, as many mainstream economists do, Smith 

was indeed a true political economist interested in constructing a compre- 

hensive picture of the economy within society. The inaccurate picture of 

Smith results from the fact that mainstream economists usually select a nar- 
row cross section of Smith’s writings as the key part of his contribution to 

economics—generally the passages that focus on the efficiency of markets. 

This obscures the breadth of Smith’s ideas as well as his skepticism about the 

motives and behaviors of business owners. Smith’s ideas have also been dis- 

torted when it comes to his attitudes on recessions and austerity, a topic we 

explore in the box on p. 29. 

Smith’s purpose in engaging in this holistic analysis was to show how 
public happiness could be enhanced. He considered this to be an extremely 
important, and necessary, task because his contemporary society was not 

“happy” in as much as the “far greater part of ... [its] members ... [were] 

poor and miserable.”° Smith was clearly very much concerned with the wel- 
fare of all citizens. 

As we will see below, Smith crafted a powerful argument in favor of lim- 
ited /aissez-faire in the context of a critique of the mercantilist economic pol- 
icies that dominated his era, the late eighteenth century in Britain. Whether 
these ideas apply to the contemporary world will be left to the reader to 
judge. Furthermore, it will become clear that Smith had deep reservations 
about the behavior of the wealthy elites of his day, who often seemed to 
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AUSTERITY IN A RECESSION 

A Bad, Non-Smithian Idea Attributed to Smith 

As another example of how Smith's ideas have been appropriated and distort- 

ed by conservative economists, a simple phrase of Smith’s became a hallmark of 

anti-Keynesian and pro-austerity approaches to government policy. James M. 

Buchanan and Richard E. Wagner put it thusly in “Democracy in Deficit: The 
Political Legacy of Lord Keynes”: 

In the year (1776) of the American Declaration of Independence, Adam Smith ob- 

served that “What is prudence in the conduct of every private family, can scarce be 

folly in that of a great kingdom.’ Until the advent of the “Keynesian revolution” in 

the middle years of this century, the fiscal conduct of the American Republic was 

informed by this Smithian principle of fiscal responsibility: Government should 

not spend without imposing taxes; and government should not place future gen- 

erations in bondage by deficit financing of public outlays designed to provide 

temporary and short-lived benefits. 

Conservative economists and politicians attacked the notion that govern- 

ments should run deficits to stabilize economies in crisis, and justified their 

stance by referring back to Adam Smith. Instead of deficit spending, they pro- 

moted austerity in recessions: governments should slash spending to get bud- 

get deficits under control. Once they had done so, these economists argued, 

confidence would return to markets and the recession would end. Austerity 
would solve the crisis. 

First, we might point out that the quotation Buchanan and Wagner use from 

Smith was, in fact, an argument for free trade, not for austerity in a recession. 

The full quote from Adam Smith is, “What is prudence in the conduct of every 
private family can scarce be folly in that of a great kingdom. If a foreign country 

can supply us with a commodity cheaper than we ourselves can make it, better 

buy it of them with some part of the produce of our own industry employed in 

a way in which we have some advantage.” One wonders at the intellectual gym- 

nastics that Buchanan and Wagner engaged in to spin a quotation from Smith 

about the benefits of trade into an argument for austerity. 

Second, and more importantly, austerity has never worked to correct a reces- 

sion, as Mark Blyth documented in his book, Austerity: The History of a Dangerous 

Idea. Countries in Europe that responded with austerity to the financial crisis that 

started in 2007, and to the resulting Great Recession, experienced declines in eco- 

nomic growth and increasing deficits. Austerity in a fragile economy invariably 

eliminates jobs and erodes consumer and investor confidence once spending 

cuts are undertaken, as happened in the Great Depression and as has occurred in 

every other major economic crisis where austerity was attempted. Austerity 
pushes the economy deeper into recession, causing additional declines in jobs 

and tax revenues as economic activity contracts further, forcing the government 

to engage in new bouts of austerity (if they stick with that approach). It is a recipe 

for disaster, as we have known since John Maynard Keynes addressed this issue 

during the Great Depression, and as we will study in Chapter 5 below. 
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profit at the expense of the public thanks to political connections and rigged 
markets. It will again be left to the reader to determine how Smith would 

feel about the concentration of economic and political power today. In ad- 
dition, to emphasize how misleading the “Chicago view’ of Smith’s work is, 

this chapter will demonstrate that Smith considered the alleviation of poy- 

erty to be the central priority of an economic system, and he supported pub- 

lic measures such as building infrastructure and providing education that 

would improve the functioning of the market system. These ideas suggest 

that Smith was a far more subtle and complex thinker than he is often made 

out to be, and that he was very much a political economist (as we defined it 

in the previous chapter) with a broad understanding of the institutional 

foundations of a market economy. 

To substantiate these claims, the chapter will endeavor to indicate what 

Smith really said in his works, rather than what we or others claim he really 

meant. Inasmuch as he is not around to tell us what he meant, one can do 

no better than ascertain what Smith said—in the hope that his writings 

might reflect what he meant. As Samuel Hollander observed, textual inter- 
pretation is no easy matter.’ For this reason, we try to avoid assertions about 
what Smith said, using direct quotations as far as practicable. We begin our 
inquiry by reporting on what Smith said about his concerns and objectives 
as a practitioner of political economics. 

Il. SMITH’S OBJECTIVES 

Smith said that he wrote the Wealth of Nations in order to explain how ram- 
pant poverty among the “labouring poor” could be eliminated from this 
“great body of the people.” He observed that poverty has to be measured by 
the rate of “mortality ... among the children of the common people.” He 
noted that “half of mankind die before 5 years of age. But this is the case only 
with the meaner and poorer sort, whose children are neglected and exposed 
to many hardships from the inclemencies of the weather and other dangers.” 
Smith's “sympathies went,” therefore, “wholly to the [poverty-stricken] la- 
bourer” and his family.'° As his first biographer put it, the Wealth of Nations 
served Smith as an outlet for his “ruling passion, of contributing to the hap- 
piness and the improvement of society” through the elimination of working- 
class poverty.'' Hence he declared it to be his objective to identify those pro- 
cesses that must be encouraged in order to bring forth a “well-governed 
society, [in which] ... universal opulence extends itself to the lowest ranks of 
the people.”!? In this state of affairs, so “great a quantity of every thing is pro- 
duced that there is enough both to gratify the slothful and oppressive profu- 



ADAM SMITH 31 

sion of the great, and at the same time abundantly to supply the wants of the 

artisan, [the labourer], and the peasant.”!? In this latter quotation, we can see 

Smith's antagonism towards the rich and powerful of his era, as well as his 

emphasis on raising the standard of living of the working class. 

As we shall see, Adam Smith attempts to identify the economic institu- 
tions and policies that would best enable his society, eighteenth-century 

England, to achieve economic growth and alleviate poverty. He argued that 
economic growth came from greater productivity and innovation, but that 

only in the right context, with the right incentives and the correct econom- 

ic policies, would innovation turn into economic growth. 

Ill. SMITH ON GROWTH AND DEVELOPMENT 

How did Smith envision that increased wealth of the entire nation would 

come about? There is only one way: The annual “produce” of the nation 

must come to bear “a greater ... proportion to the number of those who 

are to consume it.”'* In other words, economic growth must occur. And 

the incomes generated by growth must be distributed in such a way that 

the conditions of the poor improve, even while the “slothful and oppres- 

sive” elites maintain their lifestyles. Smith’s focus on economic develop- 

ment through growth led him to investigate those forces that contribute 

to or hinder growth. This he saw as the essence of economics. Hence he 

defined “Political Oeconomy” as the study of “the nature and causes of the 

wealth of nations.”'? Here he conceived of wealth both as a stock of 

income-producing human and non-human capital and as a stream of real 

income. Smith was of the opinion that a study of wealth must (a) provide 

an explanation of the sources and characteristics of the two types of wealth 

and (b) contain a description of those individuals and institutions that are 

the recipients of real income. Hence he provided the following extended 
definition of his discipline: “Political oeconomy ... proposes two distinct 

objects; first to provide a plentiful revenue or subsistence for the people, 

or more properly to enable them to provide such a revenue or subsistence 

for themselves; and secondly, to supply the state or the commonwealth 

with a revenue sufficient for the public services. It proposes to enrich both 

the people and the sovereign.”'® 

To Smith, the cause of economic growth and development was the “im- 

provement in the productive powers of labour.” Furthermore, increases in 

labor productivity were “the effects of the division of labour.”'” The divi- 

sion of labor results in greater specialization, which enhances efhciency 

and productivity: 
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This great increase of the quantity of work, which, in consequence of the di- 

vision of labour, the same number of people are capable of performing, is ow- 

ing to three different circumstances; first to the increase of dexterity in every 

particular workman; second to the saving of the time which is commonly lost 

in passing from one species of work to another; and lastly, to the invention of 

a great number of machines which facilitate and abridge labour, and enable 

one man to do the work of many.'* 

Smith argued that the aspect of specialization that affects labor productiv- 

ity the most is the substitution of machinery for labor. He pointed out, for 

example, that when the workers in a pin factory were “accommodated 

with the necessary machinery,” the resultant division of labor and special- 

ization increased each worker's daily output from “twenty” pins to “four 

thousand eight hundred pins a day.” Similarly, in his discussion of the pro- 

duction of a wool coat, Smith pointed out that the introduction of ma- 
chines was instrumental in molding the specialized skills of the “sorter of 

the wool, the wool-comber or carder, the dyer, the scribbler, the spinner, 

the weaver, the fuller, the dresser, with many others,”!? and in replacing 

some workers.”° 

In explaining how technology-fueled growth and development might 

come about, Smith pointed out that this evolutionary process was caused by 

a unique interaction between invention and innovation. He described each 

of these activities, which he viewed as being performed by specialized agents, 

in some detail. In so doing, he argued that inventors provide the hardware 

that is innovated by “undertakers,”2! Smith’s term for entrepreneurs. Hence 

we turn first to Smith’s discussion of invention. 

IV. SMITH ON INVENTION 

Exogenous and Endogenous Invention 
Smith commenced his inquiry into the nature and processes of invention by 
observing that we “have not nor cannot have any complete history of the in- 
vention of machines, because most of them are at first imperfect, and receive 
gradual improvements and increase of powers from those who use them.” 
He speculated conjecturally that it “was probably a farmer who made the 
original plow.” Similarly, some “miserable slave who had perhaps been em- 
ployed for a long time in grinding corn between two stones probably first 
found out the method of supporting the upper stone by a spindle.” 
Subsequently, a “[millwright] perhaps found out the way of turning the 
spindle with the hand.” 
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Smith was of the opinion that a similar evolution occurred in manufac- 

turing. Thus he observed that a “great part of the machines made use of in 
those manufactures in which labour is most subdivided, were originally the 

inventions of common workmen, who, being each of them employed in 

some very simple operation, naturally turned their thoughts towards finding 

out easier and readier methods of performing it.”** When Smith began his 

search for the sources of economic growth and development, such work- 

related, or endogenous, inventions were being phased out in favor of inven- 

tions that occurred outside, or separate from, the work process. Smith de- 

scribed these exogenous inventions in the following manner: 

All the improvements in machinery, however, have by no means been the in- 

ventions of those who had occasion to use the machines. Many improve- 

ments have been made by the ingenuity of the makers of the machines, when 

to make them became the business of a peculiar trade; and some by that of 

those who are called philosophers or men of speculation, whose trade it is, 

not to do any thing, but to observe every thing; and who, upon that account, 

are often capable of combining together the powers of the most distant and 

dissimilar objects. 

Thus like Clarence Ayres, a twentieth-century American institutionalist, 

Smith argued that all inventions “result from the invention of previously ex- 

isting tools ... and devices so as to form new tools ... and devices.”” He la- 

beled the person who makes such a combination exogenously a “philoso- 

pher,” usually with a background as a scientist, technologist, or engineer.” 

As Smith saw it, makers of exogenous inventions were set apart from the 

rest of society by virtue of their “education” and the “habits” and “customs” 

that they acquired on the path leading to their emergence as inventive techni- 

cians. As these philosopher-technicians specialize, “[e]ach individual becomes 

more expert in his peculiar branch, more work is done upon the whole, and 

the quantity of science [and inventions] is considerably increased by it.”*” 

The Decline of Endogenous Innovation and the Alienation of Labor 

During his lifetime, Smith observed the number of exogenous inventions 
increasing while endogenous inventions became less frequent. Smith identi- 
fied two major causes of the substitution of exogenous inventions for endog- 

enous inventions. The former type of inventions rose to prominence be- 
cause of increased educational opportunities for a growing number of 

potential inventive technicians. Endogenous inventions dwindled because 
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of a decline of the inventive capabilities of workers. The following (one of 

his most famous comments) is Smith’s description of the latter phenome- 

non, which he saw as one of the consequences of the increased division of 

labor that occurred in the wake of growing application of machine technol- 

ogy in manufacturing. 

In the progress of the division of labour, the employment of the far greater 

part of those who live by labour, that is, of the great body of the people, 

comes to be confined to a few very simple operations; frequently to one or 

two. But the understandings of the greater part of men are necessarily formed 

by their ordinary employments. The man whose whole life is spent in per- 

forming a few simple operations, which the effects too are ... always the same 

... has no occasion to exert his understanding, or to exercise his invention in 

finding out expedients for removing difficulties which never occur. He naturally 

loses, therefore, the habits of such exertion, and generally becomes as stupid 

and ignorant as it is possible for a human creature to become. ... His dexter- 

ity at his own peculiar trade seems, in this manner, to be acquired at the ex- 

pense of his intellectual, social, and martial virtues.** [emphasis added] 

Moreover, “the division of labour, having reduced all trades to very simple 

operations, affords an opportunity of employing children very young.” This, 

in conjunction with the fact that their “parents can scarce afford to maintain 

them,” means that the youngsters’ “education is greatly neglected.” As soon “as 

they ave able to work, they must apply to some trade by which,they can earn 
their subsistence” by performing a few simple operations.”” Hence the minds 

of the children become just as torpid as those of their parents. When the 

members of each cohort of children reach maturity and become parents, the 
same fate will await their offspring and so on to following generations. 

One can clearly observe the contradiction Smith sees in specialization 

and mechanization. On the one hand, specialization is instrumental in the 

expansion of productivity that will hopefully improve the standard of living 

of the poor. On the other hand, specialization has some obvious, negative 

effects on workers and their families—the “alienation” of the worker that, as 

we will show in the following chapter, Marx would later take up in depth in 

his analysis of capitalism. Although Smith never entirely resolved this con- 
tradiction, as will be discussed in the section on economic policy, he hinted 

at the possibility that endogenous inventions might be revived as a byprod- 
uct of an expansion of public education, which might resurrect the role of 

the laborer in the manufacturing process. 
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Smith noted that the environment in which potential inventive philos- 
ophers were reared was different from those of working-class youth. The 
potential inventors were born to families of “some rank and fortune” who 

were able to provide their offspring with the best education available to 

their class. Being properly educated, the budding inventors were in a posi- 

tion to acquire and apply the technological knowledge necessary for an ex- 

ogenous invention, and they found ample opportunity to apply this 
knowledge: “The understandings of those who are engaged in such em- 

ployments can seldom grow torpid for want of exercise.”*° Hence Smith 

believed that a critical mass of inventions would soon come about because 

“[m]ore heads are occupied in inventing the most proper machinery” than 

ever before. As a result, “a variety of new machines [has] come to be in- 

vented for facilitating and abridging labor.” This augured well for the fu- 

ture, Smith thought, because the invention of more machines would 

spawn even “more ... to be invented.”*! 

Smith was fully aware, however, that in and by itself, an invention has no 

economic effect. An invention will be economically effective only if it is ap- 

plied and used in productive processes, what the economist Joseph 
Schumpeter called “innovation.” This process requires not just inventive 

workers or technicians or even philosophers of invention, but also entrepre- 

neurs who will risk capital trying to realize the economic promise of an in- 

vention.” Smith was convinced, however, that if innovation was to flourish, 

it required an economic order whose institutions encouraged, even im- 

pelled, undertakers to innovate. Hence, before we can look more carefully at 

Smith’s analysis of the process of innovation, we first need to consider his 

pronouncements on economic policy, competition, and incentives. 

V. SMITH ON ECONOMIC POLICY 

Smith’s Critique of Mercantilist Policies 

Smith postulated that the past and present were characterized by a “slow prog- 

ress of opulence,” or wealth. He believed that growth was slow due to the sti- 
fling of inventions by the unfavorable mercantilist policies of the day.” 

Under mercantilism, the economic system in place when Smith penned 

the Wealth of Nations, the king and a handful of huge, monopolistic trading 
companies controlled the economy. The term “mercantilism” came from the 

merchants who founded these great trading companies and from the policies 
established by monarchs to promote economic growth by aiding the mer- 

chants to corner domestic and international markets. According to Smith, the 

basic fallacy of mercantilism, in which all its mistaken policies were rooted, 
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was the postulate that “wealth consists in money, or in gold and silver.” 

Instead, he argued that true wealth is “what money purchases, and [money] is 

valuable only for purchasing.” 
Under mercantilism, the attainment of a so-called favorable balance of 

trade became the overarching policy doctrine in countries devoid of gold or 

silver mines. As he put it, “those metals could be brought into a country 

which had no mines such as the United Kingdom, only by the balance of 
trade, or by exporting to a greater value than it imported.” Mercantilism’s 

“two great engines for enriching the country, therefore, were restraint upon 

importation, and encouragement to exportation.” The former “consisted 

sometimes in high duties, and sometimes in absolute prohibition.” Export, 

on the other hand, was stimulated sometimes by bounties [subsidies],*° 

sometimes by advantageous treaties of commerce with foreign states, and 

sometimes by the establishment of colonies in distant countries.”*” 

According to Smith, this mistaken commercial policy, designed to in- 

crease the nation’s stock of money rather than its productive power, was only 

one feature of mercantilism that prevented the economy from increasing the 

real incomes of the working poor. Smith identified “regulation” of business 

enterprises as another tool of mercantilist policy that retarded the growth of 

wealth and well-being.** 

For one thing, the government had devised regulations that encouraged 
business people to collude. As much as Smith is made out by his contempo- 
rary admirers to celebrate business owners, he was deeply distrustful of their 
motives. Smith put it thus: ‘ 

People of the same trade seldom meet together, even for merriment and diver- 
sion, but the conversation ends in a conspiracy against the public, or in some 
contrivance to raise prices. It is impossible indeed to prevent such meetings, by 
any law which ... could be executed. ... But though the law cannot hinder peo- 
ple of the same trade from sometimes assembling together, it ought to do noth- 
ing to facilitate such assemblies; much less to render them necessary.*? 

Thus, while Smith was skeptical about the ability of government to prevent 
such collusion, he certainly did not think the government should be in the 
business of promoting such combinations. Yet this was precisely what the mer- 
cantilist governments had done. They enacted regulations that required all 
those engaged in the same trade in a particular town to register with the gov- 
ernment, thereby facilitating collusion by directly connecting everyone en- 
gaged in that trade.*° Ostensibly, this regulation was issued in order to enable a 
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state to collect taxes from businessmen “to provide for their poor, their sick, 

their widows and orphans.” Smith argued that the majority of a chartered as- 

sembly could “enact a by-law with proper penalties, which will limit the com- 

petition more durably than any voluntary combination whatever.” The char- 

tered assemblies, or trade associations, functioned not only as “enlarged 

monopolies” in each commodity market, but also as monopsonies in the pur- 

chase of labor in local labor markets.“! According to Smith, employers were “al- 
ways and everywhere in a ... constant and uniform combination, not to raise 

the wages of labour above their actual rate. ... Masters too sometimes enter into 

particular combinations to sink the wages of labour even below this rate.”* 

Here we can observe Smith’s nascent theory of class conflict, developed 

and extended significantly by Marx, based on the fundamental premise that 

the interests of owners are often in opposition to the interests of workers. 

Smith believed that the inequality generated by an unfair economic system 

had the potential of erupting into open conflict. 

Wherever there is great property, there is great inequality. For one very rich 

man, there must be at least five hundred poor, and the affluence of the few 

supposes the indigence of many. The affluence of the rich excites the indigna- 

tion of the poor, who are often driven by want and prompted by envy to in- 

vade his possessions. It is only under the shelter of the civil magistrate that the 

owner of that valuable property . . . can sleep a single night in security.” 

Smith also censured the government for granting individual business own- 

ers special privileges, including monopolies on the production and, some- 

times, exportation of a particular commodity. He likewise denounced the 

“statutes of apprenticeship” and the “law of settlements.” The former required 
that no person could work in any trade or craft “unless he had previously 
served to it an apprenticeship of seven years.” The laws of settlements forbade 

every “poor workman, when thrown out of employment either in one trade 

or in one place,” from seeking “for it in another trade or another place.” If he 

nevertheless should do so, he would suffer prosecution or removal from his 

new employment.“ Smith condemned both sets of statutes for two reasons. 

In the first place, they “restrain{ed], in particular employments, the competi- 

tion ... [that] might otherwise go into them.” Hence the regulations strength- 
ened the power of employers. Second and, in Smith’s opinion, of greater im- 
portance, the statutes were “real encroachments upon natural liberty.”” 

In Smith’s opinion, the regulation of foreign trade and the granting of 

monopolistic power to business enterprises were intimately connected and 
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intertwined parts of mercantilism. The foreign-trade policies were measures 

designed to accommodate the business community's hunger for money. By 

granting monopolistic power to enterprises and trade associations, the busi- 

nessmen could charge exorbitant prices for goods sold at home and abroad. 

As Smith put it, the “price of monopoly is upon every occasion the highest 

which can be got.”*° 

Smith had no doubt that the real engineers of mercantilism were, in fact, the 

huge firms that dominated and controlled the economy and the government: 

[T]he monopoly which our manufacturers have obtained against us ... [has] 

become formidable to the government, and upon many occasions intimidate[s] 

the legislature. The member of parliament who supports every proposal for 

strengthening this monopoly, is sure to acquire not only the reputation of un- 

derstanding trade, but great popularity and influence with an order of men 

whose numbers and wealth render them of great importance. If he opposes 

them, on the contrary, and still more if he has authority enough to be able to 

thwart them, neither the most acknowledged probity, nor the highest rank, 

nor the greatest public service can protect him from the most infamous abuse 

and detraction, from personal insults, nor sometimes from real danger, aris- 

ing from the insolent outrage of furious and disappointed monopolists.*” 

Smith admonished that the “proposal of any new law or regulation of com- 

merce which comes from this order, ought always to be listened to with 

great precaution ... [because it] comes from an order of men ... who have 

generally an interest to deceive and even oppress the public, and who ac- 
cordingly have, upon many occasions, both deceived and oppressed it.”“* 

Smith was convinced that the mercantilist regulations were instigated by 
the state at the behest of powerful business interests. “That it was the spirit 
of monopoly which originally both invented and propagated this doctrine, 

cannot be doubted”; in other words, the government’s economic policies 

were “always directed ... by the clamorous importunity [or pressure] of par- 

tial interests.”*? Smith was therefore of the opinion that the state and its in- 

stitutions were corrupt because legislators, administrators, and justices were 

obedient and servile lackeys of actual and would-be monopolists.*° He thun- 

dered: “[we should] break down the exclusive privileges of [firms and] cor- 

porations [i.e., trade associations], and repeal the statute of apprenticeship 
... and add to this the repeal of the law of settlements”; in short, rescind “all 

those laws which restrain ... competition.” Smith hoped that true (perfect, 
atomistic) competition between firms in product and labor markets would 
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lead to better products, greater productivity, lower prices, and higher wages. 

Smith was confident that once the “sovereign [i. e., the government] is com- 

pletely discharged from ... the duty of superintending the industry [i.e., in- 

dustriousness] of private people, the obvious and simple system of natural 

liberty establishes itself on its own accord.”*! Smith was, perhaps, overly op- 

timistic here about the possibility of a system of natural liberty establishing 

and regulating itself without the oversight of a government safeguarding the 

welfare of workers and consumers. Laissez-faire has seldom operated in the 

idyllic fashion that Smith hoped it would, a topic taken up in greater detail 

in the next chapter on Marx. 

The Proper Role of Government in Adam Smith’s System 

It is important to note that Smith did not equate natural liberty with raw 

laissez-faire. He was too much of a humanitarian to fall into that trap. The 

government had to serve some public functions and to endow the private 

sector with a human face, to use a term that has been tossed around by some 

present-day politicians. “According to the system of natural liberty,” said 

Smith, “the sovereign has ... to attend to ... three duties of great impor- 

tance.”** He enumerated these as follows: 

[First the duty of protecting the society from the violence and invasion of oth- 

er independent societies; secondly, the duty of protecting, as far as possible, ev- 

ery member of the society from the injustice and oppression of every other 

member of it, or the duty of establishing an exact administration of justice; and, 

thirdly, the duty of erecting and maintaining certain public works and certain 

public institutions, which it never can be for the interest of any individual, or 

small number of individuals, to erect and maintain; because the profit could 

never repay the expence to any individual or small number of individuals, 

though it may frequently do more than repay it to a great society.” 

The first of government’s functions, to provide for the common defense, 

is clear enough and rarely contested as a general principle. However, the sec- 
ond and third functions of government are not so clearly understood or 

readily accepted. As far as justice is concerned, Smith was ready to entrust 

the government with a monopoly on its administration because in the ab- 

sence of such a monopoly, “civil society may ... be a Scene of Bloodshed and 

disorder every man revenging himself at his own hand whenever he fancies 

himself injured.” In other words, society “cannot subsist among those who 

are at all times ready to hurt and injure one another.” As Smith saw it, the 
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government’ administration of justice is, therefore, “the main pillar that up- 

holds the whole [social] edifice.”** How the administration of justice can 

avoid the problems that plagued mercantilist governments—special interest 

influence and unequal treatment under the law—is not clear. Regarding 

public goods, Smith contended that government should provide, maintain 

and operate certain unprofitable institutions (public goods), which made 

him an advocate of limited /aissez-faire. He divided such institutions into 

“those facilitating the commerce of the society, and those for promoting the 

instruction of the people.”” 

In the first category, Smith included the construction and “maintenance 

of the public works which facilitate the commerce of any country, such as 

good roads, bridges, navigable canals, harbours, etc.” He observed that the 

objective of this kind of public works was “to facilitate commerce in gener- 

al.” Also, the government should establish institutions and provide facilities 

for the benefit of “particular branches of commerce, which ... require ex- 

traordinary protection,» that is, import duties to protect key sectors from 

foreign competition. Here Smith acknowledges the need for government to 

insure trade is free and fair in certain markets.” 

Smith defended his proposal for this first category of public goods, goy- 

ernment construction and operation of unprofitable domestic infrastructure 

institutions, on the grounds that they would enable business firms to spawn 
welfare-generating economic activities. Hence this particular recommenda- 

tion is in harmony with his desire to contribute to the emergence of a system 

of limited /aissez-faire”* However, his defense of import protection might 

benefit some of the “enlarged monopolies.” So why did he take this appar- 

ently non-Smithian approach? He gave two reasons. One is a rather sheepish 

argument to the effect that the “protection of trade ... has always been con- 

sidered as essential to the defence of the commonwealth, and upon that ac- 

count, a necessary part of the duty of the executive power.”® His second jus- 

tification is more in line with his humanitarian inclinations. “Humanity may 

. require,” said he, that “natural liberty” and “freedom of trade should be 

restored only by slow gradations, and with a good deal of reserve and circum- 

spection.” If all government restrictions on imports, the various state grants 

of monopoly power, and the executive’s protection of businesses overseas 
were “taken away all at once,” chaos would surely follow. Such an act would 
“deprive all at once many thousands of our people of their ordinary employ- 
ment and means of subsistence.” The persons who would lose their meager 
level of living by such a revolutionary change were precisely those laboring 
poor whose welfare Smith wished to see improved manifold through the 
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adoption by government of his proposed scheme for the institution of lim- 
ited /aissez-faire. In other words, Smith recommended a step-by-step disman- 

tling of the institutions of the mercantilist state that so favored monopolies. 

Neoliberal shock therapy (to use the modern phrase for drastic, free-market 

reforms) would be too devastating to the fabric of society. 
In addition to government provision of infrastructure, Smith advocated a 

second category of public goods: expansion of public education. If inventions 

were to occur at a sufficient rate by suitably talented people and if the inven- 

tions were to be operated by technologically adequate operatives, it would be 

necessary for society to make much greater investments in human capital than 

was done under the regime of mercantilism. Thus, Smith hoped to stimulate 

exogenous invention by “philosophers” and to improve the education of the 

typical worker enough to spark a renewed increase in endogenous innovation 

from the workforce. For perhaps the first time in the history of economics, 

Smith described the importance of investments in Auman capital: 

When any expensive machine is erected, the extraordinary work to be performed 

by it before it is worn out, it must be expected, will replace the capital laid out 

upon it, with at least the ordinary profits. A man educated at the expense of 

much labour and time to any of those employments which require extraordinary 

dexterity and skill, may be compared to one of those expensive machines. The 

work which he learns to perform, it must be expected, over and above the usual 

wages of common labour, will replace to him the whole expense of his educa- 

tion, with at least the ordinary profits of an equally valuable capital.°! 

In Smith’s view, therefore, part of the nation’s fixed capital consisted of 

the acquired and useful abilities of all the inhabitants or members of the society. 

The acquisition of such talents, by the maintenance of the acquirer during his 

education, study, or apprenticeship, always costs a real expence, which is a capital 

fixed and realized ... in his person. Those talents, as they make part of his fortune, 

so do they likewise of that of the society to which he belongs. The improved dex- 

terity of a workman may be considered in the same light as a machine or instru- 

ment of trade which facilitates and abridges labour, and which, though it costs a 

certain expence, repays that expence with a profit. [emphasis added] 

As with infrastructure, education creates spillover (external) benefits for 

society as a whole, and should be provided at a higher level than would be 

supplied by the private sector. 
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As Smith saw it, the principal form of investment in human capital con- 

sists of two intertwined activities or procedures. One consists of public out- 

lays for the production of the social good of education. As explained by 

Smith in the passages quoted above, the other one involves the expenditures 

on life-sustaining resources by students during the period in which they are 

being educated, plus, Smith might have added, their foregone incomes dur- 

ing that period. 

Smith recommended that the education of the young be made the re- 

sponsibility of the government on behalf of society at large. The ignorance 

and stupidity created by the division of labor and specialization, Smith be- 

lieved, would continue to be the hallmark of “the labouring poor ... unless 

government takes some pains to prevent it.” Hence “some attention of gov- 

ernment is necessary in order to prevent the almost entire corruption and 

degeneracy of the great body of the people.”® In view of this, Smith recom- 

mended that the “public ... facilitate ... [and] encourage ... even impose 

upon almost the whole body of the people, the necessity of acquiring those 

most essential parts of education,” which he identified as the ability “to read, 

write, and account.” And, said Smith, the “public can facilitate this acquisi- 

tion by establishing in every parish or district a little school, where children 

may be taught” these essentials. As part and parcel of his concept of har- 

nessed /aissez-faire, Smith opined that the “public can impose upon almost 

the whole body of the people the necessity of acquiring those most essential 

parts of education, by obliging every man to undergo an examination or 

probation in them before he ... be allowed to set up any trade either in a vil- 

lage or town corporate.” Thus education of young males® had two purpos- 

es, according to Smith. In the first place, it was to provide potential innova- 

tors with the intellectual acumen and the knowledge and abilities that would 

be required for the making of innovations. Second, and of equal impor- 

tance, it was to endow future working-class generations with the ability and 

know-how that were prerequisites for operating the new productive equip- 

ment that would be placed on factory floors by innovators. Moreover, when 
the operatives become thus educated, improvements of machines in the 

plants where they work may again emanate from the (endogenous) “inven- 
tions of common workmen.” This would be an added stimulus to econom- 
ic growth and development. 

The Labor Theory of Value 

Smith emphasized education so strongly because of his belief in the labor 
theory of value. Smith placed human labor at the center of the economy. It 
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The Invisible Hand of Markets Needs the Visible Hand of Government 

In their recent book American Amnesia, political scientists Jacob Hacker and 

Paul Pierson argue that the “modern partnership between markets and gov- 

ernments may well be humanity’s most positive-sum bargain (making both 

sides better off)” (Jacob Hacker and Paul Pierson, p. 2). In their examination of 

the sources of American economic success, they find that government sup- 
port of such important public goods as research and development, education 

(both K-12 and higher education), and economic and physical infrastructure, 

were key to American economic success during the 20th century. Drawing 

upon the American example, they conclude that it has not been solely capi- 

talist institutions that have produced tremendous economic growth and, in 

turn, increased the material standard of living for most of the world’s inhabit- 

ants over the past two centuries; it has also been the “modern machinery of 

economic statecraft” (p. 8). 

And yet, despite the achievements of the mixed economy—Adam Smith's 

essential vision, which assigns a significant role to government alongside 

markets—government's role in the economy has been under assault for the 

past several decades. This attack, according to Hacker and Pierson, has in- 

cluded several elements: a rhetorical assault by key economists and pundits 

describing government as “inefficient and wasteful” (p. 169), a new cohort of 

“political entrepreneurs [who recognized] that stoking antigovernment sen- 

timents was a winning strategy” (p. 195); and the emergence of a “supercon- 

servative superwealthy” (p. 237)—most famously, the Koch brothers—that 

have had the political access and clout to bend key regulatory and tax poli- 

cies to their benefit, while at the same time discrediting any government 

policies with which they disagree. 

As we discussed earlier in this chapter, Adam Smith wrote the Wealth of 

Nations in large part to decry the political influence of the mercantilists of 18th- 

century Britain. But he was not so naive as to ignore the possibility that the sim- 

ple system of “natural liberty” that he proposed would suffice to prevent future 

monied interests from exerting their clout within future versions of market cap- 

italism. Indeed, as Hacker and Pierson note, Smith remained concerned that 

new powerful economic interests might emerge to skew the mechanisms of 

government to be “overly beholden to [their] narrow private interests” (p. 5) 

rather than to the broad public interest. 

Hacker and Pierson have written their book to remind us that democratic in- 

stitutions remain essential to making market capitalism work for all. This is not 

to deny that government has become “more dysfunctional ... and more be- 
holden to narrow and deep-pocketed interests” (jp. 366) in recent decades, in 

part because of the emergence of the very monied interests that have subvert- 

ed the public interest. But the solution is not to retreat to a /aissez-faire econo- 

my, nor to accede to a government of the wealthy, by the wealthy, for the 

wealthy. It is, in the words of Hacker and Pierson, to fight for a government “that 

effectively promotes human flourishing” (p. 369). 
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is human beings who produce the nation’s output and are the only value- 

generating factor of production. Smith stated this proposition in the open- 

ing sentence of the first chapter of the Wealth of Nations: 

The annual labour of every nation is the fund which originally supplies it 

with all the necessaries and conveniences of life which it annually consumes, 

and which consists always, either in the immediate produce of that labour, or 

in what is purchased with that produce from other nations.%” 

The labor that Smith had in mind was the “productive” labor of all the 

participants in the productive process from beginning to finish: inventors, 

innovators, undertakers, and ordinary workers. The labor of each of these 

actors in the economic drama “fixes and realizes itself in some particular 

subject or vendible commodity, which lasts for some time at least after that 

labour is past. It is, as it were, a certain quantity of labour stocked and stored 

up to be employed, if necessary, upon some other occasion.” Thus Smith 
developed and employed what may be called a “labor-embodied” theory of 
production—a commodity’s value is determined by the amount of labor it 

embodies. John Maynard Keynes was almost alone among economists to 

appreciate this central aspect of Smith’s economics. Keynes put it in this 

way: “I sympathise ... with the ... classical doctrine that everything is pro- 
duced by labour.... It is preferable to regard labour, including, of course, the 

personal services of the entrepreneur and his assistants, as the sole factor of 

production.”® As we shall see in the next chapter, Marx disagreed with the 
notion that the capitalist could be treated as just another laborer because, to 
Marx, capitalists profited from what they forced laborers to do, not from 
what they worked to produce themselves. 

In the terms of his labor-embodied theory of value, Smith argued that the 

“value of any commodity ... to the person who possesses it, and who means 
... to exchange it for other commodities, is equal to the quantity of labour 
which it enables him to purchase or command. Labour, therefore, is the real 
measure of the exchangeable value of all commodities.” Although Smith 
switched here to a labor-command theory of value—the value of a com- 
modity is determined by the amount of labor it takes to purchase that com- 
modity—it is clear that labor is the factor that determines exchange value in 
Smith's system of limited /aissez-faire. He realized, of course, that money 
serves as an intermediary in the buying and selling of commodities. Despite 
the fact that the “real price” of a commodity exists in the labor-containing 
“quantity of the necessaries and conveniences of life which are given for it; 
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its nominal price, [consists] in the quantity of money” which is actually paid 

for it. Smith argued that the money price of an article tends to reflect its real 

price in terms of the quantity of another labor-embodied commodity that it 

would fetch in the market place. That is, the money prices of articles are “ad- 

justed ... by the higgling and bargaining of the market” in such a fashion 
that these nominal prices become truly representative of the labor- 

determined ratios at which the commodities exchange.”! In other words, the 

prices generated by the forces of supply and demand reflect the value of la- 

bor contained within each good. To Smith, labor was the primary factor cre- 

ating value and determining prices in an economy, and education to in- 

crease the productivity of labor was therefore a key public institution in 
promoting economic growth and the general welfare. 

The Invisible Hand and the Consequences of 

a System of Limited Laissez-Faire 

Smith concluded his discussion of the role of public institutions in the econ- 

omy with this reiteration: “The expense of maintaining good roads and 

communications is, no doubt, beneficial to the whole society, and may, 

therefore, without any injustice, be defrayed by the general contribution of 
the whole society” in the form of taxes and other levies for the government's 

use in financing the erection and maintenance of public works. “The ex- 

pense of the institutions for education ... is likewise, no doubt, beneficial to 

the whole society, and may, therefore, without injustice, be defrayed by the 
general contributions of the whole society.” 

Once Smith’s proposed system of limited /aissez-faire is fully established 

as a going concern, every “man, as long as he does not violate the laws of jus- 

tice, is left perfectly free to pursue his own interest in his own way, and to 

bring both his industry [i-e., industriousness] and capital into competition 

with those of any other man, or order of men.” Thus “competition will im- 

mediately” become the sole mechanism for the formation of commodity 

prices, wages, and other charges. And, the “price of free competition ... is 

the lowest which can be taken.” Smith did not view competition as a condi- 

tion in which a seller, or supplier, passively adjusts his output, or supply, in 

response to changing price signals emanating from the relevant market, as 

implied by the supply and demand model of mainstream economics. On 

the contrary, Smith’s concept of competition was one of active rivalry, or “ri- 

valship of competition,” as he put it.” For example, in manufacturing and 

commerce, the undertakers are “rivals” who strive to “supplant” each other. 

They do so by several methods: bids, counter-bids, and “under-selling.” This 
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type of “competition ... is advantageous to the great body of the people” be- 

cause of the resultant minimal prices that are generated dynamically in a 

process of growth.” Although each individual undertaker “intends only his 

own gain,” he is led by the “invisible hand [of competition] to promote an 

end which was no part of his intention.” In other words, the driving force of 

“self-love,” or self-interest, is transmuted wondrously into social welfare for 

the masses.” 

Morals, Competition, and Justice as Regulators of Laissez-Faire 

To Smith, competition was not always enough to insure that self-interest 

operated in the best interests of all. Smith also saw the need for a sound 

moral basis in society. In terms of self-interest, Smith noted that people were 
not entirely selfish and that they do (and should) care for others. Indeed, 

Smith began his first famous book, The Theory of Moral Sentiments, with the 

following statement: “How selfish soever man may be supposed, there are 

evidently some principles in his nature, which interest him in the fortune of 

others, and render their happiness necessary to him.”’° Smith wrote exten- 

sively on the social framework and moral basis necessary to make the market 

system work. As Jerry Evensky observed in his commentary on ethics and 

early economic liberalism, “Only in a community of ethical individuals can 

the invisible hand do its job properly, for it is ethics that keeps the hands of 

individuals from disabling, and thus distorting the actions of, the invisible 

hand. In the absence of such an ethical community, competition becomes 

destructive. In Smith’s master metaphor, it is ethics that stands between a 

beneficent society and the Hobbesian abyss.””” Similarly, as noted earlier, 

Smith emphasized that a system of justice is also a requirement for the invis- 

ible hand to function appropriately. In other words, Smith argued that it is 

only with competition, justice, and moral sentiments that self-interest would op- 

erate in such a way as to promote the general welfare of society. 

The degree to which markets today actually operate to promote the gen- 

eral welfare of society is open to debate. For example, in the above passages, 
Smith seems to assume that markets would always be sufficiently competitive 

to generate low prices, new innovations, and enough competition for labor 
such that workers would be treated well and paid fairly. Smith hoped that 
greed, tempered by moral sentiments, competition, and a system of justice, 
would invariably serve the interests of humanity. As we shall see in the other 
chapters in this book, Karl Marx and many other political economists dis- 
agree with these assumptions about the functioning of a laissez-faire system 
and greed. It is also important to recognize that Smith made his argument for 
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limited /aissez-faire in the context of a critique of mercantilism, in which the 

state was used on behalf of special interests. Smith did not consider the pos- 

sibility of a state working on behalf of its citizens to guide the market system. 
So while Smith opposed government intervention in the form of mercantil- 

ism, it is unclear whether he would support modern forms of government in- 

tervention in the marketplace. Anti-trust laws to preserve competition, regula- 

tions to prevent abuse of the environment, labor laws to protect workers, 
product safety laws to protect consumers, and the expansion of public invest- 

ment in the economy are but a few of the areas in which modern governments 

interfere with the market system. But these laws do not necessarily depart from 
Smith's beliefs in competition, the centrality of moral sentiments, and the pro- 

vision of public goods with spillover benefits. 

Nevertheless, although he had never observed such a system in practice, 

Smith believed that a system of natural liberty, or harnessed aissez-faire with 
rivalrous competition, is the proper economic environment for the virtuous 

entrepreneurial activity of growth-promoting and development-fostering 

innovation.”® In fact, Smith thought the market system would be so innova- 

tive that economic growth would render any flaws in the market system ir- 

relevant. We now turn to Smith’s analysis of innovation, the key to the mar- 

ket system functioning in the manner he hoped. 

VI. SMITH ON INNOVATION 

Smith believed that, in the unregulated markets of the just society, each 

profit-seeking undertaker is forced by the ubiquitous invisible hand unin- 

tentionally to “render the annual revenue of the society as great as he 

can.””? In theory, if undertakers are not as productive as possible, they will 

be supplanted by rivals. This assumes, of course, that undertakers cannot 

collude with rivals or rig markets in their favor and thereby profit without 

being productive, an activity that is rampant under capitalism (as we will 

see in later chapters on Marx, Veblen, Galbraith, and others). Smith saw 

three key kinds of activities in which productive undertakers engage. The 

first of these may be termed revolutionary entrepreneurial functions; the 

second, imitative entrepreneurial functions; and the third, routine entre- 

preneurial functions. 

The first function is labeled revolutionary because it is the principal insti- 

tutional instrument by means of which a “great revolution” is brought about 

in productive processes with the result that “public opulence” is greatly en- 
hanced. The practitioners of the function are especially “daring” undertakers 

who are eager to take “extraordinary” risk. They run such risks when they 
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acquire new and untried inventions from the tribe of inventing philoso- 

phers. Typically, these inventions consist of “new machines” which promise 

to serve as efficient instruments “for facilitating and abridging those opera- 

tions” that are executed by each of the workmen who are in the employ of 

the brave undertakers.8° Once an entrepreneur has placed the acquired new 

innovation in operation, the abridgement of labor manifests itself in the 

form of “advances ... [in the] division of labour.” Consequently, the “quan- 
tity of materials which the same number of people can work up, increases in 

great proportion as labour comes to be more and more subdivided; and as 

the operations of each workman are gradually reduced to a greater degree of 

simplicity.” When this happens in the shop of a particularly pace-setting un- 

dertaker, the marketable output increases and the unit cost of production 

declines. According to Smith, in the markets characteristic of his day, where 

firms were very small relative to the size of the market, such an entrepreneur 

could supply more of his good without increasing perceptibly the total 
quantity brought to market by all firms, and the market price would not 

sink.*! With constant prices, lower unit costs and greater output, the bold 

undertaker’s profits increase substantially. 

Capital Accumulation, Investment and Innovation 

How does a bold undertaker obtain the means for the innovation of a par- 
ticular new invention? Smith’s answer was: by accumulating capital. 

Undertakers must save a proportion of the surplus (revenues minus wages) 
in order to invest in new inventions. Smith emphasized that surpluses origi- 

nate in profit and that profit is a “deduction from the produce of ... la- 

bour.”*®’ According to Smith: 

In all arts and manufactures the greater part of the workmen stand in need of 

a master to advance them the materials of their work, and their wages and 

maintenance till it be completed. He shares in the produce of their labour, or 
in the value which it adds to the materials upon which it is bestowed; and in 

this share consists his profit.* 

Smith considered this extraction of labor-created profit by the undertak- 
ers to be fundamental because it made possible those entrepreneurial savings 
which he viewed as the first step in the process of innovation. Smith was not 
concerned, as Marx was, with the fact that the undertakers might have 
amassed their initial investments in unethical ways, nor did he object, as 
Marx did, to the undertaker taking some of the laborer’s output. Rather, 



ADAM SMITH 49 

Smith saw the amassing of capital as a positive development. The following 
is Smith's eulogistic praise of saving and capital accumulation: 

Parsimony, and not industry [i-e., dexterity, skills, and industriousness on the 

part of the agents of production], is the immediate cause of the increase of 

capital. Industry, indeed, provides the subject which parsimony accumulates. 

But whatever industry might acquire, if parsimony did not save and store up, 

the capital would never be the greater.* 

Without saving, no new innovations would occur, no “additional quantity 
of industry” would be put “into motion” and no “additional value [would be 

given] to the annual produce” of the nation.® But in a system of natural lib- 
erty, the invisible hand of competition forces profit-seeking, bold undertakers 

to be parsimonious so that they will have available the wherewithal for inno- 
vation when the same unseen hand impels them to be on the prowl for newly 

invented machines that may “enable one man [on their work force] to do the 

work of many.” In other words, competition ensures that each pace-setting en- 

trepreneur furnishes his workers “with the best machines which he can ... af- 

ford to purchase.” Hence such an innovator will be able to make “the most 

proper distribution of employment ... among his workmen” so that they may 

“produce as great a quantity of work as possible.”*° Competition ensures that 
all firms save and invest, and that firms produce as efficiently as possible. 

The process of revolutionary innovation begins with the act of saving on the 

part of bold undertakers and ends when they install and operate the new and 

superior machinery that their savings enable them to acquire from inventors. 

Thus, Smith conceived of the act of revolutionary innovation in terms of four 

operations, or processes: (1) capital accumulation (savings); (2) acquisition of 

inventions through the expenditure of the accumulated capital; (3) installation 

of the acquired inventions; and (4) start-up of the equipment in question. 

These are the innovative activities in which a relatively small number of 

bold undertakers engage. And they do not do so in a haphazard fashion. On 
the contrary, they make plans and design projects in order to “regulate and 

direct all the most important operations of labour, and profit is the end pro- 

posed by all those plans and projects.” Because of this careful planning of 
the employment and distribution of labor in the process of innovation and 

beyond, the pioneering undertakers’ expectations of extraordinarily high 
rates of profit are validated. As each entrepreneur enlarges his scale of opera- 

tions in a succession of innovations, “not only the number of profits in- 

crease, but every subsequent profit is greater than the foregoing.”*” 
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The Role of Competition and Imitation in Limiting Incomes 

In the condition of perfect liberty, and hence rivalrous competition, the rel- 

atively small number of bold undertakers in each trade cannot “long enjoy 

their extraordinary profits without any new rivals. Secrets of this kind ... 

can seldom be long kept; and the extraordinary profits can last very little 

longer than they are kept.”** Once the secrets are out, hordes of imitating 

undertakers copy the innovations of the courageous entrepreneurs. Although 

“timid undertaker[s]”®° do not dare to take the risk inherent in innovation, 

the profits garnered by the pioneers prompt the imitators to engage in what 

appears to be risk-free replication of the pioneers’ innovations. Consequently, 

there is a substantial increase in production and supply as more and more 

producers copy innovations and experience increased productivity. The re- 

sult is that the “quantity brought to market exceeds the effectual demand” 

and the “market price will sink.” 

At the same time, the demand for labor is increased by the spur of activi- 

ties engendered by the imitating undertakers. The result is that wages go up. 

At the same time, labor productivity increases due to the increase in stock of 

physical capital as a result of innovation and imitation. A “smaller quantity 

of labour [can now] produce a greater quantity of work.” Higher wages are 

offset by higher productivity. Thus, although extraordinary profits are wiped 
out because of the fall of the prices of output, the acceptable minimum rate 

of ordinary profit is preserved by the increase of productivity. The undertak- 

ers are therefore not tempted to withdraw part of their stock from their 

firms.”’ In other words, innovation and subsequent imitation increases pro- 
ductivity, reduces goods prices, and increases the demand for labor along 

with the wage rate. Bold undertakers return to earning a normal rate of prof- 

it after the imitators catch up, and the standard of living of the people im- 

proves as prices fall. Thus Smith saw competitive capitalism gradually rais- 
ing the incomes of the workers and limiting the incomes of the rich. 

The bold undertakers are eager to recapture their lost rates of extraordi- 

nary profits, however. Hence they engage in a new round of innovations. 
They are successful initially in restoring their lost rates of abnormal profit. 
But once again the rate of profit is soon forced down to a normal level by 
the imitation of timid undertakers. After an interval, the bold undertakers 
innovate again. Their success is once more short-lived because of the pre- 
dictable responses of timid undertakers. Smith viewed this cycle as a phe- 
nomenon that would continue to characterize an economic system of lim- 
ited /aissez-faire. In the long run, the market “prices of all commodities are 
[therefore] continually gravitating” toward their “natural price,” which is 
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the minimum price that must be paid in order for the undertakers to reap 

the ordinary rate of profit. It means that the workers are the gainers of 

technological advancement through innovation and imitation. As Smith 

put it, the “liberal reward of labour,” and the “greatest public prosperity 

[is] the effect of increasing wealth.”’! To repeat: This increase in the stan- 

dard of living of workers is caused by the timid undertakers’ imitations of 

the bold entrepreneurs’ innovations of those exogenous inventions that 

were made previously by technologically minded philosophers. 

Entrepreneurs cannot earn more than a normal profit over the long term, 

but the standard of living of workers steadily increases as productivity im- 

proves and goods prices fall. Smith’s depiction of the process of innovation 

and imitation is laid out in Figure 2.1. 

In addition to innovation and imitation, undertakers perform certain rou- 

tine entrepreneurial activities that Smith identified as “inspection and direc- 

tion’ of their enterprises. He observed, however, that in “many great works, 

almost the whole labour of this kind is committed to some principal clerk.””” 

Consequently, the bold and the imitating entrepreneurs can concentrate their 

attention on the tasks of innovating and imitating, respectively. 

Figure 2.1. Smith’s View of Invention and Imitation in Competitive Markets 
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Vil. CONCLUSION 

Smith’s system of natural liberty is a mixed economy in which invention, in- 

novation, and imitation in the private sector are supported, promoted, and 

furthered by institutions ensconced in the public sector. As mentioned 

above, Smith thought the dynamic interaction of the public and private sec- 

tors would result in a process of growth and development in which the 

members of the working class are the principal beneficiaries. He believed 

that is so because the institutionalized “invisible hand” of competition di- 

rects each profit-seeking undertaker to promote “an end which was no part 

of his intention,” namely, optimal social welfare for all citizens including, 

for the first time in history, the working classes. “In ease of body and peace 

of mind, all the different ranks of life are ... upon a level.” That is so, Smith 

reiterated, because all profit-seekers are “led by an invisible hand to make 

nearly the same distribution of the necessaries of life, which would have 

been made, had the earth been divided into equal portions among all its in- 

habitants, and thus without intending it, without knowing it, advance the 

interest of the society.”’* This was Smith’s way of predicting that the institu- 

tions of modified /aissez-faire, especially that of rivalrous competition, would 

in the long run effect a nearly equal distribution of real income. Almost 

alone among prominent Smith scholars, D. D. Raphael detected this radical 

position in Smith’s work. Raphael put it in this way: Smith’s invisible hand 

guides gain-seeking individuals “to distribute it [i. e., income] more equally, 

so as to approach equality.” And Raphael added: Smith “knows very well 

that the effect comes about automatically through the interplay of individ- 

ual interest and the system of exchange. His perception of this truth is one 
of his great contributions to economic understanding.””° 

As Smith predicted, the limited /aissez-faire regime adopted to varying 

degrees in England and other European countries in the 19th century was 

able to produce impressive rates of economic growth. But it did not yield 

a nearly equal distribution of income, nor did the working class tend to 

see most of its benefits. A principal reason for this limit in Smith’s vision 
is that, though he saw the giant firms on the horizon of capitalism, he did 
not anticipate how they would replace his “limited aissez-faire” capital- 
ism with a vastly more complex system. His bucolic, beneficent system 
would become a mammoth network of monopoly firms surrounded by a 
host of smaller firms that would come and go as the economy rose and 
fell. The new system would produce entirely different outcomes regard- 
ing wages, innovation, prices, income distribution, and the overall effects 
on all the participants. 
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Karl Marx, whose ideas we will take up next, began producing his descrip- 

tions of the laws of motion of a capitalist system about 75 years after Smith 
published the Wealth of Nations. He had great appreciation for Smith's skill 
in describing how a market system would work with relatively small firms, 

with an adequate supply of willing and able labor, and with a neutral govern- 

ment providing only for the national defense, justice, and public works. He 
also agreed with Smith in general about the labor theory of value. 

But Marx, and the other writers to follow in this book, were working to 
understand the form of capitalism that replaced Smith’s economic world. 

This new kind of economic system led political economists following Smith 
to produce a broader version of political economy, especially in adding an 
analysis of how the huge firms—far from being neutral—would shape the 

government to do their bidding. Marx would go so far as to claim that in 

capitalist societies, the government generally served on behalf of the busi- 

ness owners. We will now turn to Marx to see why he would reach such a 
conclusion, as well as the many others that have long captured the attention 
of students of market capitalism. 
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Karl Marx 

and the Contradictions of Capitalism 

ur goal in this chapter is to present a co- 

herent summary of Marx’s analysis of 

economic forces in society and how they 

shape human lives. We will do that in two 

parts. The first briefly outlines a theory of his- 

torical change that Marx developed with his 

long-time collaborator, Friedrich Engels. In 

1845-6 the two wrote a manuscript, Zhe 

German Ideology, that contained their expla- 

nation of historical change, called “the mate- 

rialist conception of history.” We will briefly 

provide a structural outline of this conception of history with a few exam- 

ples to help the reader learn the basic terminology of the system. 
We then turn to a more lengthy examination of how Marx applied his 

theory of historical change to capitalism. This application is spread over 

thousands of pages of material that Marx and Engels wrote. However, the 

single most compact presentation is in Capital, Volume I (hereafter referred 
to as Capital), and the second part of this chapter will concentrate attention 

on the arguments about capitalism in that book. Capital is by far Marx’s 

most thorough application of his materialist conception of history, and by 
presenting them in sequence we hope to clarify the “Marxian” view of capi- 

talism. Marx’s analysis of capitalism is an intricate theoretical structure, but- 
tressed by a huge compendium of historical description, and when studied 

closely it can be genuinely breathtaking in its breadth and depth. 

We also want readers to see the great divide between Marx’s analysis of 
capitalism and that of most current mainstream economists, who tend to 

55 



56 INTRODUCTION TO POLITICAL ECONOMY 

look upon capitalism as a “given system,” and exhibit little or no profession- 

al interest in the historical process that gave rise to it. They have ripped eco- 

nomic analysis from its historical context, ignoring the development and 

evolution of the capitalist system. As we move through the Marxist view of 

the world we will be demonstrating the major differences between his work 

and that of mainstream economists. 

|. THE MATERIALIST CONCEPTION OF HISTORY AND CLASS STRUGGLE 

Marx and Engels began their economic analysis by making the obvious 

claim that in order to survive, we human beings must learn to mix our intel- 

ligence and our energy—our work—with the basic “materials” of the world 

we find ourselves in: its soil, water, and air. We must work with what is at 

hand in order to make this today into tomorrow. In 1878, Friedrich Engels 

described how this truism about human survival would be the basis of their 

materialist theory of historical change: 

The materialist conception of history starts from the principle that produc- 

tion, and with production the exchange of its products, is the basis of every 

social order; that in every society that has appeared in history the distribution 

of the products, and with it the division of society into classes or estates, is 

determined by what is produced and how it is produced, and how the prod- 

uct is exchanged. (Engels 1975, 74) 

In other words, the economic organization of human society, or the 

“mode of production,” as Marx called it, is the most powerful factor in de- 

termining social structure. Notably, the way society is organized to produce 

necessities —for example, organized into serfs and lords in feudalism, or into 

owners and workers in capitalist societies—constitutes the “class structure” 

of society. Since virtually all production involves many different people, 
Marx concentrated on production as a social activity and analyzed the class 

structure created by the organization of production. 

Marx’s method of analysis is very different from that of Adam Smith, who 

focused on how individuals behaved within a benignly competitive capitalist 

society. In contrast, Marx sought to understand the forces that cause the econ- 
omy to change over time. He believed that change resulted from the struggle 
between opposing, or “dialectical”—what we might think of as “contradicto- 
ry” or competing—forces inherent in all societies. As an example, one that 

Marx made much of, all economic systems produce hierarchies of social class- 
es, with a top and a bottom, and endless competition and resentment at every 
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level in between. These class struggles emerge in the form of wars, revolutions, 

democratic reform, and in other ways, and one can find them grinding away 

in any history book. That is, social classes are inherently contradictory—in- 

herently opposing—forces in almost all societies, and class conflicts provoke 

major changes in how societies are structured. 

Marx found that the social activity of production took many different 
forms throughout history, with stages of social organization corresponding 

to techniques of production. He noted that European society passed through 

a number of different modes of production, including primitive communal- 
ism, slavery, and feudalism, on its way to capitalism. He concluded that cap- 
italism is simply the latest in a series of modes of production and that it, too, 

will yield to some other mode of production in the future.! 

In analyzing capitalism, Marx focused on what he considered the two 

principal social classes. On top were the capitalists, what he called the “bour- 

geoisie, consisting of those who owned the machines, factories, and other 

necessities for production. On the bottom were the workers, or what he 

called the “proletariat,” who, in order to live must work for a capitalist. 

Thus, in his analysis of capitalism, he would pay special attention to rela- 

tions between these two classes and how their inherent struggle would spur 

the forces of change in the system. 

Below, we will discuss further this inherent struggle, but for now we will 

use a few numbers regarding the workers’ share of income and wealth pro- 

duced by our society. These numbers explain well why there is a constant 

murmur of seething resentment among the working classes about their rela- 

tive weakness compared to the power of the capitalists. According to the 
Institute for Policy Studies, the richest 10% of the U.S. population now 
owns about 90% of all stocks and over 90% of all bonds. The top 1% of the 

U.S. population has an average family income of $1,453,100; the bottom 

20% has an average income of $24,600. Average pay in 1980 for a CEO in 

the United States was 42 times as great as that of the average wage owner; 

that ratio increased to 373 to one in 2014. Or, to think in global terms, ac- 

cording to Oxfam the wealth of the top 1% of the world’s population is 

equal to the wealth of the other 99%, and the richest 62 people in the world 
had as much wealth in 2016 as the poorest half of the global population. 

Aside from these numbers being evidence that capitalism generates in- 

equality, it also suggests that we are moving further and further away from 

an egalitarian society. The figures underscore a further crucial point about 
capitalism: since owning the stocks and bonds of companies means owning 

the “means of production,” the wealth-generating capital of the United 
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States is almost all owned by one tenth of the population. Thus, in order to 

make a living, most of the other 90% who work for wages do so either for 

these richest 10%, their managers, or in the public sector of the economy. 

Reflecting all these numbers, from the 1970s through 2013, U.S. wage 

earners experienced a dramatic decline in income relative to that of the own- 

ers and top managers for whom they work. For example, in 1965, the aver- 
age CEO’s salary was 44 times the average factory worker's wages, but by 

2013 this ratio had reached over 300 to one (or more, depending on the 

source you use). 

All the measures regarding wealth, income, and control over the pro- 

duction system are examples of what Marx meant by the inherent strug- 

gle between the two groups. They also exemplify the inherent contradic- 

tions, or dialectical pressures, within U.S. capitalism, because sustained 

relative declines in income for the majority of a society's population 

tend to produce political upheaval. The Occupy Wall Street movement 

that burst out in September 2011 reflected a deep anger on the part of 
much of the population against the plutocracy they see as having bought 

their way into control of both the politics and the economic activity in 

the United States. Occupy members often repeated the old argument 

that “The interests of Wall Street rarely coincide with those of Main 

Street,” as they embodied the class conflict that Marx and Engels had be- 

gun to predict in the 1840s. These themes were echoed in Bernie Sanders’ 

campaign for president in 2016. 

Marx and Engels had summarized this idea of inherent class struggle in 

the following passage from The Communist Manifesto, written in 1848: 

The history of all hitherto existing society is the history of class struggles. Freeman 

and slave, patrician and plebeian, lord and serf, guild-master and journeyman, in 
a word, oppressor and oppressed, stood in constant opposition to one another, 
carried on an uninterrupted, now hidden, now open fight, a fight that each time 

ended, either in a revolutionary re-constitution of society at large, or in the com- 
mon ruin of the contending classes. (Marx and Engels 1998, 34-5) 

Capitalist Production and Commodifciation 

In describing this materialist view of social change, C. Wright Mills, a soci- 
ologist influential in the 1950s and 1960s, wrote in The Marxists: 

Political, religious and legal institutions as well as the ideas, the images, the 
ideologies by means of which men [sic] understand the world in which they 
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live, their place within it, and themselves—all these are reflections of the eco- 

nomic basis of society. (Mills 1962, 82) 

The extent to which political institutions in capitalist countries reflect the 

needs of the capitalist class can hardly be lost on any person living in the 
United States today, where it seems that government at every level is for sale 

to the highest capitalist bidder. Less obvious, but also important, is the sym- 
biosis between religion and the emergence of capitalism in Europe. Religious 

beliefs in hunter-gatherer societies usually emphasize the importance of na- 

ture and the role of people within it, and this reflects the importance of the 

natural environment to survival in that mode of production. Marx was 

struck by how convenient the teachings of the early protestant denomina- 

tions were to the emergence of capitalism. These new denominations, which 

developed after Martin Luther's 16%-century revolt against Catholicism, 

stressed that one should accept one’s lot in life and that all would be better 

in the hereafter. Such a belief, of course, made people more willing to accept 

the dislocations and deprivations so many experienced in early capitalism. 

In one of his more memorable phrases, Marx described religion as the “opi- 

ate of the masses” because he believed that workers in early capitalist societ- 

ies had, quite understandably, adopted religious beliefs as the only hope in 
an inexorably grim world. As you can see in the sidbar on hegemony (pp. 

60-62), the ability of the capitalist class to shape the ideology of a capitalist 
society is a crucial means by which they perpetuate their control. 

Marx also argued that what he called the “cash nexus” of capitalism would 
eventually demean and devalue all that it pulled under its spreading wings. 

In 1846, in On the Jewish Question, he noted that money could transform all 

things, until money itself was all that was important in life: 

Money abases all the gods of mankind and changes them into commodities. 

Money is the universal and self-sufficient value of all things. It has, therefore, 

deprived the whole world, both the human world and nature, of their own 

proper value. Money is the alienated essence of man’s work and existence; this 

essence dominates him and he worships it. (Marx and Engels 1978, 50) 

In Marxist language, alienation derives primarily from a process called 
“commodification.” Everything—flesh and blood, inanimate objects, music, 

poetry, everything—is ultimately “for sale” in the capitalist marketplace. We all 

know countless examples of commodification. Each Christmas, to suggest an 

obvious one, most of us in Christian countries celebrate the birth of Jesus with 
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an avaricious, competitive, often depressing orgy of consumption of mostly 

unnecessary products. What was once a simple affair of gift giving to exem- 

plify Christian charity has become in advanced capitalism a gruesome distor- 

tion of the original idea. Capitalism, as we all know, incessantly works on all 

of us to buy things we don’t need. However, what another famous critic of 

capitalism, Thorsten Veblen, called “the sales effort” is unleashed with a special 

fury at Christmastime. By the time it is over, a substantial minority of us need 

anti-depressants as an antidote to the lack of Christmas joy that millions of 

advertisements told us the gifts, the cards, and the Christmas tree would bring. 

Creative output of all kinds is also systematically commodified in capital- 

ist societies, co-opted and transformed by pop culture or the advertising in- 

dustry. For example, in the 1980s, Paul McCartney of the Beatles tried to 

Marx, Gramsci, and Cultural Hegemony 

In his essay “The German Ideology” (1845-6), Karl Marx observed that those 

who control the economic system can also exert a certain amount of ideologi- 

cal control over the rest of society. As he put it, “The ideas of the ruling class are 

in every epoch the ruling ideas; i.e., the class which is the ruling material force 

of society, is at the same time its ruling intellectual force. The class which has 

the means of material production at its disposal, has control at the same time 

over the means of mental production ....” This idea was refined by an Italian 

Marxist named Antonio Gramsci, who further developed the theory of cultural 

hegemony. Gramsci noted that the ruling class worked to manipulate the values 

| and social mores of society so that their views became the dominant world 
views of society. In this way, those who control the economy can win the con- 
sent of the governed, even though the capitalist economic system primarily 
serves the interests of the capitalist class. 

If we look around us, we see numerous examples of the capitalist class try- 
ing to manipulate the views of the working class. Consider the following exam- 
ples of policies that are very favorable to the capitalist class but not favorable to 
workers, and how business interests have promoted those policies. 

- Business Resists the Minimum Wage. Most research studies indi- 
cate that increasing the minimum wage has little or no effect on em- 
ployment. Because businesses already try to use the least possible 
amount of labor to serve their customers, higher wages do not gener- 
ally mean that businesses will reduce the number of workers they 
need to hire. Thus, the primary impact of raising the minimum wage 
is that workers get paid more while businesses take in lower profits. 
To reshape public opinion in their favor, businesses have established 
various foundations and institutes, such as the Employment Policies 
Institute, whose primary purpose is to oppose increases in the mini- 
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buy from a record company the rights to many of the popular songs that he 
had written with John Lennon. However, McCartney was outbid by anoth- 

er pop icon, Michael Jackson, who then proceeded to sell the rights to some 

of these songs to advertising firms. The Beatles song “Revolution,” written 

in response to the political turmoil of the 1960s, was put in the service of 

selling sneakers. Some Beatles fans might call this sacrilege, but to a Marxist 

this kind of commodification is the predictable outcome for cultural prod- 
ucts in capitalism. “Public” radio stations that increasingly depend upon 

corporate funds to stay alive, the “Tostitos” Fiesta Bowl, and the Nike 

swoosh on the uniforms of athletes and coaches at all levels of sports around 
the world exemplify the way in which things that were not once part of the 

cash nexus have become commodities. 

| mum wage. They publish “studies’— often cited by pro-business, anti- 

labor politicians—purporting to demonstrate that raising the mini- 

mum wage is harmful to workers or to small business. As a result of 

this misleading research and an intense lobbying effort, the United 

States has one of the lowest minimum wages in the developed world, 

and the minimum wage is not indexed to inflation. 

Business Resists Action on Global Climate Change. The record 

heat waves of 2016, and the fact that each year brings new heat re- 

cords, more rapidly melting glaciers, and increasingly devastating 

weather events (droughts and wildfires, floods, hurricanes, typhoons, 

etc.), makes it clear to anyone with basic powers of observation that 

the climate is changing rapidly around us. All the scientific studies, 

and 97-99% of climate scientists, agree that climate change is a prod- 

uct of human-made greenhouse gases. But such a realization could 

be devastating to businesses based on oil and other fossil fuels, to in- 

dustrial agribusiness which is responsible for 20-35% of greenhouse 

gas emissions, and to goods-producing companies that depend on 

low production and shipping costs to sell consumers mountains of 

products. To combat the inconvenient truth of global climate change, 

companies embarked on a multi-million dollar effort to discredit cli- 

mate scientists and to cast doubt among the general public that cli- 

mate change is happening. (This is all documented in the book and 

film, Merchants of Doubt.) This, too, has been a very successful effort, 

persuading vast numbers of politicians and the general public that 

climate change is not something we need to be concerned about. 

Even with evidence all around us that climate change is occurring and | 

that the consequences are increasingly dire, 40-50% of the U.S. popu- 

lation does not believe climate change is a serious concern. This, of 

course, allows the oil companies to keep drilling away. 
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For Marx, the most costly form of commodification occurs when capitalists 

buy labor-power in labor markets. This commodity, labor-power, is—as we 
shall describe in detail later—the irreplaceable element of capitalist production, 

because without hired laborers to produce the output capitalism cannot exist. 

Even in this age of high technology, labor costs still make up roughly two-thirds 

of the costs of production for firms, indicating how essential labor remains in 

the production process. When a capitalist buys labor-power, however, he or she 

must treat that labor-power like any other input; it must be bought as cheaply 

as possible and drained of its last ounce of usefulness for profit-making. The 
fact that labor-power is brought to the market by a human being greatly com- 

- Business Pushes Neoliberalism. Perhaps the single most effective 

case of cultural hegemony has been the selling of “neoliberalism” to the 

citizens of the United States and other countries as an economic ap- 

proach that benefits everyone. The neoliberal philosophy claims that 

unregulated trade, reduced government regulation, and reduced taxes 

on businesses and the wealthy in the short run will eventually redound 

to the benefit of all. (Don’t let the name confuse you: “neoliberalism’ 

corresponds to what is known as “conservative” economic theory and 

policy in the United States.) The theory behind this “trickle-down” ap- 
proach is that free trade, less government regulation, and lower taxes 

will stimulate business investment, increasing economic growth and 

making everyone better off. This message is pushed relentlessly by cor- 

porate-supported think tanks, business-friendly politicians and media 

outlets, and even in pro-business economics classes in high schools 

and colleges. However, the record of neoliberal policies tells a different 
story than that coming from the corporate hegemons (a“hegemon’ is a 
powerful entity, which corporations surely are in U.S. society). During 
the neoliberal era (from 1980 to the present), as countries have increas- 
ingly adopted neoliberal policies, workers in developing countries have 
fared very poorly while corporate profits have soared. And, economic 
growth rates in developed countries have been very low during the 
neoliberal era. It turns out that neoliberalism isn’t good for growth or 
for workers, but the rhetoric we hear, from corporations and those (in 
academia, media, and government) that do their bidding, tries to con- 
vince us otherwise. 

As the above examples demonstrate, the capitalist class does everything in its 
power to persuade us that they have society's best interests in mind, and that 
we should support a pro-business agenda that includes low minimum wages, 
lax environmental regulations, low taxes, and other pro-business policies. But a 
closer look at these issues reveals the corporate propaganda for what it is: a 
crass effort by those on top to convince all of us down below that we should ac- 
cept the status quo and stop questioning the way things are. 



KARL MARX 63 

plicates the problem for the capitalist. Human beings, unlike sheets of plywood 

and computer chips, have imagination, wishes, plans, and dreams, perhaps 

even to challenge the boss! While imagination and dreams and independence 

of mind can make for productive workers, such traits can also be problematic 

for many capitalists trying to maximize profits. What employer wants a mouthy 
advocate of social justice, or someone who complains about poor working con- 

ditions, mixing with all the more “reasonable” employees? 

Workers are interested in many things other than their jobs. In fact, many 

workers hate their jobs. A 2015 Gallup poll found that 90% of workers were 

“not engaged” or were “actively disengaged” from their jobs. Because of this, 

capitalists face the complicated problem of focusing their employees’ atten- 

tion on the work at hand. That is why Marx saw, and today’s Marxists see, 

the modern capitalist workplace, particularly in the United States, as a func- 

tioning dictatorship, where all the rules are made by the bosses and followed 

by all the workers who want to keep their jobs. Capitalists want ordered 
work from conforming, non-complaining bearers of crucial labor-power. 

Or, in the Marxist language, they want a particular kind of commodity, one 

that does certain kinds of tasks, rather than actual human beings with 

moods, illnesses, and needs. This process is the “commodification of labor,” 

a major linchpin of Marxist analysis, to which we will return. 

Capitalism and Its Contradictions: Globalization 

Globalization, a major social transformation now engulfing everyone, every- 

where, provides a good example of the materialist conception of history, par- 
ticularly its dialectical and contradictory nature. Globalization is the ultimate 
expression of the unregulated market system, as capitalism expands inexorably 
in search of new markets and cheap, desperate labor. Capitalists from all the 

richest industrial nations have gradually bought politicians, like they buy 

yachts and even islands when away from the office. An exemplary conse- 

quence is that the last major remnants of democracy in the United States have 

been replaced by a corporate plutocracy now living out its longtime dream to 

rid the world of most of the rules governing multinational corporations. ‘The 

outcome, what is called “neoliberalism,” was instrumental in creating the 

world financial crisis beginning in 2007. Remarkably, Marx had predicted this 

inherent path of globalization quite clearly in the middle of the 19" century. 

As he put it, the capitalist will plunder the globe searching for cheap labor, and 

“will never want for fresh exploitable flesh and blood, and will let the dead 
bury their dead” (Marx and Engels 1978, 215). For capitalists, this recent out- 

burst of globalization has been immensely profitable, as evidenced by the in- 
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creasing inequality of income and wealth described earlier. Cheap labor 

and added customers from the farthest reaches of the world have enhanced 

capitalists’ profits. 

But, right behind the move toward neoliberalism followed the dialecti- 

cal consequences. One of them, in the.United States and in most other 

developed countries, was the decline of the real wages of the working 

class. Indeed, real wages for U.S. wage earners are less than they were in 

1972: four decades of stagnant wages! Such workers cannot easily main- 

tain their own wage levels when capitalists put them in competition with 

low-wage workers in developing countries all over the globe, some mak- 

ing as little as 30 cents an hour. Yet, as Marx saw clearly, low wages in 

capitalism would mean that the system could produce more than could 

be sold. For instance, the collapse of the housing market wiped out tril- 

lions of dollars of the presumed wealth of working people and thus their 

ability and willingness to buy goods and services. Further, the declining 

wages of workers reduces the demand for products, leaving capitalists 

with surplus goods and declining investment outlets—a crisis of overpro- 

duction. Capitalists usually respond to such a crisis by laying off workers 

and reducing investment. And, capitalists’ consumption, no matter how 

gaudy and selfish, can only use up a fraction of the funds they control. In 

this way, a lack of consumption is combined with what is called underin- 

vestment. To compound the problem even more, in the recent crisis, the 

reigning capitalist countries have implemented a policy of “austerity” to 

encourage governments in countries on the brink of financial failure to 

cut back their social spending so that they can pay back the banks that 

brought them to ruin in the first place. 

As we shall see when we read the chapter on Keynes, where there are 
more details on austerity, the concurrent decline in all the sectors of 
spending can produce such disasters as the Great Depression in the 
1930s. Such a chain of events was almost exactly what Marx predicted in 
1848. In the present situation, the increasing inequality generated by glo- 
balization has helped to destabilize the political institutions of many 
countries, where workers are increasingly rising up against low wages, 
rotten working conditions, and a government dominated in part by cor- 
porate criminals still on the loose. 

To sum up, Marx, in his theory of history, argued that in order to sur- 
vive, people must construct economic systems—modes of production— 
and that in all societies these modes heavily shape the way people behave. 
Capitalism is, of course, no exception to this rule, and we have looked at 
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a few of the ways this system shapes our lives, especially the commodifi- 

cation of more and more aspects of life. And we closed with the Marxist 

suggestion that the sort of world economic crisis that began in 2007 is 

merely a precursor of worse things to come on our way to a different 

mode of production. 

How, then, does capitalism actually work? How does it make us into 

what we are, and especially into commodities? We have only hinted at the 

answer to this question, and now we turn our attention to the broader 

and deeper answer developed in Capital. 

Il. MARX’S CRITIQUE OF THE CAPITALIST MODE OF PRODUCTION 

After Marx and Engels developed their materialist conception of history, 

Marx began work on a longer project to describe and explain the “laws of 

motion” of capitalism. The overall structure of that explanation had been 

presented compactly in the first part of 7he Communist Manifesto, but its 
dozen or so pages gave only a fleeting glance at the complete story. The ex- 
panded version was published in 1867 in the first volume of what was to be 

a multi-volume project, and Marx gave it the title Capital: A Critique of 

Political Economy. The book was first published in German, and later edi- 

tions in French (1872) and English (1886) made his critique available to 

most parts of the industrialized world. Marx was emphatic that the purpose 
of this book, and of all his analysis, was 

not just “to understand the world, but 

to change it.” 

The first volume of Capital was the 

only one published during Marx's life. 

Volumes II and III were prepared by 

Engels from Marx’s notes, and Volume 

IV, more a massive compendium of 

economic ideas than an extension of his 

critique, was edited by a German 

Marxist, Karl Kautsky, between 1905 

and 1910. We will focus almost entirely 

on Volume I because in it, as we wrote 

earlier, Marx presents his most funda- 
mental arguments about capitalism, es- 

pecially the relationship between the 

owners/managers of capital and wage 
earners who work for them. By focus- 
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ing on Capital, we do not want to leave the impression that it is a compact 

statement of all that Marx wrote, for his other voluminous writings have 

been highly influential in modern thought, particularly in the social scienc- 

es and the humanities. Nonetheless, as an argument about how the produc- 

tion system of capitalism came to be, how it functions, and the crucial im- 

plications of those functions, Capital works well on its own. Its central ideas 

are quite easy to understand when placed in a modern context, using the 

experiences common to people who live in capitalist cultures. It is our pur- 

pose here to take up the major themes in Marx's critique of capitalism in 

precisely that kind of context. We will begin our analysis by elaborating on 
the principal players we alluded to above, as Marx dramatically did in his 

own writings. 

Players on the Capitalist Field, I: Owners/Managers 

We pointed out earlier that most people engaged in economic activity in the 

capitalist mode of production would fall into one of two major groups. First, 
there is the bourgeoisie, being the capitalists and their top managers. Their 

identifying trait is that they own or manage the capital equipment of soci- 

ety—the buildings, furniture, materials, and everything else needed to pro- 

duce commodities (goods and services for sale). Like the classical economists 

before him, such as Adam Smith and David Ricardo, and the mainstream 

economists in our time, Marx believed capitalists have the single goal of ac- 

cumulating and maximizing profits from their investments in machines, ma- 
terials, and labor-power. And, like those before him, he had a high regard for 

the power of this capitalist accumulation process to accomplish gigantic 

tasks. As early as 1848, in the Communist Manifesto, Marx wrote: 

(The capitalist class] during its rule of barely one hundred years, has created 

more massive and more colossal productive forces than have all preceding 

generations together. Subjection of nature’s forces to man, machinery, appli- 

cation of chemistry to industry and agriculture, steam navigation, railways, 

electric telegraphs, clearing of whole continents for cultivating, canalization 

of rivers, whole populations conjured out of the ground—what earlier cen- 

tury had even a presentiment that such productive forces slumbered in the 

lap of social labour? (Marx and Engels 1998, 40-1) 

Few in our own capitalist age would disagree with this claim, though 

others might use less florid language to make it. Marx says elsewhere in 

the Manifesto that capitalists can be depended upon constantly “to revo- 
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lutionize the means of production,” by which he meant that the owning- 

managing class will never stop imagining ways to make their production 

more efficient and therefore less costly. A new technique, a new revolu- 

tion in the means of production, will give the individual capitalist the 

power to make extra profits until the inevitable occurs and competitors 

adopt the same technique, or perhaps even better ones. Less-industrial 

societies will have their “walls battered down by cheap commodities,” as 

Marx put it in the Manifesto, for no mode of production can compete 
with capitalism in its capacity to drive down costs and shape the world 

after its own image. 

For Marx, when the capitalist brings together land, labor, and capital, 

he or she produces a volatile mix that inevitably produces conflict. This 

view that struggle preeminently characterizes the capitalist workplace puts 

him at odds with Adam Smith and most others in the classical school, and 

with mainstream economists. It is, of course, not lost on mainstream 

economists that owners often have conflicts with their workers. Yet, any- 

thing beyond a perfunctory mention of the relationship between labor 

and capital, or what Marx called the “social relations of production,” is left 
outside the province of mainstream economics. From his different perch, 
Marx saw market competition as compelling owners to see their workers 
as two-sided creatures. On the one hand, workers are crucial for produc- 

tion. On the other, they are unpredictable and resistant to change and au- 

thority. They are given to slowdowns if not monitored carefully, and, if 

united, they possess the collective power to demand higher wages and bet- 
ter working conditions. They can even halt production altogether by go- 

ing on strike. This threat means that workers must be continually con- 
trolled, and their rebellions promptly squelched. 

Marx concluded that this world of hostile workers and hungry competi- 

tors would ultimately corrupt even the most saintly capitalist. It doesn't 
matter whether he or she is a Christian, Muslim, or Jew; is friendly or mean- 

spirited; is Asian, Latin American, or what you will. Ultimately, the forces 

of competition can entice the most well-intentioned capitalist to reduce 

wages when possible, break the law, buy the politicians, adulterate the prod- 

uct, or even close the factory if doing so is necessary to maximize profit. 

Whereas mainstream economists see competition as the “invisible hand” 

that gives capitalism great moral authority over other economic systems, 

Marx saw competition as an unrelenting pressure that threatens to drag all 

capitalists down to the moral level of the most unscrupulous ones. As an ex- 

ample, Marx emphasized in Capital that without laws against child labor, 
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some capitalists will hire children if doing so will lower costs, and the advan- 

tage thereby gained will force competitors downward into a squalid moral 

abyss. This imperative to follow the least scrupulous competitor produces 

the assaults of the capitalist class on their customers, on their workers, and 

on the environment that one can find described daily in any newspaper. 

Assessing the great power of competition to shape the actions of capital- 

ists, Marx wrote: 

To the outcry as to the physical and mental degradation, the premature death, 

the torture of over-work, [capital] answers: Ought these to trouble us since 

they increase our profits? But looking at things as a whole, all this does not, 

indeed, depend on the good or ill will of the individual capitalist. Free com- 

petition brings out the inherent laws of capitalist production, in the shape of 

external coercive laws having power over every individual capitalist. (Marx 

19675297) 

Later in Capital, Marx vividly exemplified these effects of competition 

on capitalist morality by quoting a contemporary, T. J. Dunning, who 

had written: 

With adequate profit, capital is very bold. A certain 10% [profit] will ensure 

its employment anywhere; 20% certain will produce eagerness; 50%, positive 

audacity; 100% will make it ready to trample on all human laws; 300%, and 

there is not a crime at which it will scruple, nor a risk it will not run, even to 

the chance of its owner being hanged. (Marx 1967, 760) 

Marx’s description of owners differs dramatically from the mainstream 
version, in which the capitalist stands triumphantly on a pedestal, a heroic 

risk-taker who has brought together land, labor, and capital. To paraphrase 

Marx’s parody of that version, “Mr. Capital and Mr. Labor combine with 
Madam Land to produce the best of all possible worlds for them all.” 

Players on the Capitalist Field, II: The Wage-Earning Proletariat 

Beginning in his early writings, Marx assigned great importance to the op- 

pression of the workers under capitalism. In 1844, Marx wrote a long man- 

uscript that provided a structural overview of his thinking about “econom- 
ics” at the time. The notes lay undiscovered for almost a century, yet when 

they were published in English in the 1950s as the Economic and Philosophic 
Manuscripts, they generated great interest among Marxist scholars, who 
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found a modern-sounding and compelling view about how capitalist wage 
labor limits human freedom. 

In particular, the 1844 Manuscripts contained a section called “Estranged 
Labor,” in which Marx described what, for him, were the fundamental con- 

ditions of labor under capitalism and the reasons that he found them so ap- 
palling. Marx argued that workers in capitalism are alienated from their 

work, their fellow employees, and themselves, and this argument became a 

preeminent theme for him and for all those who followed in his footsteps. 

According to Marx, workers’ alienation stemmed from historical processes 

starting in 14th-century England that gradually separated (alienated) work- 

ers from the land and tools with which they had forged a living as peasants. 
Eventually their survival depended on being hired as wage laborers. Marx 

described the terrible consequences of alienation for workers in what has be- 

come the most famous passage from “Estranged Labor”: 

[Labor] is external to the worker, i-e., it does not belong to his essential be- 

ing;...[I]n his work, therefore, he does not affirm himself but denies himself, 

does not feel content but unhappy, does not develop freely his physical and 

mental energy but mortifies his body and ruins his mind. The worker there- 

fore only feels himself outside his work, and in his work feels outside himself. 

He is at home when he is not working, and when he is working he is not at 

home. His labor is therefore not voluntary, but coerced; it is forced labor. It 

is therefore not the satisfaction of a need; it is merely a means to satisfy needs 

external to it. Its alien character emerges clearly in the fact that as soon as no 

physical or other compulsion exists, labor is shunned like the plague. External 

labor, labor in which man alienates himself, is a labor of self-sacrifice, of mor- 

tification. Lastly, the external character of labor for the worker appears in the 

fact that it is not his own, but someone else’s, that it does not belong to him, 

that in it he belongs, not to himself, but to another ... it is the loss of the self. 

(Marx and Engels 1978, 74) 

This conclusion that “lost labor” is a “lost self” perhaps says it all, yet does 
so in a far too general way. Fortunately, soon after writing the 1844 

Manuscripts, Marx entered into his long collaboration with Friedrich Engels, 

during which they turned out thousands of pages in the form of essays, 
books, newspaper articles, and letters about capitalism. An ongoing burden 

of these pages was to explain to workers the nature of the system that op- 

pressed them and to urge them to rise up against it. What follows are the key 

ingredients of this explanation. 
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In Capital, Marx had a good deal to say about the causes of estranged la- 

bor, and his analysis was more in the language of classical economics and 

less in the philosophical language of his earlier writing. In three key chap- 

ters of the book (13-15), Marx outlined the evolution of what 19th-century 

economists called the “division of labor” (what we now call “specializa- 

tion”). Marx saw that a central reason for the estrangement of factory labor 

was the fact that it was profitable for owners to break tasks down into 

smaller individual units of work. As production was reduced to repetitive, 

mindless tasks, workers suffered physical injuries and mental frustration. 

Marx quoted from a French economist of the time to describe the grim 

consequences: 

To subdivide a man is to execute him, if he deserves the sentence, to assassi- 

nate him if he does not. ... The subdivision of labor is the assassination of a 

people. (Marx 1967, 363) 

The words are a bit different here than in the 1844 Manuscripts, but the ar- 

gument is the same: the capitalist mode of production, by necessarily and 

systematically dividing labor to the greatest extent possible, denies most 

working people the opportunity to do the kind of creative work that Marx 

thought was essential to their humanity.’ 

How do capitalists force workers to do jobs that are so physically and 
spiritually deadening? With the development of manufacturing (used in 
this context to mean, “production by hand”) in 17%- and 18*-century 

England, and with the industrialization that followed, production moved 

from homes to factories. Small farmers and cottage-industry producers 
had never had much control over the prices paid them by large merchants, 

but industrial workers had even less control over all parts of their work. 

Because factory workers toiled for owners rather than for their own imme- 

diate benefit, the owners monitored their efforts carefully. Indeed, indus- 

trial production created the need for a new kind of worker—managers 

and supervisors—to keep other workers doing increasingly alienating 
work. The division of labor, Marx put it, gradually separated “the hand 

from the brain” in capitalist workshops by generating ever more tasks de- 
manding simple, repetitive motions but not much knowledge or control 

of the whole production process. This knowledge, originally held by work- 

ers, was transferred to managers. Marx often compared the factory system 
to the way military officers keep the ranks in order. As he put it in Capital, 
when production begins: 



KARL MARX 71 

...[the capitalist] hands over the work of direct and constant supervision of 

the individual workmen, and groups of workmen, to a special kind of wage- 

laborer. An industrial army of workmen, under the command of a capitalist, 

requires, like a real army, officers (managers), and sergeants (foremen, over- 

lookers), who, while the work is being done, command in the name of the 

capitalist. (Marx 1967, 332) 

To Marx, the increasing complexity of production in capitalist systems de- 

manded ever more complex and sophisticated ways to keep workers per- 

forming jobs they typically do only in order to pay their bills. 
What people involved in capitalist firms want from the experience varies 

with their relationship to the firm: do they own, manage, or supervise the 

work, or do they do it themselves for wages? The owners want brisk, timely, 
committed work, done as quickly as quality stan- 

dards will allow. They want workers to show up on 

time, to stay as long as they are supposed to, and 

longer if possible, and to perform flawlessly, effi- 

ciently, and without complaint. Workers, though, 

compelled to make a living, would prefer a friend- 

ly, flexible environment, over which they have 

some measure of control. Thus, workers engaged 

in alienating jobs keep their noses to the grind- 

stone only when forced to do so by managers, su- 

pervisors, electronic monitors, spies, or whatever 

else the owners can use to compel them to greater productivity. 
In brief, then, the major players on the capitalist field are capitalists hus- 

tling for profits and workers hustling for a wage or salary. We have described 
the two main classes in the way that Marx chose to describe them, “in rela- 

tion to each other.” By this he meant that the term “capitalist” refers to 

someone who hires “wage laborers,” that neither can exist without the other. 

Their relationship to each other produces the central dramatic action of the 

capitalist mode of production. Like all good dramatic action, this one is a 

waxing and waning struggle, and, in this case, what is being fought over is 

what Marx called “surplus value.” 

Surplus value. Marx used this term to describe the origin and source of the 
capitalists’ profits. This is a very different explanation of profit than that offered 
by mainstream economists. To appreciate the difference, consider the following 
(quite typical) version from a popular mainstream principles textbook: 
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Profit can be looked at as the reward you get for taking a chance for society, 

and winning. If you hire some factors of production and make something the 

people want, and if you do it efficiently, you will be rewarded. Your profit is 

your reward. But if you guess wrong you get no reward. You lose. Your loss is 

your “punishment” for using society’s resources in ways the society didn't 

want its resources to be used. (Bowden and Bowden 1995, 63) 

Let’s look at Marx’s alternative tale about how profits emerge in capi- 

talism. Marx defined “surplus value” simply as the difference between the 
value of what a worker produces and what he or she is paid. Capitalists take 

this as profit, although it comes from the labor of the workers. In his analy- 

sis, Marx adopted what he calls “socially necessary labor time” as his stan- 

dard of value for products exchanged in the market. The exchange value of 

a good or service is determined by the average number of hours of labor 

time that went into its production. In other words, Marx advanced one ver- 

sion of the general argument that the value of goods is determined by the 

labor that goes into them. The issue of what gave products their value had 

been debated by social theorists before Marx, and Adam Smith and David 

Ricardo were only the most prominent among the many who had earlier 
put forward this kind of “labor theory of value.” 

Marx's own version of this theory was much more closely argued, and he 

used the first several chapters of Capital to work out its internal consistencies 

and logical implications. In these chapters, Marx assumed that value, as he de- 

fined it, would in the long run determine (more or less) market prices. In 

Volume III of Capital Marx attempted to prove that the labor theory of value 
could be used as a basis for determining market prices. However, many critics 

have not been persuaded, and the debate continues. Fortunately for us, the 

framework Marx established about value is useful in analyzing capitalism, and 

this is true whether value determines prices, as Marx argued, or not. In the 

example below, we will work with the market prices of labor, materials, capital 
equipment, and products, rather than their embodied “socially necessary la- 
bor time.” And, as we shall see, doing so does no harm to the analysis. 

The idea of surplus value is easy to understand for anyone who has worked 
for wages or for a salary. Take for example, a young woman, a recent graduate 
from college who is offered $26,000 dollars a year to work for a capitalist com- 
pany. What can we surmise about this transaction? The former student will 
likely be taking such a job because she is making an important transition in 
life and will soon pay the bills heretofore paid by her parents. She will proba- 
bly have surveyed the possibilities and taken the best job available, given all 
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her needs. What we know for certain is that the owner will be looking for one 

thing from the work of the student, and that thing is profit. In a nutshell, 
then, our new worker will be expected to produce something over $26,000 of 

new value. She will also be using equipment and materials in her work, and 

the owner must of course pay for these, too. But, in our example, such costs 

are assumed as already paid, and we are focusing solely on the new value add- 

ed by our ex-student. She knows the rules too, we can be sure. She knows that 

if she does not produce an amount of value greater than the $26,000 that she’s 

paid, she will unceremoniously be ushered out the door. 
None of this would be news to anyone raised in a capitalist society, though 

mainstream economists choose to look at it differently. Of course, they know 
that workers are hired to make profits for a firm, yet they typically avoid ana- 
lyzing the historical processes that created that array of social classes and the 

resulting distribution of income and power. However, Marx was centrally 

concerned with the way this distribution came to be and how it shaped profit- 

making, once established. To answer these questions, Marx developed a de- 

tailed historical description of how the land and tools necessary for produc- 

tion were stripped from peasants and artisans, forcing them to work for wages 
in order to survive. Under capitalism, when the entrepreneur and the worker 

arrive at the workplace to seek their fortunes, the principal rule that emerged 
from this historical (rather than natural or divine) process is that the worker 

must labor to produce surplus value for the entrepreneur. 

Marx explained the ways in which capitalists extracted surplus value from 

workers in his analysis of the working day. In this discussion, to which we 

now turn, he probed a number of interesting questions that mainstream 

economists long ago stopped asking. 

The Working Day 
At the beginning of his great historical essay called “The Working Day” 

(Chapter 10 of Capital), Marx broke down the day into two parts, creating a 

very simple model but one with complex implications. He asked the reader to 

look at the day of the typical employee as comprised of two parts, as follows: 

A. B Gc 

The first of these parts, A—B is the part of the day it takes for the worker 

to produce enough output to pay for his or her wage. We can more clearly 
exemplify this if we continue to use the example we began earlier with our 

recent graduate making $26,000 a year. We have chosen that apparently 
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random number on purpose because it allows us to draw a simple example 

to make the point. Such an annual salary would come to $500 a week, or 

$100 a day. This means that, on average, each day this worker must add ex- 
tra value to the firm’s output of more than $100 in order to justify contin- 

ued employment. 
To extend the example, let’s assume that this employee adds value to the 

firm’s output of $160 a day or, assuming the typical eight-hour day, $20 an 
hour. Already, we can see that the employee is making surplus value (profit) for 
the owner, because the $160 of added value is more than the $100 daily salary. 
As we take one step further into this analysis, we move away from the de- 

politicized firm of the mainstream and into the world seen in Marxist terms. 

That step is simply to say this: if the employee is adding $20 per hour of value 
she will have produced enough value to pay for her wage during the first five 

hours of the day. Given the eight-hour workday in our example, that means for 

the last three hours our ex-student will be producing surplus value for the capi- 

talist, the only reason why she was given the job in the first place. Marx called 
the first five hours of this day “necessary labor” and the remaining three hours 

“surplus labor” to differentiate the part of the day the worker was working for 
the wage, and the part of the day spent toiling to produce the owner's profits. 

Marx focused the whole center section of Capital, several hundred pages, 

on these last three hours, or the B—C part of the day. He did so because this 

is the part that provides the capitalist with surplus value, the quest for which 

is the distinguishing trait of capitalism. Marx did not, in his theorizing any- 

way, pass judgment on the process of creating and maximizing surplus value 
in capitalism. As we have already learned, the capitalist is only doing what is 
necessary to survive, and the worker is doing the same thing. The nature of 
the working day, in Marx’s view, is a way to look at the experience of most 
people who live in a capitalist culture, because most of them do work to pro- 
duce surplus value for someone else. What did Marx make of this particular 
configuration of the day? The answer is “just about everything,” and here we 
will take up the most important ones. 

Extending the working day. To begin with, we can ask ourselves a simple 
question: what are the ways the owner of a firm can increase the B—C part 
of the day? One immediate way would be simply to extend the length of the 
working day. Marx called surplus value generated this way “absolute surplus 
value,” to distinguish it from “relative surplus value,” which we will take up 
soon. If our recent graduate worked ten hours a day, rather than eight, this 
would generate roughly another $40 of surplus value for the firm. The rub, 
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of course, is that it is illegal for the owner to do that in most modern capi- 
talist countries without paying a premium for “overtime” hours. Marx de- 

scribes the political realities of the length of the working day this way: 

But when the transaction was concluded, [the worker] discovered that he 

was no “free agent,” that the period of time for which he is free to sell his 

labor-power is the period of time for which he is forced to sell it, that in fact 

the vampire will not let go “while there remains a single muscle, sinew or 

drop of blood to be exploited.” For “protection” against the serpent of their 

agonies, the workers have to put their heads together and, as a class, compel 

the passing of a law, an all-powerful social barrier by which they can be pre- 

vented from selling themselves and their families into slavery and death by 

voluntary contract with capital. In the place of the pompous catalogue of 

the ‘inalienable rights of man’ there steps the modest Magna Carta of the 

legally limited working day, which at last makes clear “when the time which 

the worker sells is ended, and when his own begins.” (Marx 1967, 416, 

emphasis added) 

Some of the more compelling periods of U.S. and British history, and 

that of all capitalist societies, were the periods that saw the battle waged over 

the length of the working day. When Marx was writing Capital in the 1860s, 

British laborers were engaged in protracted and often bloody battles with 

owners over the conditions of work in virtually every industry. 

The most intense, and often quite violent, elements of the struggle be- 

tween capital and labor in the United States occurred roughly between 1865 
and 1920. For a vivid portrayal of this struggle, see the late Howard Zinn’s 
powerful book, A Peoples History of the United States, Chapters 10-15. Marx 
saw the battle over the length of the working day as an inevitable outcome 
of the capitalist mode of production, and focusing on the B—C part of the 

day made it obvious why this was the case. Both parties, owner and worker, 
have diametrically opposed needs: the former has strong incentives to keep 

the worker on the job as long as possible, while the latter will typically 

strongly prefer to make the workday shorter. 

Struggles over laws concerning the workday, along with a tangled forest 
of others that have sprung from the same soil, exist in all advanced capitalist 

countries. There have been unending political battles in the United States 

for the past sixty years over workplace safety, Social Security, unemployment 

compensation, minimum wages, welfare, international trade, monetary and 

fiscal policy—to name only a suggestive list of issues. 
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Once the length of the working day is fixed, the essential nature of the “con- 

tested terrain,” as economist Richard Edwards described the workplace, does 

not change. Surplus value remains the goal of owners, while high wages and 

good (if not easy) working conditions are the goals of workers. What's a poor 

owner to do? Consider again the working day, A——-B C. If “A———C” is 

limited by law to represent eight hours in total, and the owner wants the part 

of the day in which the workers produce surplus value, B C, to be as long 
as possible, what are ways to expand that part of the day? The answer must be 
to restructure work so that the laborer pays for the wage earlier in the day; or, 

in terms of the diagram, to restructure work so that “B moves to the left.” Marx 

called profits made by such changes relative surplus value, and distinguished 

them from profits made simply by lengthening the working day. 

Technological displacement of workers. Market competition and the hun- 

ger for surplus value always force owners to replace their workers with ma- 

chines when it is profitable to do so. Making workers more productive with 

better, faster machines means that they pay for their wage earlier in the day. 

Marx took up the issue of machinery at great length in Chapter 15 of 

Capital. Although his argument concerns British industrial capitalism in the 

19* century, his point remains relevant. He says this: 

[A] machine immediately becomes a competitor of the workman himself. 

The self-expansion of capital by means of machinery is thenceforward di- 

rectly proportional to the number of the workpeople, whose means of live- 

lihood have been destroyed by that machinery. The whole system of capital- 

ist production is based on the fact that the workman sells his labor-power 

as a commodity. Division of labor specializes this labor-power, by reducing 

it to skill in handling a particular tool. So soon as the handling of this tool 

becomes the work of a machine, then ... the workman becomes unsale- 

able....That portion of the working-class thus by machinery rendered su- 
perfluous, either goes to the wall in the unequal contest of the [other out- 

moded industries] or else floods all the more easily accessible branches of 

industry, swamps the labor market, and sinks the price of labor-power ... 
(Marx 1967, 405-6) 

Of course, this is the natural process by which technological unemploy- 
ment occurs in capitalism. As an example from our own capitalist world, as- 
sume a capitalist firm that can make 1,000 units of a commodity at an aver- 
age price of $1.00, with a process that uses one machine and 100 workers. 
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Then, a supplier drops by with news about a new machine which will allow 

the owner to produce the same 1,000 units but with only 50 workers and at 

a cost of $.80 per unit. Will the capitalist fire 50 of his workers? Almost cer- 

tainly, though he or she might first of all use the threat of the machine as a 

way to speed up the work and increase productivity that way. 
In the two preceding chapters, 13 and 14, Marx had demonstrated, as he 

had in The Communist Manifesto, a genuine appreciation for the ability of the 

bourgeoisie to develop technology rapidly enough to transform the world 

with a previously unprecedented breadth and speed. He remained commit- 

ted to the idea that machines could, in a mode of production designed for 

“free men,” deliver people from the drudgery that has been the lot of most of 

them throughout human history. Yet, with the emergence of a system whose 

central dynamic is the production of surplus value, the machine becomes the 
agent of the worker’s displacement, it promotes the exploitation of women 
and children, and, most horribly, it crushes workers between its moving 

wheels. Selected quotations from Chapter 15 will make his point. On the 

moral imperatives of capitalism and the machines, Marx wrote: 

In so far as machinery dispenses with muscular power, it becomes a means of 

employing laborers of slight muscular strength. ... The labor of women and 

children was, therefore, the first thing sought for by the capitalist who used 

machinery. (Marx 1967, 372) 

and: 

[Ml]achinery sweeps away every moral and natural restriction on the length of 

the working day. Hence, too, the economic paradox, that the most powerful 

instrument for shortening labor-time, becomes the most unfailing means for 

placing every moment of the laborer’s time and that of his family, at the dis- 

posal of the capitalist for the purpose of expanding the value of his capital. 

(Marx 1967, 385) 

Concerning dangers of the factory, Marx had this to say: 

[In the factory] every organ of sense is injured in an equal degree by artificial 

elevation of the temperature, by the dust laden atmosphere, by the deafening 

noise, not to mention danger to life and limb among the thickly crowded ma- 

chinery, which, with the regularity of the seasons, issues its list of the killed 

and wounded in the industrial battle. (Marx 1967, 401) 
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On this last point, Marx was writing about mid-19" century working con- 

ditions in Britain, rather than capitalism today. But we should not pre- 

sume his comments about safety are outdated. The April 2013 issue of the 

British Columbia Federationist, using data from the International Labor 

Organization, tells a bit of a horror story in describing the maiming and 

fatalities that workers on average must incur in order to get their wages. 

That story starts with the news that every day, 6,300 workers around the 

world die, and then goes on: 

Every year, workers suffer from 317 million work-related injuries. 

Every day, workers suffer from 870,000 work-related injuries. 

Every year, workers suffer from 160 million non-fatal occupational diseases. 

Every day, workers suffer from 440,000 non-fatal occupational diseases. 

Cutting wages. Let’s assume that the student from our earlier example is 

toiling away for $26,000 a year in a capitalist firm with one hundred work- 

ers, and then the owner decides to cut wages for all of them. Doing so would 

increase surplus value by moving the “B” part of the work day to the left, if 

we assume productivity doesn't change, because at a lower wage workers will 

provide enough extra value to pay for their wage earlier in the day. Will the 

workers accept these wage cuts like good soldiers? It depends, of course, and 

Marx made it clear he believed this battle over wages, like that over all the 

other conditions of work, would wax and wane. 

As an excellent example of this ongoing struggle between capital and la- 

bor over wages, for about 25 years after World War II, real wages for 

American workers (that is, wages after accounting for inflation) rose regu- 

larly. This was because of steadily rising productivity and because, with 

roughly one-third of the workforce unionized, including virtually all wage- 

earners in the big industries, labor unions had genuine collective power at 

the workplace and on the national political scene. However, for several rea- 
sons, including declining employment in the manufacturing sector, global- 
ization, and the intentional strategies of major capitalists to reduce the rate 
of unionization, labor’s power relative to bosses began to decline in the early 
1970s. Since then, the rate of unionization has fallen dramatically, from 
27.9% in 1970 to 11.1% in 2015. Now real wages for an hour’s work are 
lower for most workers than they were in 1972. The current generation of 
“bottom line” employers is no more cold-blooded than their counterparts 
from, say, 20 years, or 120 years ago. The difference is that the weakened po- 
litical power of workers allows the cold-bloodedness, ever lurking in capital- 
ism, to prevail where it could not in the 1950s when unions were powerful. 
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To put it another way, if we ask when employers try to lower the wages of 

their employees, the answer comes quickly to any of us: whenever they can 
get away with it. 

Speeding up the workplace. Consider again our student and her 99 fellow 
workers in the hypothetical capitalist firm. Let's say that this company provides 

consulting services to other firms.? Maybe fifty of its employees work with 

computers to keep information flowing through the office, or to keep tabs on 

costs; maybe the other fifty are outside the office consulting, drumming up cus- 
tomers, or hanging out when they can get away with it. How could the owner 

speed up the work of these hundred employees? Or, formulaically, how can he 

or she make them more productive and, by doing so, enlarge the B—C part of 

the workday? The owner could monitor the work of those fifty on the comput- 
ers, rank them according to their speed, and publicize the rankings. Or, the 

owner might devise ways to speed up the efforts of the outside workers by in- 

creasing the number of contacts they must make, or by transferring to them 

some of the computer work usually done in the office. When, we ask again, will 

the owners/managers speed up the work of employees? The answer, again, is: 

whenever they can get away with it. Further, given the nature of work in most 

capitalist firms, we can also predict when workers will not do the work their 
bosses want them to: whenever they can get away with it. 

Moving the production somewhere else. Another method by which owners 

try to enlarge the B—C part of the day is to seek out lower wages some- 

where else. Most of the shoes worn by Americans used to be made in mills 

in New England, produced by family-owned firms that dominated local 
economies but nonetheless provided relatively high wages and a good mea- 

sure of job security. Gradually, the plants were moved to the southern United 
States because wages were lower there and, stemming from the same condi- 

tions that generate low wages, there was a relative hostility to organized la- 

bor. But before long, producers were moving their mills further south to 

places like the Dominican Republic, where wages were even lower; then, the 

move was to Taiwan and South Korea. This quest for the lowest wages 

reached its nadir when the Nike Corporation moved its production to 

Indonesia, where in the early 1990s, its subcontractors hired young women 

to make Nike shoes for fourteen cents an hour. 

To sum up Marx’s arguments about “relative surplus value”: he showed 

that confining the length of the working day to a maximum number of 

hours did not change the essential dynamic of the capitalist mode of pro- 
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duction. It simply mandated that capitalists “intensify labor,” to use Marx's 

term, in order to maximize surplus value. Concretely, this meant cutting 

wages, speeding up work, replacing workers with machines, and marching 

around the globe in search of low-wage workers. 

The Industrial Reserve Army 
In Chapter 25 of Capital, Marx theorized about the horrific conditions 

endured by so much of the working class in Britain. His guides into this 

territory included dozens of reports of Parliamentary investigations, as 

well as Friedrich Engels, whose book The Condition of the Working Class in 

England (1844) had early on helped draw Marx's attention away from phi- 

losophy and toward political economy. In Chapter 25, Marx paid particu- 

lar attention to the nature of what we call “unemployment” and the rea- 

sons that it regularly occurs in capitalism. What distinguishes Marx’s 

treatment from current ones is in part the tone of his writing. Marx called 

those without jobs in capitalism “the industrial reserve army.” His words 

conjure complex images that present a far richer notion about workers 

without jobs than the abstract mainstream term “unemployment.” 

Consider the implications of Marx’s term. First, he uses a military meta- 

phor, “army,” reminding us that those without jobs are foot soldiers in 

some capitalist’s army and, like their counterparts in the real army, utterly 
at the mercy of the “generals” directing the struggle. More important, 

however, is the word “reserve,” which in Marx’s definition éarries crucial 

political and economic implications. “i 

The unemployed in Marx’s system are “in reserve” in the sense that capital- 

ists always need a pool of them in order to make surplus value. Consider an 

economic recession, where production and employment spiral down togeth- 

er, and the decline in each bringing about further declines in the other. The 

first workers to get the axe will typically be the last ones hired back, and they 
will be those considered the least skilled, least educated, least desirable for 

whatever reasons. If the contraction is great enough and long enough, an in- 

creasing number of those losing jobs will be more educated and experienced. 
We all know this, but Marx adds the emphasis that for capitalism to func- 

tion, these people must take their lumps, if not in silence, at least without 
posing a political threat. In other words, capitalism absolutely depends upon 
a class of people at the bottom who can be fired without explanation and 
who also are not able to organize resistance to the system that has tossed 
them out. Instead of resisting, capitalism demands that these workers gra- 
ciously blame their lot on themselves, rather than blame a production sys- 
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THE GLOBAL SURPLUS WORK FORCE 

As we described above, in the early 1980s corporations and governments under 

their influence ushered in the era of “neoliberalism.” Politicians in most nations 

produced new trade rules making it easier for multinational corporations to look 

abroad for investment outlets, low wages, and markets for their goods. It was an- 

other era justified by the claim that “free markets” allow “free enterprise” to spread 

“freedom” everywhere. The rush then and now for cheap wages is readily under- 

standable. In 2008, hourly wage rates, in U.S dollars, were 31 cents in Bangladesh, 

63 cents in India, $1.60 in China, and $35, or more, in the richest countries. Low- 

wage workers, around the world, are typically peasants driven from the land by 

the growing industrialization of agriculture, and into factories with starvation 

wages and few protections for workers. To be sure, the living standards of millions 

of workers in some “less developed countries” (LDCs) increased dramatically with 

the globalization of capital, but there were major costs, as we shall see. 
A principal consequence of the unleashing of multinational corporations 

was an enormous growth in the global “Surplus Work Force” (SWF). Some con- 

temporary Marxists, following Marx, see it as comprised of displaced rural work- 

ers, industrial workers replaced by machinery (such as robots), those workers in 

developed countries no longer able to compete with starvation wages abroad, 

and the vast pools of unemployed and underemployed labor in developing 

countries. They estimate the current SWF at between 1.5 and two billion people, 

most of them in China or India. Though the great majority still works the soil in 

some capacity, the expectation is that eventually they will be driven to the cit- 

ies by industrial agriculture and the spread of other industries to rural areas. 

This group still on the farms is what Marx, and contemporary Marxists, call the 

“stagnant” element of the SWF. 

While neoliberalism was helping to generate an immense increase in the 

world supply of labor, the world economy did not produce enough jobs to ab- 

sorb all the workers. Thus, wages were suppressed everywhere, leading to a 

huge impact on the welfare of U.S. workers. In 2011, their real weekly wages 

were $294, down from $342 in 1972; there has been a significant decline in real 

wages over a forty year period! The SWF, and the ongoing decline in the propor- 

tion of American workers in labor unions, also created a great increase in the 

share of the annual income grabbed by corporate owners and other rich peo- 

ple. From 1979 to 2007, the average income for a middle-class family increased 

by 40%, but that of the richest 1% of families increased by 275%. 

Scholars predict continued growth in the SWF as more countries are fully 

incorporated into the global capitalist system and as advances in robotics 

lead to large-scale substitution of machines for labor, suggesting for the 

U.S. economy more years of stagnant wages, more income inequality, anda 

government at every level that is increasingly bought and paid for by huge 

corporations. A look at the Communist Manifesto makes clear that, even as 

early as 1848, Marx was already predicting that globalized capitalism would 

produce these results. 
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tem that makes their unemployment necessary and predictable. Further, 

capitalist systems need the reserve army to hold down wages: a pool of un- 

employed, financially desperate workers reminds those who still have a job 

that they can easily be replaced if they make demands on their employers. 

And finally, the reserve army serves the needs of capitalism in times of eco- 

nomic growth. When the economy starts expanding, it won't grow for long 

unless there are people “in reserve” who can be absorbed back into the sys- 

tem. Naturally, the capitalists’ hope is that those in reserve will not have 

made themselves into a real army in the meantime. 

Throughout Capital, Marx fulminates and rages about the lot of workers 

in capitalism in between the lines of his dense theoretical arguments. It 

deeply provoked his moral outrage. Yet in mainstream economics, unem- 

ployment is considered either a short-term failure of the system or a long- 

term failure of hopeless individuals. The relationship between joblessness 

and the political system is also generally ignored because, as is usual in main- 

stream economics, politics and questions of power are cavalierly ignored. 

In our own time, there is an increasing focus on this unemployed army 

because it now includes over a billion people in what contemporary Marxists 

call the global “surplus work force.” As such it has become a crucial element 

in our understanding of the growing pressures on wage earners the world 

over (see box, p. 81). 

Social Classes 

The idea of the reserve army of the unemployed points to the fact of social 

classes in capitalism, about which Marx had much to say. One of the more in- 
triguing aspects of life in U.S. society is that those who shape opinions, in- 

cluding many professors, essentially deny the existence of social classes. Instead 
of concepts such as “working class” or “ruling classes,” they have substituted 

entirely different ideas and metaphors, such as “social status” or the “melting 
pot.” The “American Dream” anchors a mythical understanding of ourselves, 
and according to this fairy tale any child can make it to the top by trying hard 
enough. Those who actually have done so are paraded through our media and 
our history books as proof of typical experiences, though they are not that at 
all. Research debunks the myth with a crashing finality by showing that the 
best way to get to the top is to be born to parents already there. 

Marx wrote often about social class, both theoretically and through his ac- 
counts of key events of his times. However, his theory is quite undeveloped, and 
he never abandoned what he argued early on in the Manifesto—that society is 
ultimately divided into the two great camps of the bourgeoisie and the proletar- 
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iat. In his system, other classes were fated to extinction. One such class was the 

“petite bourgeoisie,” his term for small farmers, shopkeepers, craftspeople, and 

other owners of small individual or family business that do not hire wage labor- 

ers. He also referred to those truly outside the production system as the “lumpen- 
proletariat,” a term very close to the current idea of the “underclass.” Marx be- 
lieved that smaller firms would ultimately fail to compete with big firms and 
members of the petit bourgeoisie would be “hurled into the proletariat” along 

with all those intellectuals who did not end up as apologists for capitalism. 

Some later thinkers have criticized Marx’s division of society into two 

classes as overly simplistic. A crucial question arises: Who is truly a work- 
er, and who is not? Are supervisors workers? Are medical doctors? How 

about teachers in public schools, or in private schools? These are impor- 

tant questions, not always answered clearly by Marx’s choice to put ev- 

eryone into two warring groups. Yet, a two-part class system is not as su- 

perficial as it might seem. Consider U.S. society, where most of us work 

for wages or salaries in positions where the following conditions prevail: 

We do not control what we produce, how it is produced, or how it is 

priced; we have nothing to say about whether our workplace will be open 

tomorrow; we must take the wage offered us, even if it is not enough to 

live on (unless we can easily get another job or are part of a union that 

will collectively fight for higher pay). And, our labor is “divided” as a 

matter of course, and it will be sub-divided into ever-smaller tasks as 

long as it is profitable for owners to do so. If these are the conditions of 

your job, you are a worker in the Marxian version of the capitalist world. 

On the other hand, if you do have some control over these matters, you 

are a capitalist or a high-ranking official in a capitalist firm; that is, you 

are in the capitalist class. 

Without question, this classification is oversimplified. Owners of small 

firms typically have much less control over the market in which they operate 

than do the owners of large, powerful ones. And, there is an obvious differ- 

ence in the significant control over work held by the carpenter constructing 

a new room to a house and the gofer bringing the exact amount of water, 

nails, and wood the carpenter demands. Marx was aware of these differenc- 

es, and it isa complexity of the modern world that has led latter-day Marxists 
to construct variations on his themes, mostly by adding classes that don’t fit 
very neatly into any of his categories. For instance, Pat Walker's Between 
Capital and Labor (1978) describes a “professional managerial class” made 
up of professionals such as doctors, lawyers, academics, and others who have 

some control over their working environment but who do not typically hire 
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wage-laborers and earn surplus value. Other scholars have, in this same vein, 

tried to account for these “in between” classes. In their accounting for pro- 

fessionals, these theorists are not abandoning the Marxist framework but are 

trying to modernize it so that it remains a viable paradigm in which to think 

about modern capitalism. 

Implicit in Marx’s discussion about social class is the quite limited 

number of roles that can be played out in modes of production. As an 

example, presume that a youngster reads captivating books that make 

him or her want to bea shining knight, or a provincial duchess, or a har- 

dy English yeoman, or a Plains Indian warrior, or a pioneering woman 

ready to prove herself when pushed up against the rough elements of the 

weather (not to mention patriarchy), or the fair-minded leader of a 

workers’ council in a democratic socialist country. It is not possible to 

play these, or any number of other roles, if one resides in modern capi- 

talism, because you can only be an owner, a worker, a government ser- 

vant, or someone else inhabiting a role shaped by capitalism. And inside 

your role, you must play it to the hilt to survive: as an owner you must 

worship the bottom line, and as a worker you must obey the owner. This 

does not mean, of course, you have no agency—no free will—but as 

Marx put it so very well: 

Men [sic] make their own history, but they do not make it just as they please: 

they do not make it under circumstances chosen by themselves, but under 

circumstances directly encountered, given and transmitted from the past. The 

tradition of all the dead generations weighs like a nightmare on the brain of 

the living. (Marx and Engels 1978, 595) 

By placing people in social classes according to “their relationship to the 
means of production,” Marx introduced new language and a larger, more 
powerful theoretical framework. Discussions of social class continue to ig- 
nore Marx at a cost. As one economist, Teresa Amott, put it: 

No matter how far from Capital the debate [about social class in 
capitalism] has strayed, Marx’s original conceptions continue to define the 
shape and logic of the argument. In fact, one could argue that the burden of 
twentieth-century thought on class has been the task of rehabilitation, elabo- 

ration, deconstruction, and contestation of Marx’s original construction of 

class, that to criticize Marxist concepts of class, one must stand in the space 
that Marx cleared. (Amott 1996) 
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As Amott argues, though Marx did not himself give the same kind of full 

theoretical treatment to social class as did many other writers, he established 

the framework for a discussion about social classes in capitalism that contin- 

ues today. How could there not be social classes in our society when even 

children know that the people who own or control the businesses also own 

houses, cars, food, and clothes that are almost always better than those of 

the people who work for them? 

Other Economic Arguments about Capitalism 

Capital is a book of about seven hundred pages, and in it Marx covered sig- 

nificant territory in his analysis of capitalism. We have taken up those argu- 
ments that dominate the book and which remain most germane, even eye- 
opening, to readers in our own day. We have ignored some of his arguments 

because they do not have a great deal to say about our own world. Still oth- 

er claims Marx made do not merit much explanation in this kind of review, 

because they are now so commonly accepted. However, we will mention 

two of these latter arguments because they have a particular importance to 

Capital. We will also say a few words about Marx’s theory of revolution. 

Booms and busts. \n mainstream economics, John Maynard Keynes, as read- 

ers will see later, is generally considered to have founded the modern study of 

the business cycle in the mid-1930s. However, the history of economic 

thought is now rarely taught in graduate schools, and thus economists usually 

do not know that others, including Marx, had developed complex and persua- 

sive theories of the business cycle. One problem is that Marx scattered argu- 

ments about the instability of capitalism throughout all four volumes of 
Capital, and few readers have taken the time to compile and assess his claims. 

Marx’s arguments are also largely unknown to mainstream economists for ide- 

ological reasons, and, as we have pointed out, these economists have gradually 

come to ignore all that he wrote. Even though mainstream economists are 

rarely familiar with them, Marx made a series of strikingly modern arguments 
about the business cycle. One argument from Volume I] is this: 

The ultimate reason for all real crises [recessions/depressions] always remains 

the poverty and restricted consumption of the masses as opposed to the drive 

of capitalist production to [produce as much as possible]. (Marx 1981, 484) 

This idea, called “underconsumption,” which we introduced earlier, is 

central to most modern macroeconomic theories. In the second and 
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third volumes of Capital, Marx developed other intriguing theories of 

the business cycle. In one of them, Marx anticipated the ideas of Keynes 

in arguing that there is interdependency between the investment and 

consumption sectors of a capitalist economy. In Volume II, he showed 

with his usual logical consistency that overproduction in one of these 

economic sectors can produce a “realization” crisis, or what we call a re- 

cession or depression. It is only because British economists, who with 

Keynes developed modern macroeconomics, were not reading Marx that 

they did not see that much of their own work only extended what he had 

already written about. 

The centralization of capital. Marx was the first major social theorist to 

predict that capitalism would lead to a growing centralization of power in 

the hands of a few capitalists. By “centralization,” Marx meant what we 

call horizontal, vertical, and conglomerate mergers (firms merging, respec- 

tively, with one of their competitors, suppliers, or firms from a completely 

different industry). In Chapter 25 of Capital, Marx explained how the 

capitalists’ need to mechanize production would produce ever more costly 

machinery and buildings. These expensive new technologies would drive 

down costs, and smaller firms not able to buy the newest machinery would 

be driven out of business or gobbled up by the bigger ones. The financial 

industry, too, would verge toward centralization. Ultimately, these large 

financial and industrial firms would shape business regulations in capital- 

ist states to allow for more centralization in the future. Marx’s arguments 

on these matters are more interesting for their prescience than as new in- 

formation. Yet interestingly, Marx tied the centralization of capital to the 

eventual collapse of capitalism, because he thought that as monopolies 

grew in power, they would hurl more and more workers, and the owners 
of small firms, into an increasingly immiserated proletariat. The result, he 
predicted, would be unrest and then revolution. Does that language re- 
mind any readers of recent newspaper headlines or chatter by the pundits 
on television? 

The centralization and immiseration that Marx described have clearly 
been underway in most capitalist societies. For just one such effect, consider 
that of the immense Walmart chain. Its monopolization of retail sales has 
made it ever more difficult for Main Street merchants to compete with it. 
Walmart has two principal advantages over its smaller competitors: Its huge 
stores spread the overhead for each sale over hundreds of thousands of prod- 
ucts in the typical store. And Walmart directly purchases sizeable propor- 
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tions of the total output of such giants as Procter & Gamble. This gives it 

the market leverage to buy at volume prices considerably lower than those 
charged to smaller outlets. Direct purchases such as these immediately wipe 
out whole strata of small wholesalers and threaten all retailers that compete 

with the giants. Millions of small business owners, particularly those who 

are not highly educated or do not have professional skills, have been hurled 

into jobs with low pay and no control over their work. 

With Walmart, capitalism has come up with the perfect “surplus value” 

machine, and it has been the great pioneer in the box-store revolution. 

Likely the most prominent follower has been Amazon.com: It now marches 
across the globe sweeping away book stores and replacing employees who 

like to talk about books mostly with ones who only are allowed to move 

them from one place to another one. 

The theory of revolution. In a typically rousing rhetorical outburst in the 
next-to-last chapter of Capital, Marx predicted that capitalism was doomed 

and that it was but a matter of time before the capitalist “expropriators’— 

another of his terms for capitalists who extract surplus value—were them- 

selves “expropriated.” (715) Marx argued that booms and busts would grow 

increasingly tumultuous, each one leaving more small firms driven from the 

field and more workers in ever-greater misery. That tumult would eventu- 
ally lead to an overthrow of the capitalist class. That this has not happened 

is a testament to the resilience of capitalism and its great capacity to adapt to 

technological and political changes. Marx was aware of this adaptability, and 

in particular, he thought that in democratic capitalist societies workers 

might restructure the system and make it more “civilized” without over- 
throwing it. In his view, however, a “reformed” capitalism, with laws provid- 

ing improved working conditions and less income inequality would still be 

exploitative and workers would remain alienated. In this sense, efforts to re- 

form capitalism would simply prolong the oppression of the working class. 
To some degree, this is what happened in the capitalist welfare states in 
Northern Europe, as we shall see in the chapter on Sweden. 

Whether the workers of the world will ultimately “unite” and overthrow 
their oppressors remains to be seen. Capitalism continues to experience recur- 

ring crises that throw hundreds of millions of people out of work and to leave 

billions of people without enough to live on. Further, financial crises, such as 
the one that began in 2007, usher forth recessions or depressions and other 
destabilizing events and slow economic activity the world over. At what level 
of world unemployment would Marx's prediction about revolutionary up- 
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heaval come true? It remains to be seen. In fact, capitalist societies might reach 

a tipping point due to a growing level of unemployment around the world, 

especially if that problem were added to food shortages or other problems 

caused by global climate change. Probably the best way to consider with some 

clarity whether capitalism will last forever, or even for much longer, is to fa- 

miliarize yourself with current world events and then decide for yourself. 

The Moral Standing of Capitalism 

In the last six chapters of Capital, Marx took up a fundamental question: 

where does accumulated capital originate? He answered that it had begun 

with slavery and imperialism. The substance of his answer is embodied in 

his idea of what he called “primitive accumulation.” In Chapter 31, he pro- 

vides key historical examples: 

The discovery of gold and silver in America, the extirpation, enslavement and 

entombment in mines of the aboriginal population, the beginning of the 

conquest and looting of the East Indies, the turn of Africa into a warren for 

the commercial hunting of {black people], signalized the rosy dawn of the era 

of capitalist production. (Marx 1967, 703) 

These examples follow two chapters on the enclosure movements, par- 

ticularly in Britain starting in the 16‘ century and continuing up to 

Marx’s time. The first great producer of a “Surplus Work Force” in the cap- 

italist world was enclosure, a process by which the crown, the land barons, 

the church, and eventually the capitalists, seized for their own use vast 

stretches of land long used by peasants and the yeomanry to produce their 

livelihood. The effect was to drive most of this agricultural work force into 

the cities as vagabonds or wage laborers.‘ For British peasants whose liveli- 

hood was stolen, enclosure was brutality, and its example was a key one 

that led Marx to argue that capital originated in plunder and violence. 
Because wealth and power are passed down from generation to generation, 
this early pillaging remained the foundation of the distribution of wealth 

and power in Marx’s time. Later on in the chapter, Marx hurled forward 

this verbal thunder: 

If money, according to Augier [a Frenchman writing in 1842] “comes into 

the world with a congenital blood-stain on one cheek,” capital comes dripping 

from head to foot, from every pore, with blood and dirt. (Marx 1967, 760) 
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In these last six chapters, Marx made two interconnected claims. The first 

was that capitalism was born in pillage and murder, and the second was that 

it is a system of unremitting oppression and violence against working peo- 

ple. Do these claims have any merit as descriptions of modern capitalism? 
Was U.S. capitalism built on violence and plunder? Does it remain oppres- 

sive to the majority of the people who live in it? 

The answer, of course, depends on whom you ask. The history of the 
United States has received countless tellings, offering dramatically different 

answers to these questions. Were John D. Rockefeller and J.P. Morgan 

“robber-baron” criminals, as some historians have concluded? Or was their 

inexorable drive to accumulate profits and their need constantly to revolu- 

tionize the means of production the forces that brought modern industrial 

capitalism into being? Or were capitalists both plunderers and revolutionar- 

ies, as seems to be Marx's position? For those who adopt the benign merito- 

cratic view of capitalism, its inequalities of opportunity and outcome can be 

justified with the claim that it has always been an open system in which all 

who genuinely make the effort can rise to the top. This view is, without 

question, the dominant one in our times. 

Others, though, see things quite differently. They argue that central to 

modern capitalism are owners and managers who by definition live off sur- 

plus value produced by someone else; who must create mindless tasks for 

most of their workers; who must withhold loyalty to their workers; who 
must fire, or replace, or even harm their workers’ health, if doing so will in- 

crease their surplus value; and who must monitor their workers’ efforts to 

keep them on jobs which many hate. 

This is a language of force and oppression, and to a Marxist it is also the 

language of plunder and pillage. Surplus value, expropriated from the workers 
only because the capitalists control the productive system, is the means by 
which these owners build their fortunes, amass their political power, and 

dominate the capitalist world. And capitalists’ quest for surplus value requires 
them to do damage to everything in their path. Consider tobacco executives 

who kill their customers for surplus value; or Nike’s Phil Knight and Apple's 

Steven Jobs, who become billionaires by having thousands of foreign workers 

toil for poverty wages and under wretched conditions; or the countless chem- 

ical companies that have filled the air and water with poisons and have fueled 

global warming without pausing for a moment to consider the long-term con- 

sequences. Are such characters on the modern capitalist stage any different 
from the “blood-sucking werewolves” of Marx’s world? Like everything else, it 
depends on your point of view. 



Ill. CONCLUSION 

Marx was a prodigious writer, and this introduction is meant to urge readers 

to look into his work for themselves. Whereas we have tried to explain Marx's 

conception of history, and the basic ideas about capitalism advanced in the 

first volume of Capital, the other works of Marx and Engels contain thought- 

ful elaborations of their ideas, often in powerful and elegant language. 

If one wants to take on Capital, or some of Marx’s other more demand- 

ing texts, the best way to do so is in a college course or a reading group. On 

the other hand, much of what Marx and Engels wrote is quite accessible, 

and interested readers can certainly browse and read independently. Our 

readers should give Marx another chance and not listen to those who claim 

from the rooftops, “Marx is dead!” Quite frankly, that is a claim that could 

only be made by someone who has never read his works. 

SUGGESTIONS FOR FURTHER STUDY 

On YouTube. As an aid better to understanding Marx’s arguments, we rec- 

ommend presentations by two Marxist scholars, David Harvey and Richard 

Wolff. (Just search by author name.) For those interested especially in Marx's 

Capital, Vol. 1, we recommend Harvey's chapter-by-chapter analysis. 

Reading. There is an enormous volume of written material on Marx and 

Engels, and we would suggest that in searching for a particular item you 

might want first to check the Marx/Engels Internet Archive. In the case of 

the works cited below, some of which are in the Archive, there are many 

publishers of most of them. We have thus confined reference information to 

the initial publishing date of each one. 
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Thorstein Veblen and the Predatory Nature 

of Contemporary Capitalism 

INTRODUCTION 

horstein Veblen is another of the political 
economists whose theories of the economy 

diverge significantly from the standard neoclassi- 
cal (i.e., mainstream) analysis that is offered in 

standard economics textbooks. Veblen’s system 

of analysis has some similarities to that of Marx. 
Veblen treats the modern American economy as 

being dominated by business interests and inher- 
ently prone to cyclical crises, rather than resem- 

bling the mythical, perfectly competitive world 

created by Adam Smith. Veblen also makes conscious use of learning from the 

other social sciences in order to analyze the factors that he thought to be most 
important for understanding the economy—economic and social change. 

Before we proceed, let’s dismiss one of the common complaints about 
Veblen: his unique writing style. Critics of Veblen, and even many of his ad- 

mirers, characterize much of his writing as irony, and some dismiss his work 

as humorous satire. As one example, a famous passage from Veblen examines 
the role of habit in human thought processes. In this passage, Veblen ob- 
serves that the “patriotic spirit” is less the product of individualistic rational 
choice by citizens of a given country than the result of inculcation of certain 
feelings of sentiment and loyalty by our peers and national institutions. In 
other words, according to Veblen, most of us arguably gain a feeling of na- 
tional pride from living our lives in a particular country or region, but that 

pride is derived not from a careful comparison of the relative costs and ben- 
efits of living in our own country and a rational assessment of the relevant 

93 
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institutions and government apparatus, but instead from our tendency to be 

loyal to and fond of our own home country just because we know it best: 

The patriotic spirit, or tie of nationalism, is evidently of the nature of habit. ... 

More particularly is it a matter of habit...what particular national establishment a 

given human subject will become attached to on reaching what is called “years of 

discretion” and so becoming a patriotic citizen. The analogy of the clam may not 

be convincing, but it may at least serve to suggest what may be the share played 

by habituation in the matter of national attachment. The young clam, after hav- 

ing passed the free-swimming phase of his life, as well as the period of attachment 

to the person of a carp or similar fish, drops to the bottom and attaches himself 

loosely in the place and station in life to which he has been led; and he loyally 

sticks to his particular patch of oose [sic] and sand through good fortune and evil. 

It is, under Providence, something of a fortuitous matter where the given clam 

shall find a resting place for the sole of his feet, but it is also, after all, “his own, his 

native land” etc. It lies in the nature of a clam to attach himself after this fashion, 

loosely, to the bottom where he finds a living, and he would not be a “good clam 

and true” if he failed to do so; but the particular spot for which he forms this at- 

tachment is not of the essence of the case. At least, so they say. “It may be, as good 

men appear to believe or know, that all men of sound, or at least those of average, 

mind will necessarily be of a patriotic temper.” (Veblen 1998, 134-135) 

Veblen’s writing was often characterized by such subtle sarcasm, but the sar- 

casm masked cogent and important analysis. To quote his most famous stu- 

dent, Wesley Clair Mitchell, “there [was] always an aura of playfulness about 

his attitude toward his own work in marked contrast to the deadly seriousness 

of most economists.” (Quoted in Galbraith 1972, v) The humor sometimes 

employed by Veblen may have softened his message somewhat. As John 
Kenneth Galbraith put it in his introduction to a 1972 reissue of The Theory 
of the Leisure Class, “That Marx was an enemy whose venom was to be re- 
turned in kind, capitalists did not doubt. But not Veblen. The American rich 
never quite understood what he was about—or what he was doing to them.” 

As we will see, Veblen coined a number of phrases well-known to us today: 
phrases such as “conspicuous consumption,” and “leisure class,” and “captains 
of industry.” These were not mere clever turns of phrase, but rather theoretical 
concepts as central to his system of analysis as concepts such as self-interest 
and profit-maximization are to neoclassical analysis. To understand the im- 
portance of conspicuous consumption or to see the role played by the captains 
of industry, we will situate those terms within his system of analysis. 
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THE ROOTS OF VEBLEN’S UNDERSTANDING OF THE ECONOMY 

Veblen was a careful observer of the changes taking place in the United States 

economy at the beginning of the twentieth century and an innovating econo- 

mist who specialized in studying economic change. Many of Veblen’s views of 

the economy were conditioned by his father’s experience as a farmer in 

Minnesota contending with the changing economy of the post-Civil War 

United States. In the early 1870s, Midwestern farmers had taken advantage of 

new agricultural technologies to improve wheat processing and, in turn, to ex- 

pand their production. As you learn when you study the operations of com- 

petitive markets, a bumper crop causes a rightward shift in the supply curve 

that tends to lower prices—a good thing for consumers, but not necessarily 

for farmers. Indeed, lower prices led to falling incomes and economic misfor- 

tune for many farmers. Farmers attributed their financial woes to the groups 

who seemed to be prospering. To quote Joseph Dorfman, biographer of 

Veblen, farmers reacted with a “wave of bitterness against the business inter- 

ests...from the country-store trader and banker to the railroad company.” 

(Dorfman 1961, 14) Fellow Minnesotan and chief lecturer for the Grange, 

Ignatius Donnelly, lamented in 1873: “Could the ordinary man retain his 

economic independence, or must he become the wage slave of the possessor 

of great wealth?” (quoted in Dorfman 1961, 16) 

Midwestern farmers believed themselves to be victimized by several catego- 

ries of villains: the railroad tycoons who raised their rates and made it costlier 

for them to ship their produce to the East, the bankers who advanced loans to 

them and then demanded payment even when falling prices destroyed the 
farmers’ profits, the jobbers or wholesalers who bought the farmers’ produce 

at low prices and resold these products at higher prices. To the typical farmer, 

it appeared that he was doing all the productive work and losing money while 
the railroads, middlemen, and financiers were profiting at his expense. Yet the 
decisions of the railroads, middlemen, and financiers, at a remove from the 

farmers and workers, dictated the economic fortunes of the actual production 

workers. Below we will explore this distinction between what Veblen called 

“pecuniary” and “industrial” activities in more depth. 

Veblen also examined other conflicts which he thought were central to the 

pace and direction of economic change. For Veblen, the conflict between sci- 

entific or “matter-of-fact” thinking and superstitious or animistic thinking 
explained the often slow pace of change in our increasingly technological so- 

ciety. According to Veblen, past-binding thinking locked society into habit- 

ual ways of thinking and being. Even today we can find examples, ranging 
from persistent superstitions about Friday the thirteenth, to the persistent 
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gender and racial stereotypes that hinder women and minorities from rising 

to the top of corporate hierarchies or earning salaries comparable to their 

white male counterparts. In the same way, we can see the conflict between 

what Veblen once referred to as “imbecile institutions” (his term for past- 

binding behavior) and the logic of the.machine process, his metaphor for 

modern production techniques. This conflict, in Veblen’s view, could impede 

technology's path and even alter its beneficent consequences. In one obvious 

example, the modern school year in the United States still includes a three- 

month summer break, even though that summer break no longer serves its 

original purpose, which was to free children to work on family farms during 

the busy summer growing season. As a result, U.S. children attend school on 

average two fewer months during the year than Japanese children. 

VEBLEN’S EVOLUTIONARY ANALYSIS 

Veblen, like many early economists, was first trained in philosophy, so he 

took great pains to examine the philosophical foundations of the received 

economics of his day. He found that those foundations were outmoded for 
understanding the kind of economics emerging in the twentieth century. 

Mainstream economics then and now relied on the philosophical underpin- 

nings of natural law that swept social science thinking in the late eighteenth 

century. This was the period during which Adam Smith wrote the Wealth of 
Nations. Smith and other early classical economists were influenced by the 

work of Isaac Newton, and they described the social world in the same terms 
that physical scientists used to describe the physical world. The physical uni- 
verse was seen as an immense clock set into motion by a Divine Clockmaker, 

and the social universe was seen to be similarly well organized and mechan- 

ically ordered. Just as the Newtonian laws of physics kept the physical world 

operating in orderly fashion, the “natural” economic laws of the market- 
place would channel the self-interested actions of human beings toward mu- 

tually beneficial outcomes for all. The natural order of the social universe 

was believed to be a system of free markets, with humans free to consume 

and to work as they pleased, but controlled, if not by the Divine Clockmaker, 
then by his close counterpart, the “invisible hand.” Adam Smith developed 

this metaphor to describe the impersonal market forces which he and his 

followers believed regulated the economy, a natural regulator that precluded 
intervention by earthly (government) regulators. 

The Newtonian worldview led economists to see a world that was for the 

most part fixed and immutable. To quote David Hamilton, these early econ- 

omists assumed that “the social order of their day was the natural product of 
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sufficient reason and therefore fixed.” (Hamilton 1991, 22) Most economic 

historians agree that Adam Smith’s England in 1776 did in fact resemble the 

microeconomic model of perfect competition, even though large joint-stock 

companies dominated much of England’s international trade. (Heilbroner 

1999)' Hence Smith could justifiably construct a model of a perfectly com- 

petitive economy, where many small producers competed and self-interest 

alone sufficed to maintain social order and to produce the maximum eco- 

nomic welfare for all members of society. Influenced by the natural law tra- 

dition in philosophy, Smith also assumed that the economic world had 

reached its ideal form with the flourishing of competition in late eighteenth 

century England. Analysis of change was deemed irrelevant, because the 

“classical” economists believed they were describing the archetypal econom- 

ic system that would henceforth prevail always and everywhere. In such a 

world, analysis of economic change could be restricted to analysis of the 

temporary movements away from competitive market equilibrium. The 

main question to be answered, then, was: When demand rises for one prod- 

uct or falls for another product, how will the market reach a new equilibri- 

um price and quantity? 

Veblen argued that an evolutionary model was more useful for understand- 
ing the economy that was emerging at the end of the nineteenth century. 

Writing one hundred years after Smith, and observing the economic changes 

that had so concerned Marx, Veblen, like Marx, declared that the social universe 

was not fixed and immutable. Indeed, Smith had described a transitory epoch, 

according to Veblen. Writing in an age in which a Darwinian model of evolu- 

tion was being adopted in the biological sciences and imitated in some of the 

social sciences, Veblen adopted an evolutionary model to explain the cumula- 

tive causation and constant change that he observed.* Indeed, during the period 

that Veblen wrote most of his major works, 1898 to 1923, evidence abounded 

that economic and social change was a permanent feature of the economy. New 

technologies allowed for mass production of goods and services, transforming 
industries that may have once conformed to Smith’s model of atomistic compe- 

tition, into industries now dominated by a few large multinational firms. 

Moreover, a huge wave of mergers and acquisitions at the turn of the 20" cen- 

tury created huge national and multinational business firms that dominated 

their industries and transformed the nature of competition. The economists 

who clung to Smith’s theories and applied them to the greatly changed econo- 

my of the late nineteenth century assumed that the natural order of the world 

(in the form of placid price competition) would quickly restore Adam Smith's 

ideal economy. 
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Veblen’s use of the Darwinian approach did not mean that Veblen believed 

in survival of the fittest, despite the fact that Veblen actually studied under 

William Graham Sumner, one of the architects of social Darwinism. Veblen 

took from Darwin and Sumner a different scientific method, “which studies 

humanity in its process of continuous adaptation to both its social and natural 
environment and which sees the conditions of human existence as subject to 

ceaseless change.” (Tilman 1993, xxvi) It is not survival of the fittest that is 

relevant to understanding economic and social change, but rather the sim- 

ple fact of evolution as adaptation of past practices to modern circumstanc- 

es, which may or may not represent progressive change. As a simple exam- 

ple, the modern practice of men wearing ties—a non-utilitarian adornment 

that fits tightly around the neck of most men who move in professional cir- 

cles—for important social or professional occasions, dates to an era where 

men used their ties or cravats to wipe their faces while eating. Over time, ties 

evolved into the quintessential symbol of the gentleman of business, even 

though the modern businessman would no sooner wipe his face on an ex- 

pensive silk tie than he would appear in public with a cheerful checked nap- 

kin wrapped around his neck. Less obviously, perhaps, but more important- 

ly, Veblen observed that the nature of the work performed by entrepreneurs, 

or to use his word, “undertakers,” also evolved considerably as large multi- 

national firms came to dominate the U.S. economy. Businesspeople in the 

mid-nineteenth century conducted the financial and managerial affairs of 

their businesses, but also spent time on the shop floor working alongside 

their cwn workers. Thus they had constant exposure to the working condi- 

tions of the average production worker. By the end of the nineteenth cen- 

tury, the undertakers had become “captains” of industry and finance who 
managed their operations for their own pecuniary gain rather than to meet 
the needs of the community, and absented themselves from direct involve- 

ment in the daily efforts of their employees. 

THE LEISURE CLASS 

To understand why Veblen, and other heterodox economists after him, saw 
analysis of economic change from an evolutionary approach as crucial to under- 
standing the dynamics of any economic system, we will look at his most impor- 
tant economic ideas in their appropriate context. Veblen wrote at a time when 
many social scientists (but few economists) were beginning to use evolutionary 
narratives to examine social phenomena. Veblen began his analysis of the econ- 
omy with the concept of the “leisure class” which he singled out as “an econom- 
ic factor in modern life.” He presented this in his most famous book, The Theory 
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of the Leisure Class, which set forth many of the basic concepts of his analytical 

system, and made explicit use of his evolutionary understanding of the modern 
economy. The book was written as the excesses of the Gilded Age of the late 

nineteenth century began to reveal themselves in the form of the lavish enter- 

tainments and opulent mansions enjoyed by the wealthy capitalists of the era. 

However, Veblen began his analysis not with these wealthy robber barons, but 
with the feudal cultures of Japan and medieval Europe, because he believed that 

modern economic behavior had evolved slowly from those beginnings. In 
Veblen’s view, any accurate social-science analysis had to carefully unearth the 
long historical roots of our modern institutions. (Lerner 1976, 22) 

A common theme ran through economic history, according to Veblen: 

“Wherever the institution of private property is found, even in slightly devel- 

oped form, the economic process bears the character of a struggle between 

men for the possession of goods.” (Veblen 1973, 34) The word “struggle” con- 

veys Veblen’s view of competition—not merely placid price competition of 

the sort described by Smith, but the “slash and burn” competition more com- 

mon in our modern business landscape. Veblen also recognized that property 

had held a dual role throughout history: one economic, one symbolic. 

In that struggle for subsistence, according to Veblen, there has always been 

a “warrior” or “leisure class” and a “menial” or “productive class.” This taxon- 

omy is similar to the class distinctions made by Marx. The leisure class first 
emerged in early hunter-gatherer societies. Veblen defined this group as the 

class of persons exempt from menial labor and for whom the “honorable em- 

ployments” of hunting were reserved. (Veblen 1973, 21) In these early cul- 
tures, the gender division of labor between men and women was strictly ob- 

served: the men hunting for food, the women gathering and farming and 

preparing the food. Both sets of activities were, of course, equally indispens- 
able to economic survival, but not equally honored.’ The hunters constituted 

the first leisure class: “in [the hunter's] own eyes, he is not a laborer, and he is 

not to be classed with the women in this respect; nor is his work to be classed 

with the women’s drudgery, as labor or industry.” (Veblen 1973, 23) 

Over time, the leisure class came to include the entire class of persons who 

were exempt from the more routine and menial tasks necessary for economic 

survival; the leisure class was not exempt from all work of any kind, but was 

instead exempt from menial labor. These invidious distinctions between dif- 
ferent lines of work have persisted over time, Veblen insisted, meaning that 

our modern ranking of methods of making a living is rooted in our deep an- 
thropological past. While a modern industrial economy no longer depends on 
a class of hunters to provide a large portion of society's means of subsistence, 
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the higher honor accorded those engaged in “predatory” pursuits has endured, 

and the low repute accorded those engaged in actual productive work has also 

persisted. The modern day robber barons were, in Veblen's analysis, the eco- 

nomic descendants of the warring nobles of medieval Europe and the warrior 

class of Japan, struggling not against nature or against other clans for control 

over land and property, but against other robber barons for control of their in- 

dustries. We can see similar struggles today. The U.S. governments antitrust 

trial against Microsoft in the 1990s exposed Bill Gates’ ruthless tactics to in- 

crease use of Microsoft’s Internet Explorer (IE) and prevent new competition 

from threatening its monopoly, such as forcing computer manufacturers to 

install IE on their computers or withholding Windows from manufacturers 

who were building competing operating systems. Similarly, when faced with 
foreign competition in the 1970s, the U.S. auto industry used its political 

clout to lobby for protectionist measures, and ignored the emerging demand 

for quality small cars because they were not sufficiently profitable in the eyes 

of the Big Three. It is evident to all industry observers that the bankruptcies of 

GM and Chrysler in 2009 originated not in the spike in oil prices that pre- 

ceded these actions three years earlier, but in the several decades worth of de- 

cisions to manufacture large gas guzzlers and to lag behind in the best technol- 

ogy that finally caught up with these famous brands. 

In the Veblenian system, then, the modern leisure class consists of those 

whose ownership of wealth and whose control of the means of production 
permits them to engage in the same kind of relentless competition and pred- 

atory activity carried out by their barbarian forefathers, and more impor- 

tantly, to be exempt from the menial jobs performed by ordinary workers. 

Modern leisure-class activities include investment banking, corporate law, 

management, and other activities undertaken by those concerned mainly 

with “conversion of goods and persons to [their] own ends, and a callous 

disregard of the feelings and wishes of others, and of the remoter effects of 

his actions.” (Dorfman 1961, 184) The modern menial class thus consists of 

those who are not owners of property and thus must work for someone else 

to obtain wages or salaries. 

For Veblen, the leisure class was also the wealthy class, and that too has his- 

torical precedents. In ancient cultures, Veblen believed that wealth came to be 

equated with social status: as he argued, “possession of wealth confers honor.” 

(Veblen 1973, 35) Initially, wealth consisted of the booty dragged back from 
wars with neighboring clans or nations; the items seized, be they treasures or 

slaves, were the spoils of battle and therefore served as a verypublic sign of phys- 
ical prowess. Possession of wealth came to represent “a trophy of successes scored 
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in the game of ownership carried on between the members of the group.” 

(Veblen 1973, 36-7) Over time, mere possession of wealth came to confer repu- 

tability on the possessor, as if the wealth itself signified the superior strength of 

the leader of the household. By the late nineteenth century, as Veblen was con- 

structing his theories, robber barons such as Rockefeller, Vanderbilt, and 

Morgan were considered both successful and honorable largely because they 
were wealthy, despite their destructive and often dishonorable business practic- 

es. Moreover, ownership of property came over time to be seen as an indication 

of the prowess of the owner. With wealth thus equated to esteem, humans 

strove to emulate and surpass the wealth of their neighbors. Veblen concluded, 

“[It becomes indispensable to accumulate, to acquire property, in order to re- 

tain one’s good name....A certain standard of wealth in one case, and of prowess 

in the other, is a necessary condition of reputability, and anything in excess of 

this normal amount is meritorious.” (Veblen 1973, 37-8) 

CONSPICUOUS CONSUMPTION 

Of course, mere possession of wealth does not confer upon the possessor an 

honorific position in society unless the rest of society perceives that wealth. 

Therefore, the wealthy must engage in “conspicuous consumption.” 

Conspicuous consumption was an important element of Veblen’s under- 

standing of human behavior. To quote Veblen at length on this point: 

The quasi-peaceable gentleman of leisure [by which Veblen means the modern 

robber baron ‘descended’ from the early warrior], then, not only consumes of 

the stuff of life beyond the minimum required for subsistence and physical efh- 

ciency, but his consumption also undergoes a specialization as regards the 

quality of the goods consumed. He consumes freely and of the best, in food, 

drink, narcotics, shelter, services, ornaments, apparel, weapons and accoutre- 

ments, amusements, amulets, and idols or divinities. ... Since the consumption 

of these more excellent goods is an evidence to wealth, it becomes honorific; 

and conversely, the failure to consume in due quantity and quality becomes a 

mark of inferiority and demerit. (Veblen 1973, 64) 

Conspicuous consumption is the way the wealthy demonstrate their 

wealth, and thus their success in war—or in business. By purchasing the 
finest houses, autos, suits and shoes—all visible and public signs of f- 

nancial success—they gain the respect and admiration of their peers and 
subordinates. Today, the BMW parked outside the office, the Armani 
suit for everyday wear, and the Kate Spade handbag slung casually across 



102 INTRODUCTION TO POLITICAL ECONOMY 

a shoulder, tell the casual onlooker that the owner is a successful (i.e., 

wealthy) person. 

Veblen referred to this as “conspicuous waste” because, “in order to effectu- 

ally mend the consumer's good fame, [a conspicuous expenditure] must be an 

expenditure of superfluities.” (Veblen 1973, 77) Those expenditures are “trace- 
able to the habit of making an invidious pecuniary comparison’—to demon- 
strate the level of income and wealth held by the conspicuous consumer. (Veblen 

1973, 79) In other words, the Lexus owner would be as ably transported around 

town by a Ford, or the Mercedes SUV owner would have his or her needs just 

as efficiently and dependably met by a Chevy truck. The point of making an ex- 
pensive purchase is precisely to demonstrate to those who cannot afford the 

Lexus or the Mercedes the superior social status of the conspicuous consumer. 

Robert Frank recounted, in his book, Luxury Fever, how some “nouveau” 

millionaires in both Silicon Valley and suburban Chicago have demolished large 

modern homes, valued in the hundreds of thousands of dollars, so they could 
build even larger homes on the same sites to suit their elevated social status. As 

one new executive for America Online declared, the “scraper” that he razed “was 

definitely livable. I just wanted something bigger.” (Frank 1999, 28-39) 

While luxury SUVs or demolition of perfectly good homes carried on by 
the wealthy may be obvious examples of waste, Veblen even disparaged 

those forms of conspicuous waste that were practiced on a daily basis. 

Conspicuous waste in his view was anything that did not contribute to a 

“fuller unfolding of human life.” (Veblen 1973, 94) For instance, Veblen ar- 

gued that our tendency to prefer hand-wrought items to machine-made 

goods was based on the honorific status imparted by the costlier, hand-made 

item. In other words, our preference for a hand-crafted spoon over an ordi- 

nary spoon found in a typical diner was not based on the beauty of the 
hand-crafted item, but rather “a gratification of our sense of costliness mas- 
querading under the name of beauty.” (Veblen 1973, 79) Veblen himself was 
reported to have once received as a gift an expensive brooch from a woman 
student who had become alarmed at his habitual use of a safety pin to hold 
together his jacket. When presented with the gift, Veblen simply chided, 
“You haven't listened to a word I have said all semester.” (Dorfman 1973) 

PECUNIARY EMULATION 

Mainstream economic theory has long taught that consumers make pur- 
chases based on rational assessment of the intrinsic utility of the item in 
question. Veblen rejected that analysis as excessively simplistic in one of 
his most famous paragraphs: 
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The hedonistic conception of man is that of a lightning calculator of pleasures 

and pains, who oscillates like a homogeneous globule of desire of happiness 

under the impulse of stimuli that shift him about the area, but leave him in- 

tact. He has neither antecedent or consequent....Self-imposed in elemental 

space, he spins symmetrically about his own spiritual axis, until the parallelo- 

gram of forces bears down upon him, whereupon he follows the line of the 

resultant. When the force of the impact is spent, he comes to rest, a self-con- 

tained globule of desire as before. (Veblen 1919, 75) 

The mainstream theory of consumer choice reduces all of the complex pro- 
cesses and influences involved in human consumption to a simple and overtly 
rational choice. The mainstream preconception is that products generate utility, 

e.g., that the smoker derives utility from consumption of his or her cigarette and 

has weighed the obvious costs of smoking against the benefits. Consumer tastes 

and preferences are then taken as given, with the relative price being the main 

factor that causes consumers to buy more or less of some commodity, such as 

cigarettes or shoes. Veblen recognized that this approach ignored the myriad so- 

cial influences on consumption: advertising, peer pressure, the symbolic nature 

of commodities in a consumerist culture, and many other external influences. 

In particular, Veblen argued that mainstream economics ignored a powerful 
motive for consumption, the motive of pecuniary emulation: the imitation of 

the spending habits of our peers and those above us on the social ladder. As 

Veblen argued, “Goods are produced and consumed as a means to the fuller un- 

folding of human life....But the human proclivity to emulation has seized upon 

consumption of goods as a means to our invidious comparison.” (Veblen 1973, 
94) Consumption decisions are driven by the need to fit in with our peers or, in 

popular parlance, to keep up with the Joneses. Again, to quote Veblen: 

[T]he standard of expenditure which commonly guides our efforts is not the 

average, ordinary expenditure already achieved; it is an ideal of consumption 

that lies just beyond our reach.... The motive is emulation—the stimulus of an 

invidious comparison which prompts us to outdo those with whom we are in 

the habit of classing ourselves...each class envies and emulates the class next 

above it in the social scale, while it rarely compares itself with those below or 

with those who are considerably in advance. (Veblen 1973, 81) 

Veblen thought that this “propensity for emulation” was among the 

strongest economic motives. Juliet Schor confirms that this motive still 

dominates in our modern era in her 1998 book, The Overspent American. 
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The ubiquitous “visible logo” —be it the Nike swoosh, the Hilfiger label, or 

even the Starbucks name on a disposable paper cup—tells observers that the 

purchaser has bought the real deal. (Schor 1998, 46) One nationwide poll 

of women revealed that half of the respondents participated in status buy- 

ing, with 80% of the respondents—a percentage that would not have sur- 

prised Veblen at all—admitting that purchases were more often based on 

the designer label than on the intrinsic quality of the goods. 

Veblen’s argument that conspicuous consumption and pecuniary emulation 

are the driving forces behind much of the consumption we observe in capital- 

ism is persuasive. But Veblen should not be interpreted as condemning indi- 

viduals who engage in these behaviors. This is true for two reasons. First, hu- 

man beings are social beings and we cannot help but to emulate much of the 

behavior of those around us, and in fact, to try to outdo others. (Lerner 1976, 

24) Second, and perhaps more importantly, pecuniary emulation, or our emu- 

lation of the spending habits of our peers and those above us on the social lad- 

der, takes place in a context of capitalism. In capitalism, social status is heavily 

tied to income and wealth, and is demonstrated visibly by the accoutrements 

of wealth—fancy clothes, luxury cars, and stately houses. To maintain our sta- 

tus in our desired communities, we endlessly strive to “keep up with the 

Joneses.” Imagine for a minute the businessperson who arrived at an important 

meeting in a polyester suit, wearing coke-bottle glasses and carrying papers in 

a plastic shopping bag rather than in an expensive leather briefcase. Would he 

or she be given the same attention at that meeting, or receive promotions in 

due course? Similarly, the student who wanted to join the most popular soror- 

ity or fraternity on campus, but showed up for rush events in rumpled sweats 

and dirty sneakers would most likely be hastened out the door. While both in- 

dividuals might have much of substance to contribute, their outward appear- 
ance would signal their desired peers that they just wouldn’ fit in. 

As we have seen, Veblen’s analysis of personal consumption in capitalist soci- 

eties is essentially that consumers are human beings influenced strongly by the 

ethos and practices of the social order in which they live. That is, to the question 

of how consumers behave, the answer is, at least in large part: “It depends on 

where they are and the leisure class they are trying to emulate.” This conclusion 

is at odds with the assumption in mainstream economics—discussed in Chapter 

1—that human beings in all societies during all of history have maximized joys 
from buying things, exercising unwavering rationality. Fortunately, in recent 
years there has emerged a school of thought to the side of the mainstream called 
“behavioral economics” (see box, pp. 101-102). It is clear that its proponents are 
treading on a path worn first by Veblen, whether they know it or not. 
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BEHAVIORAL ECONOMICS: A New View of Human Decision-Making 

The emerging field of behavioral economics has provided a promising alterna- 

tive to the standard mainstream economic theory of rationality as it pertains to 

human decision-making. It is noteworthy that the two pioneering figures in the 

field, Daniel Kahneman and Amos Tversky, were trained in psychology rather 

than economics. In his recent best-seller, Thinking Fast and Slow, Kahneman de- 

scribed his reaction to his first exposure to the rational economic agent: [Upon 

reading that] “[t]he agent of economic theory is rational, selfish, and his tastes 

do not change/! was astonished .... To a psychologist, it is evident that humans 

are neither fully rational nor completely selfish, and that their tastes are any- 

thing but stable” (Kahneman 2011, 269). 

In his book, Kahneman describes how he and Tversky began their foray into 

the psychology of economic behavior through an examination of risky deci- 

sion-making, but eliminated the standard assumption of rationality. The result 

was their first article together, “Prospect Theory: An Analysis of Decision under 

Risk,’ in which they found that individuals will likely react more intensively to 

potential losses than to potential gains (Kahneman 2003, 164), outcomes that 

in a purely utilitarian and rationalistic sense should be weighed equally. Other 

insights deriving from these first forays include the finding that most individu- 

als in the real world tend to vaiue expected financial outcomes more highly 

than they assess the less obvious—but equally significant—opportunity costs. 

One such study examined why New York cab drivers tend to work fewer hours 

on rainy days when they could presumably reap many extra fares from pedes- 

trians seeking refuge from the precipitation (cited in Kahneman 2003, 164). In 

standard economic theory, rational utility-maximizing cab drivers should 

choose to work fewer hours on sunny days, then make up for the income fore- 

gone by working longer hours on rainy days. However, the study in question 

(Camerer, et al., cited in Tetlock 2002, 95) found that cab drivers typically set a 

target income for the day which obliges them to work extra hours on sunny 

days, but allows them to knock off early on rainy days when their services are in 

such demand. This may explain why it is so hard to find a cab in bad weather! 

Kahneman and Tversksy’s pioneering 1979 article was submitted to 

Econometrica, rather than to a psychology journal, so as to initiate a dialogue 

with their fellow social scientists. From this early work has come a burgeoning 

field of behavioral economics, including behavioral microeconomics, behavior- 

al finance, and related fields such as neuro-economics, where neuroscientists 

examine actual brain activity as individuals make decisions. Matthew Rabin’s 

important 1998 review of the behavioral economics literature lists some in- 

sights from psychology that have been incorporated into behavioral econom- 

ics models, including: the dependence of individual utility on past consump- 

tion or expected future consumption rather than on an assessment of a neutral 
state of consumption; the tendency toward “status quo biases,"i.e., the tenden- 

cy of humans to prefer their current known but perhaps unsatisfactory circum- 

stances over potential future gains that are likely to be accompanied by other 

future losses; and the role of fairness and altruism as they affect our assessment 
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of the outcomes of both market and non-market exchanges. For example, a be- 

havioral economics model could demonstrate that cutting an employee's wage 

would be seen by these employees as unfair, even if such an outcome could be 

construed as optimal for the firm (Kahneman 2003, 165). 

This debate over rationality is more than just a theoretical academic discourse 

between economists and psychologists. It has already had real policy implica- 

tions. The assumption that humans are rational and always able to maximize their 

utility has influenced many of our policy makers in recent years, particularly those 

influenced by the Chicago School of economics, to favor market solutions to all 

sorts of problems. As Kahneman recounts, “faith in human rationality is closely 

linked to an ideology in which it is unnecessary and even immoral to protect peo- 

ple against their choices. Rational people should be free, and they should be re- 

sponsible for taking care of themselves” (Kahneman 2011, 411). In other words, 

some libertarian social policies are derived at least in part from the principle that 

citizens are rational, or at least that they ought to be. On that basis, many policy 

makers have argued, for example, for the government to replace its traditional so- 

cial insurance programs with health savings accounts or individual retirement ac- 

counts so as to empower individuals to make better choices. 

Kahneman and some other behavioral economists, given their skepticism 

about the rational actor, advocate a kind of “libertarian paternalism,’ as he calls 

it. Along these lines, Cass Sunstein and Richard Thaler argue, in their book 

Nudge, that the state has an important role in framing decisions for individuals 

so as to “nudge” them in the right direction. The Sunstein/Thaler approach rec- 

ognizes the high likelihood of loss-aversion behavior; and their ideas have been 

incorporated into real-world policy prescriptions, e.g., automatic enrollment in 

pension plans, less misleading labeling of foods, and more accurate MPG infor- 

mation for new cars (Kahneman 2011, 372, 414-415), which either make the so- 

cially desirable decision the default decision for individuals or provide better 

“choice architectures” for decision-making by consumers. Kahneman concludes 

his book by quite reasonably asserting that, unlike the idealized rational actor 

in mainstream economics, humans “need protections from others who deliber- 

ately exploit their weaknesses” (Kahneman 2011, 413). In bringing his and oth- 

ers’ insights about the human psyche to economics, Kahneman has opened a 

useful dialogue that may one day unify rather than divide the social sciences in 
their explorations of the myriad facets of human behavior. 
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