Understanding " Classical" Economics:

A Reply to Mark Blaug

Heinz D. Kurz and Neri Salvadori

Knowing as | do how much we are influenced by taking a particular view of a
subject, and how difficult it is to destroy a train of ideas which have long
followed each other in the mind, | will not say | amright ..., and thereforeiit is
possible that five years hence | may think as you do on the subject, but at
present | do not see the least probability of such a change for every renewed
consideration of the question confirms me in the opinion which | have long
held.

Ricardo to Malthus in a letter dated 29 November 1820
(Ricardo, Works, val. VIII: 311)

1. Introduction

In a paper published in HOPE Mark Blaug has put forward a criticd assessment of Piero
Sraffds interpretation of the classcd economigts. He entitled his paper "Misunderstanding
Classcd Economics The Sraffian Interpretation of the Surplus Approach” (Blaug 1999; in the
following dl isolated pages given refer to this paper). Blaug's essay is essentidly a review
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aticle commenting on the literature ingpired by Sraffas contribution, including some of our
works (cf. Kurz and Salvadori 1995, 1998a, 1998b).1

Since dements of the uneasiness with the interpretation of "the old classcd economists from
Adam Smith to Ricardo" (Sraffa, 1960, p. v) under consideration appear to be shared by
severd higtorians of economic thought, Blaug's review article offers a welcome opportunity to
discuss the matters in dispute. We engage in this debate in the hope and expectation that the
differences of opinion may gradudly be narrowed and a better understanding of the specificity
and fecundity of the analyss of the classca economists emerge. Since the problems dedlt with
are both important and complex, it appears to be a prerequisite to a fruitful exchange to
supress any inclination to polemics and chegp rhetoric. Setting aside a few instances, we read
Blaug's paper as an invitation to discuss the mattersin dispute as scholars should discuss them:
soberly and with a quest for truth. In this reply we ded only with those objections of Blaug
that directly concern our writings or points of view shared by us. The emphass will be on the
classcd gpproach to the theory of income ditribution and relative prices.

Blaug's expodtion is organized around two methodologicd issues the digtinction between
rationa and higtorica recongtructions, on the one hand, and the "core-periphery” metaphor,
on the other. Sections 2 and 3 of the present paper are devoted to short discussions of these
concepts. Section 4 deals with another preliminary question, thet is, the role of anaytica rigor
in the classcd economids. In this section we chdlenge Blaug's fird main objection to the
interpretation we endorse, namey, that the formdization of the classcd approach to the
theory of vaue and digtribution and the concern with the consstency of an argument amount
to "derile formdism®. In the following sections we turn to the substance of his criticiam.
Section 5 prepares the ground by summarizing what we consider to be the logica structure of
the classicd gpproach to the theory of vaue and distribution. Section 6 addresses Blaug's
second main objection which is that the Sraffian interpretation fundamentally distorts the red
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Blaug informs the reader that "everything in this article | have said before (Blaug 1987)
but gpparently to no purpose, because Sraffian writers have smply ignored my
objections’ (p. 216, fn. 2). Later in his paper, in the context of a discussion of Ricardo's
search for an "invariable measure of value' and its reationship with Sraffals concept of
the "Standard commodity”, he admits however: "l sad exactly that in 1987 (Blaug
1987, 157). ... Kurz and Salvadori (1998b, 144-45) criticize me, quite rightly, for
suggesting that Sraffas [S]tandard commodity makes prices independent of ditribution,
which is logicdly impossble snce the dandard commodity is only a particular
numeraire" (p. 227, fn. 11). For a careful critical scrutiny of Blaug's views on Sreffa,
see especidly Steedman (1975, 1995); see also Salvadori (1977).



concerns of the dlassicd economigts. In the light of the evidence put forward from the writings
of the classicd authorst it is shown that this criticism cannot be sustained. Section 7 scrutinizes
Blaug's dternative characterization of the "core' of classca economics and, ironicaly, shows
that he arrives a essentidly the same view of the logicd structure of the classica gpproach to
the theory of value and distribution as Sraffa. Section 8 contains some concluding remarks.

2. " Rational" versus" historical reconstruction”

Blaug defines rational reconstruction as "the tendency to view history as a relentless march
of progress from past errors to present truths' (p. 213); and historical reconstruction asan
attempt "to recover the ideas of past thinkers in terms that they, and their contemporaries,
would have recognized as a more or less faithful description of what they had set out to do”
(ibid.).2 His discusson culminaes in the maxim: "l vote for historica recongtructions as the
only legitimate occupation of historians of economic thought" (p. 214; emphas's added).

A definition as such cannot be true or false, but it can be useful or not. There are clear
indications that Blaug's two definitions are not very useful. As regards the latter, Blaug Stresses
repeetedly that there is no such thing as a purdy historica recongtruction of past thinkers. In
one place he writes "I admit that faithful historica recongructions are literally impossible and
that, of course, every new departure in modern economics leads to an inevitable tendency to
congtruct a historica pedigree" (p. 232). Therefore he is bound to contradict his above
maxim. He dates that there is "a perfectly legitimate role for rationd recongtructions' (p.
214; emphass added); he even admits that there are "rationa reconstructions [thet] are vadid
higoricd recongructions’ (ibid.), dthough there are only "very few" of them. Clearly,
according to his definitions this is impossble a "rationa recongtruction” cannot a the same
time be an "higtoricd recongruction”. Blaug does not use his definitions in a consstent manner
and quickly distances himsdf from the maxim he proposes.

Quite different definitions can be obtained by consulting a well known paper by Lakatos
(1971b) on the "Higtory of science and its rationd recongtruction”. In this paper Lakatos first
discusses four theories of the rationaity of scientific progress and shows how each of them
provides a theoretica framework for the rationa recongtruction of the history of science. A
rationa recongtruction makes clams about the history of theories or anaytica gpproaches to
certan problems by focusng on how this history should have happened if the scientists had

2 It is not cler how Blaug thinks it could ever be known what "past thinkers' would
recognize as "fathful” interpretations of their works?



been wdl-informed of the reevant developments, and had been perfectly honest and
intdlectualy acute. 1t makes empirical clams, that is, dams that can (and should) be
checked by the actual sequence of events, which is the task of an historical reconstruction.
These clams happen to be inspired by a normative heuristics. The task of an hitorica

recongruction therefore involves scrutinizing whether earlier formulations of a theory have
indeed been superseded by later ones because of their superiority or because of other reasons
(induding poalitico-ideological ones). Pargphrasing the first sentence of Lakatoss essay, which
is a pargphrase of a famous dictum by Kant, it could be said that "Economic theory without
history of economic thought is empty; history of economic thought without economic theory is
blind". In Lakatos's words:

Each rationa reconstruction produces some characteristic pattern of
rationa growth of scientific knowledge. But dl of these normative
reconstructions may have to be supplemented by empirical externd
theories to explain the resdua nonrationd factors. The higory of
science is dways richer than its rationd recongruction. But rational
reconstruction or internal history is primary, external history only
secondary, since the most important problems of external history
are defined by internal history. (Lakatos 1971b, 118; emphases in the
origind)

Lakatos added: "Whatever problem the historian of [economic thought] wishes to solve, he
has first to recongtruct the rdevant section of the growth of objective scientific knowledge,
thet is, the rlevant section of 'internd history'. Asit has been shown, what congtitutes for him
internd history, depends on his [economic theory], whether he is aware of this fact or not"
(ibid., where we replaced "science" by "economic thought” and "philosophy™ by "economic
theory"). And laer: "Internd higory is not just a selection of methodologicdly interpreted
facts: it may be, on occasions, their radically improved version” (ibid., 119).3

We inggt with Blaug that historians of economic thought ought to apply the higtorical method
with rigor. However, that method includes what in the introduction to our book we caled
"rationa recongtruction” (see Kurz and Salvadori, 1998b, 1). We used the concept in a way
that was inspired by Lakatoss disquisition.

I

The second part of Lakatoss essay is devoted to showing that as dl scientific theories
function as higtoriographica theories, a the same time they can be criticized by
criticizing the rational hitorical reconstructions to which they lead. But this part need not
concern us here.



We should like to add the following observations. Firdt, the ideas put forward by an author
are generdly neither independent of what earlier and contemporary authors said or wrote nor
are they without impact on the ideas of later authors. Ricardo tried to rectify views of Smith he
consdered erroneous and to solve problems Smith had left unsolved. Ricardo's analyss was
the background againgt which John Stuart Mill and Karl Marx wrote; and so on. The history
of economic thought is essentidly a history aout continuities and discontinuities in economic
andyds over time. This requires rationd recongructions of the emergence, development,

graduad transformation and occasondly the disgppearance of ideas and concepts. It is
ggnificant that Blaug's main work on the subject caries the titte Economic Theory in

Retrospect (Blaug [1962] 1997). The book abounds with rationa reconstructions (in the
sense of Lakatos), and for good reasons.

Secondly, the process of the adoption of ideas and concepts of earlier authorsis generdly
sdective and there is hardly ever an adoption which does not aso involve some adaptation.
Therefore, we were puzzled to see Mark Blaug on the one hand enumerate severa themesin
Smith, Ricardo or Marx which play no role or only a smdl one in our reconstruction, and on
the other hand accuse us of paying more attention to some themes than the authors mentioned.
Andytical progress presupposes sdection. We contend that every historian of economic
thought, Blaug included, will in his or her interpretation of past authors proceed selectively. It
samply does not make much sense to give dl the problems an author was concerned with the
same weight as he or she did.

Third, al contemporary readers of earlier authors are socidized in terms of some modern
theory. This may be an effective hindrance to undersanding some earlier authors, especidly if
the reader cannot refrain from seeing their works too narrowly through the lens of such a
theory. The history of economic thought abounds with examples which provide badly
distorted pictures of the contributions of earlier authors because of what we may for short call
the triumph of modernity over the past. However, this need not be the case. It dl depends on
how meticulous the interpreter is and on how the modern theory under consideration relates to
the earlier conceptudizations. A modern theory which shares a amilar outlook on certain
phenomena but provides a more correct and sophisticated conceptudization of their
interrelation may turn out to be a powerful tool of interpretation, because it alows one to see
and understand in some earlier authors what otherwise could not have been seen and
understood. We interpret Blaug in this sense when he cdls the "Seffian" rationd
recongruction "illuminating, ... capable of affording a springboard for a wholly new style of
long-run equilibrium theorizing” (p. 214), "ingenious’ (p. 218), "ingenious and even griking"
(p. 219), and writes that "the core/periphery distinction is perfectly defensble for a rationd
recongtruction of classcd economics' and "will stand" as such (p. 232). By comparing the
literature before and after 1951 there is no doubt that Sraffas interpretation has rekindled the



professon's interest in the classical authors and has greatly enhanced our understanding of
their achievements.

3. The" core-periphery" metaphor

Blaug appears to have been decealved by the "core-periphery” metaphor. Garegnani (1984),
to whom Blaug refersin this context, did not use the word "periphery”. He rather distinguished
between a "core' of classcd andyss, that is, the theory of vaue and digtribution, which is
developed in terms of a variant of data (a)-(d) (see below, Section 5), and what is "outside
the core’. His basic idea, which appears to be smilar to Ricardo's digtinction between two
gpheres of economic analyss (see Section 4), is the following: "The multiplicity of these
influences [outsde the core] and ther variability according to circumstances was in fact
understood to miake it impossible to reconduct them to necessary quantitative relations like
those, studied in the 'core, between digtributive variables and relative prices and between
outputs or techniques and the dependent distributive variables and prices’ (Garegnani 1984,
297; emphasis in the origind). Hence, Garegnani's distinction concerns relations that can be
formulated in precise, quantitative terms, on the one hand, and those that cannot, on the other.
Blaug, on the contrary, interprets the metaphor as involving a totdly different distinction,
namely between what is important and what is not. He attacks the concept of the core against
the background of his very different distinction and accuses Sraffian authors of regarding as
unimportant or less important what in some classicd authors was conddered important or
very important4 Obvioudy, in order for a criticism of Garegnani's idea of the core to be
pertinent it would have to be shown that the classca economigs hed the view that what
according to Garegnani belongs outsde the core can dso be formulated in precise,
quantitative terms, or what liesin the core cannot. Alas, Blaug does not even make an attempt
in thisdirection.®

4 Blaug contends that "To his credit, [Garegnani], done among dl Sraffian interpreters,
denies that the core is somehow superior to or more sgnificant than the periphery ...,
but that is merdy a fal-safe rhetorical device' (pp. 231-2). Yet he provides no
evidence in support of ether propostion. We should like to add that we never used the
metaphor of the "core'.
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Perhaps Blaug's misreading of Garegnani's concept of "corée" is due to him projecting
onto it some of the meaning the word "core' has n Imre Lakatoss philosophy of
science. (See Lakatos 1978a; for Blaug's view on Lakatos, see Blaug 1980.) Within



4. Different spheresof analysisin classical economics and therole of formalization

Blaug conjectures that the content of the classcd theory of vadue and didribution is
unavoidably betrayed by modern formulaions of it because of the latter's concern with
andytica rigor and mathematica formdization. In one place he objects to our efforts in this
regard: "they amply cannot concelve of andyticd rigor except in modern terms’ (p. 233, fn.
13). Asagaing thisit should suffice to recdl the untiring efforts of Ricardo and his followersto
elaborate a coherent theory of value and distribution. As a contemporary noted, Ricardo
"meets you upon every subject that he has studied with a mind made up, and opinionsin the
nature of mathematicd truths' (Ricardo, Works, val. V: 152, fn. 2; emphagis in the origind).
And in aletter to James Mill of 1 January 1821 Ricardo specified his own point of view vis-a-
vis Mdthuss explicitly as follows "Politicd Economy he says is not a drict stience like
mathematics, and therefore he thinks he may use words in a vague way, sometimes attaching
one meaning to them, sometimes another and quite different. No proposition can surely be
more absurd" (Ricardo, Works, val. VIII: 331; emphass added).

Agang this background the mathematical form of an argument in itsdf can hardly be taken as
involving a breek with the classca authors and especidly Ricardo. Nor does it imply, as
Blaug contends, "read[ing] Smith and Ricardo and Marx through Warasantinted glasses’ (p.
229). To dasdfy Sraffas counting of equations and unknowns as "pure Waras' (ibid.)
mistakes the mathematical form of an argument for its substance. Blaug puts forward the
following warning: "to pursue ruthlesdy the god of a watertight, mathematicdly consstent
theory of price determination is to fdl into the type of serile formdiam that has characterized
generd equilibrium theory in its modern Arrow-Debreu form” (ibid.). A formalism is a
formalism. Its qualification as "sterile" presupposes forming a judgement on the
economic content conveyed by means of the formalism.

We now come to the crux of the matter. Ricardo, as we have seen, was definitedy and
pogtively in favour of andyticd rigour and mahematicd precison in his "most favourite
subject”: politicd economy. Does this mean that he thought that economic laws could
indiscriminately be established like mathematicd truths with regard to all spheres of socio-
economic life? The answer is clearly no. Indirect evidence is provided in the Principles where
there is a driking contragt, in terms of whether drict, quantitatively knowable relations can be
postulated, between the analysis of a given economic sysem and the ditributive variables

Lakatoss system, the "hard core" of a research programme is a set of propositions
which are preserved from refutation. These propositions generate various theories.



and relative prices pertaining to it (see, in particular, chapter 1), on the one hand, and
Ricardo's probing into the problem of economic change (see, for example, chapter XX1), on
the other. However, there is dso some direct evidence available showing that Ricardo
digtinguished between different spheres of economic anadlysis and the capability of the theorist
to establish economic laws within them. In his letter to Mdthus of 9 October 1820 Ricardo
took issue with the latter's definition of the subject and wrote:

Politicd Economy you think is an enquiry into the nature and causes of
wedth — | think it should rather be caled an enquiry into thelavswhich
determine the divison of the produce of industry amongst the classes
who concur in its formation. No law can be laid down respecting
guantity, but a tolerably correct one can be laid down respecting
proportions. Every day | am more satidfied that the former enquiry is
van and deusve, and the latter only the true objects of the science.
(Works, vol. VIII, 278-9; emphasis added)®

No law can be laid down respecting quantity. In Ricardo's writings this is especidly
reflected by the fact that when discussng the dependence of rdative prices on income
digtribution, Ricardo proceeded in terms of given output proportions, setting aside any
responses of outputs to changes in relative prices. This does not mean that in Ricardo's view
there are no such responses or rather interactions between prices, outputs and income
digribution. It only means that there is no reason to presume that the theorist can expect to
find generd laws expressng ther interrdations, as they are podtulated, for example, in
neoclasscd demand functions. The economist smply cannot avoid studying the historica
particulars of an economic change — whether it is predominantly due to the introduction of a
new method of production and whether this affects the system of production as awhole or is

lio>

Malthus replied on 26 October 1820: "With regard to your new definition of the objects
of Politicdl Economy, | own it gppears to me very confined. ... In the same manner
when you rgect the congderation of demand and supply in the price of commodities
and refer only to the means of supply, you appear to me to look only a haf of your
subject” (ibid., 286). To this Ricardo responded on 24 November: "I do not dispute ...
the influence of demand on the price of corn and on the price of dl other things [the
reference is obvioudy to "market prices'], but supply follows close a its heds, and
soon takes the power of regulating prices [the reference is obvioudy to "naturd price’]
in his own hands, and in regulating it he is determined by cost of production. |

acknowledge the intervals on which you o exclusvey dwell, but ill they are only
intervas’ (ibid., 302).



confined to a single indugtry only; or whether it is due to the introduction of an entirely new
kind of commodity; or whether it is due to the exhaugtion of some naturd resources; etc.
Increasing returns to scade that turn out to be externd to each industry or group of industries,
asin Smith's discussion of the divison of labour, for example, are a case highlighting Ricardo's
"no law respecting quantities' dictum: how could one ascertain a priori the evolution of

quantities and prices? There are Smply no demand functions that could be known by the
theorigt. This is admitted by Blaug, who even contends "that Ricardo had no theory of how
the level of output is determined” (p. 223). Then follows the adjunct: "But then neither did any
other premodern economist” (ibid.). This must not be read as implying tha "modern
economigts' are possessed of atheory of outputs in conditions of an ever degper divison of

labor and the product and process innovations that come with it neoclasscad demand theory
presupposes given and unchanging "preferences’ in deriving demand functions, however,

preferences will certainly not remain unaffected by these changes. Even "modern” economics
has little to say about how thiswill be the case.

Things are different as regards proportions, Ricardo maintained.” Here "a tolerably correct
law" can be lad down and has in fact been lad down by him. An important aspect of this
concerns the fact that, given the system of production (or technique) in use, once the red
wage is known, the rate of profits is determined, with arise in the former involving afdl in the
latter and vice versa (see, in paticular, Ricardo, Works, val. Il: 61-2). This andytica
discovery by Ricardo has been acclamed by virtudly dl hisinterpreters; Blaug ([1962] 1997,
96) spoke of Ricardo's "fundamentd theorem of digtribution”. Interestingly, in the context of
discussng this "theorem” Blaug showed a pronounced concern with the problem of the
internd condgtency of Ricardo's argument and explicitly had recourse to a mode (by Luigi
Paginetti) in order "to spell out Ricardo's meaning in mathematicd terms’ (ibid., 97).
Incidentdly, in that model the rate of profits and the price of cornin terms of gold at any given
moment of time are precisely determined on the badis of (a smplified verson of) the set of
data (a)-(d) discussed in the next section. Hence, there there might gppear to be a
contradiction between Blaug (1999) and Blaug ([1962] 1997). In Section 7 we shall see that
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What is meant by "proportions’ in the present context is darified in afamous passagein
the preface of the Principles: "But in different stages of society, the proportions of the
whole produce of the earth which will be dlotted to each of these classes, under the
names of rent, profit, and wages, will be essentidly different. ... To determine the laws
which regulate this digribution, is the principa problem in Politicd Economy™ (Works,
val. I: 5).



any such contradiction is more gpparent than real, however, as is Blaug's criticism of our
contributions8

5. The" classical" approach tothetheory of value and distribution

The reader will find not one passage in our writings to support Blaug's contention that we
interpret the classcd authors as holding that what in their gpproach to the problem of vaue
and didribution are consgdered independent variables (see "datd' (a)-(d) below) are
"determined outside their theoretical system” (p. 228, with reference to the wage rate). On the
contrary, he will encounter passages maintaining the opposite;

the concern of the classca economigts from Adam Smith to David
Ricardo was the laws governing the emerging capitaist economy,
characterized by wage labour, an increasingly sophisticated division of
labour, the co-ordination of economic activity via a sysem of
interdependent markets in which transactions are mediated through
money, and rapid technica, organizationd and inditutiond change. In
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A misunderganding of Blaug's needs to be cleared up. He makes a mockery of
regarding as "a sacrosanct firs sep” in rigorous andys's "the counting of equations and
unknowns to check how many variables we need to take as data'. He adds. "Marshdl
knew better, he kept his generd equilibrium theory in an gppendix and employed the
ceteris paribus method of partid equilibrium to practice substantive economics' (p.
230). Marshdll, of course, did not know better. When he resorted to his method of
partid equilibrium of sngle markets, he reduced the number of unknowns to two: the
guantity and the price of the good under consideration. In order to determine these
unknowns he needed two independent equations which he thought he could provide by
congructing a"demand function” and a"supply function”. The prices and quantities of dl
other goods he took as given and congtant, independently of what happened on the
single market under consderation. Therefore, as regards the requirements to be
sdtisfied in order to get a determinate solution there is no difference a dl between
Marshdl's theory and some less partia equilibrium theories. However, as Sraffa (1925,
1926) showed, Marshdl's partid equilibrium method cannot be applied other than in
exceedingly specia cases (see dso the next section). What Blaug cdls "subgtantive
economics' may smply be wrong.
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short, they were concerned with an economic system in motion. (Kurz
and Salvadori, 1998b, 3)°

We added that "the attention focused on the factors affecting the pace a which capitd
accumulates and the economy expands and how the growing socia product is shared out
between the different classes of society: workers, capitdists and landowners' (ibid.).

This concern of the dlassca economigts with an economic system incessantly in travall has
never been denied by us or any of the "Sraffian” authors, let done Sraffa himsdlf, to whom
Blaug refersin his paper. We are dso not aware tha any of the scholars mentioned, including
us, has ever advocated the view that in the classcd authors the problem of the dynamism of
the modern economy, its growth and structura change, is extraneous to the economic theory
they elaborated. Hence the problem is not whether these "dynamic” issues were a part and
parcd of classcad economic theory — of course they were — but rather how the classicd
economigts dedt with them. Thisisthe crucid question to which we have to turn.

The ingenious device of the classicd authors to see through the highly complex system in
motion consged in diginguishing between the "market” or actud vaues of the rdevant
variables, in particular the prices of commodities and the rates of remuneration of primary
inputs (labour and land), on the one hand, and "naturd” or norma vaues on the other. The
former were taken to reflect dl kinds of influences, many of an accidental or temporary
nature, wheress the latter were conceived of as expressing the persastent, nonaccidental and
non-temporary factors governing the economic system. The "gravitation" of market vaues to
their naturd levels was seen as the result of the self-seeking behaviour of agents and especidly
of the profit-seeking actions of producers. In conditions of free competition, that is, the
absence of dgnificant and lasting barriers to entry and exit from al markets, the case with

ko

See dso Kurz and Salvadori (1999a), where we dedl, inter alia, with the theories of
accumulation and growth of Smith, Ricardo, Torrens and Marx. Thereit is stressed vis-
a-vis the so-cdled "new" growth theory that classicd growth theory in generd and
Smith's in particular are theories of endogenous growth. In Smith's discusson of the
divison of labour the evolution of technology and the growth of labour productivity are
insolubly intertwined with the accumulation of capitd. Therefore it came asasurpriseto
us that Blaug could write of his reason to deplore an "utter indifference of Sraffian
interpreters to the opening three chapters of the Wealth of Nations on the divison of
labor, a subject they never discuss or even mention” (p. 220). Anyone with access to
the books written or edited by us and quoted by Blaug may confirm that this is Smply
not true.

11



which the classicd authors were primarily concerned, profit seeking necessarily involves cost
minimization.10 Hence their attention focused on what may be caled cost-minimizing
systems of production.

The method of andys's adopted by the classca economigts is known as the method of long-
period positions of the economy. Any such position is the Stuation towards which the system
is teken to gravitate, given the fundamentd forces a work in the particular historical Stuation
under consderaion. In conditions of free competition the resulting long-period postion is
characterized by a uniform rate of profits (subject perhgps to persstent inter-industry
differentids), uniform rates of remuneration for each particular kind of primary input, and
prices that are assumed not to change between the beginning of the uniform period of
production (usudly a year) and its end. While the cdassicd economigs put forward an
argument in support of the supposed gravitation of market values around their naturd leves,
thelr argument cannot, of course, replace a proper dynamic theory, not least because there
are paticular difficulties of which the earlier authors were not aware. Nevertheless the long-
period method is gill recognized nowadays as an important tool of andyssil Andyzing
economic change and development in these terms then involves a short cut: the adjustment
process to any such position is for smplicity taken for granted.

(S

Blaug contends that "Kurz and Salvadori (1998b, 16, 53) refer to 'free or perfect
competition' as if it were the same thing" (p. 230). The reader will search in vain for
evidence in support of this contention on the pages given. We are aware tha the two
concepts are radicdly different, in particular that the classcad concept does not define
the market form and thus compstition in terms of the number of agents operating on
each sgde of the market. See again, for example, the subject index of our 1995 book
and especidly Chapter 1 of it on "Free competition and long-period positions'. Blaug's
dam that "We read ... Kurz, Salvadori ... in vain looking for so much as areference to
the classicd conception of competition™ (p. 230) is contradicted by the facts.

=

As Edwin Burmegter pointed out recently: "It is natura to try to answer the easest
questions firg, and it is much easer to sudy economies in a 'long-period equilibrium’
than ones in which the rate of profit is not uniform and is changing over time. Very little
is known about the properties of such more redistic economies ... and even the little
that is known usudly is only about specid and quite unredistic cases (such as the one-
good case). Almost nothing is known about the dynamic behavior of the more complex
modes' (Burmeister 1996, 1345-6).
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In his paper Blaug dresses repeatedly that classcd economics is characterized by "a
particular theory of vaue and digtribution” (p. 233), which is different from the neoclasscd
demand and supply theory. In our brief summary of what we consider to ke the sdient
features of this theory we shall pay specid attention to the contribution of Ricardo.

According to Ricardo the study of the laws governing the digtribution of income involved (i)
isolating the factors determining that didribution in a given place and time and (ii)
investigating the causes of changesin these factors over time. Ricardo, we takeit, isolated the
following factors:

(@ Thesat of technicd dternatives from which cost-minimizing producers can choose.

(b) The dze and compostion of the socid product, reflecting the needs and wants of the
members of the different classes of society and the requirements of reproduction and
capitd accumulation.

(o Theruling red wage rate(s).

(d) The quantities of different qudities of land available and the known stocks of
depletable resources, such as minerd deposits.

Nobody familiar with Ricardo's writings can deny that to him the actud dtate of technicd

knowledge in a given Stuation condtituted a main factor determining the levels of the rate of
profits and the rent rates. For instance, when discussing the tendency of the rate of profits to
fdl, Ricardo started from the assumption of a given technical knowledge and then added that
this tendency "is happily checked at repeated intervas by the improvementsin machinery ... as
well as by discoveriesin the science of agriculture’ (Works, vol. I: 120). Nobody familiar with
Ricardo's writings can deny that to him essentidly the same applied with regard to the levels of
tota output, because with diminishing returns in agriculture and mining it matters whether little
or much corn is to be produced and little or much ore to be extracted, given the information
summarized in (d). As Ricardo stressed: "The exchangeable vaue of all commodities, whether
they be manufactured, or the produce of the mines, or the produce of land, is dways
regulated ... by the most unfavorable circumstances, the most unfavorable under which the
quantity of produce required, renders it necessary to carry on the production” (Works, val.
I: 73; emphases added). Nobody familiar with Ricardo's writings will deny that in his view the
rate of profits depends on the level of the red wage rate(s) (see, for example, the evidence
provided in Kurz and Savadori 1995, 472-3; see dso Section 6 below). And, most
important, unlike his contemporary Mdthus and the later margindist authors, Ricardo did not
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conceive of the red wage rate (and thus the rate of profits) as determined in terms of demand
and supply (see above, Section 4).12

Ricardo singled out these factors as the dominant ones determining the rate of profits, the
rates of rent and "naturd” prices in a given place and time However, a the same time he
saw the above independent variables as contaning the key to the problem of the long-run
development of income digtribution, that is, which long-run course the rate and share of profits
would take, and what would happen to the rates of rent on the different qudities of renewable
and depletable natura resources, the overdl share of rents and rdative prices. In his anadyss
of cgpitd accumulation and of different forms of technicd change Ricardo emphasized the
interaction of the independent variables among themselves and of them and the dependent
variables. As regards the firg kind of interactions, think, for example, of capital accumulation
which would entail risng leves of output of many commodities and fdling levels of some other
commodities due to the gradua exhaustion of certain natural resources, that is, an endogenous
change in a least some of the independent variables summarized under (b) and (d). As
Ricardo stressed, a swift accumulation of capitd might adso tend to raise the red wage rate
and thus affect (c). A change in wages might then have an impact on the chosen methods of
production and the composition of output. Recall, for example, the chapter "On Machinery",
added to the third edition of the Principles, in which Ricardo stressed: "Machinery and |abour
are in congtant competition, and the former can frequently not be employed until labour [i.e.
the wage] rises’ Works, val. |: 395). As regards the second kind of interactions, Ricardo
focused attention on the prime mover of economic growth and structura change: technologica
progress. Blaug (p. 219-20) rightly refers to Ricardo's discusson of different forms of
agriculturd improvements and of machinery (Works, val. |: ch. II, 79-84, and ch. XXX1).13

(¥

It isinteresting to note that some early margindist authors gpparently had less difficulties
than some present-day commentators to see that the classca economistsin fact sarted
from the set of data (a)- (d) when determining the rate of profits and relative prices. See,
for example, William Stanley Jevons ([1871] 1965, 268-9), Léon Walras ([1874]
1954, part VI, lessons 38-40) and Knut Wicksell ([1893] 1954, 34-40), who provide
some indirect evidence in support of the interpretation given here. In particular, these
authors were clear that in determining the rate of profits Ricardo took the quantities of
output and the red wage rate as given, and criticized him for this, because according to
thar fundamentaly different theory quantities and prices (including the didributive
variables) had to be determined Smultaneoudy.

[

For a detailed discusson of Ricardo's changing views on machinery, see Jeck and Kurz
(1983); for Ricardo's views on technologicd progress and diminishing returns in
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Over time the sze and compodtion of output can be expected to change, reflecting a
multitude of influences interacting in a complex way. The avalability of new methods of
production which make possible the reduction of production costs and prices of known

commodities and the introduction of entirdy new commodities, or of better qudities of known
commodities, would interact with the needs and wants of the different classes of society and
thus give rise to new patterns of consumption. Hence, what in the determination of the rate of
profits and the rates of rent in a given place and time was taken as given under (b) is bound to
change over time, reflecting learning processes on the part of producers and consumers and
involving changes in income digtribution and relative prices. As regards the red wage rate of

common labor Ricardo kept stressing: "It is not to be understood that the natura price of

labour, estimated even in food and necessaries, is absolutely fixed and congtant. It varies a
different times in the same country, and very materidly differs in different countries. It
essentialy depends on the habits and customs of the people. ... Many of the conveniences
now enjoyed in an English cottage, would have been thought luxuries a an earlier period of

our higory" (Works, val. I: 96-7).

Before we enter into a discussion of Blaug's criticiams, it deserves to be stressed that
Ricardo's intuition was correct: on the bass of the above data (a)-(d) one can in fact
determine in a coherent way the unknowns or independent variables in a given place and time:
the long-period leves of the rate of profits, the rents of land and relative prices. No other
information or data are needed. This is an important fact in itsdf. In addition it is to be
emphasized that any coherent long-period theory of vaue and digtribution must gart from a
set of data which ether implies the set of data of the classical gpproach, (a)-(d) above, or is
equivdent to it. As we shdl see in Section 7, Blaug's dternative conceptudization is no
exception to thisrule.

6. Independent variables are still variables

Economic theory invariably proceeds by cutting dits into the "seamless absolute whole'
(Georgescu-Roegen) of socio-economic phenomena. This involves, anong other things,
adopting some bold smplifications. This does not mean that anything goes. It only means that
there must be a judicious sdection of aspects to be dedt with, and how to ded with them,
setting asde in a first step of the andyss some other aspects. This sdection requires some

agriculture and their respective impacts on the long-term tendency of the rate of profits,
see Kurz (1998); for a discussion of Ricardo's views on agricultural improvements, see
Gehrke and Kurz (2000).
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intimate knowledge of the corresponding phenomend domain, and it seems that our high
esteem for the achievements of the classical economists concerns no less this knowledge of
the subject matter than their andytica skills. The classica gpproach to the theory of vaue and
digribution in terms of the set of independent variables (a)- (d) exemplifies this. Clearly, none
of the classcd authors would have denied that outputs, techniques, the didtribution of the
product and relative prices are interdependent and that each of these sets of magnitudes was
bound to change over time. However, in determining the rate of profits, the rents of land and
relative prices in a given economy at a given time Ricardo and the other classca
economigts started from given data (a)-(d), reflecting in particular the achieved state of the
accumulation of capitd and technicd knowledge, the scarcity of the avalable naturd
resources and, last but not least, the relative strength of the parties, "whose interests are by no
means the same”, in the "dispute" over the didribution of income, as Smith (WN, l.viii.11)
kept stressing.

This should make it abundantly clear that it never occurred to us to interpret the classica
economists as assuming that the independent variables or "datd' (a)-(d) above are data
characterizing once and forever the economy under consderation, that is, historical
constants Nor are we aware that Sraffa or any of the scholars working in his tradition,
including us, has ever written anything that could possibly be misunderstood in this way. Y,
surprigngly enough, this is precisdy the interpretation Blaug contends we are advocating.
Nothing could be farther from the truth.14

It hardly needs to be emphasized that independent variables are 4ill variables. The
magnitudes under congderation are only treated as known or givenin one part of classcd
theory: the determination of the shares of income other than wages, and rdative prices, in
given conditions of the economy; in other parts of the theory they are themsalves treated as
dependent variables or unknowns. In other words, variables (a)-(d), while magnitudes
external to the classical approach to the theory of value and distribution in particular,
are magnitudes internal to the classical theory as a whole.

To see better what we mean it is useful to have a closer ook at Blaug's criticiam. Following
his discusson, we shdl focus atention on the independent variables (a)-(c), because (d)
seemsto be uncontroversid.

S

If Blaug were to apply the same kind of reasoning he gpplies to our interpretation of the
classcd approach to the theory of vaue and didribution dso to Marshdl's partid
equilibrium method, he would have to interpret Marshdl's ceteris paribus clause as
involving the assertion that what is taken as given will never change.
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Technical alternatives

As regards parameter (), Blaug maintains that what is meant are the given "fixed coefficients’
posited for the production of different commodities "that are written down on the first page of
Sraffas book" (p. 219). To this he adds. "It is perfectly true that the classicd economists
rarely addressed the problem of the choice of technique, virtudly implying that it was usudly
impossible to choose among a number of technicad adternatives' (ibid.). Hence, with regard to
an economy a a given time Blaug interprets the classcd authors more narrowly than we do,
and indeed too narrowly, because they did not turn a blind eye to the problem of the choice of
technique: for example, a the very heart of the theory of rent there is the problem of which
qudities of land to cultivate from a set of given qudities (extendve rent) or of which methods
of production to employ on a given qudity of land (intensve rent), that is, a problem of the
choice of technique. (See dso again the choice of technique problem discussed by Ricardo in
the context of the machinery question referred to in Section 5.)

Interestingly, Blaug explicitly admits what we have ated in terms of the independent variable
(a). His references to Ricardo's discussion of "agricultura improvements' or of machinery (p.
219) are materidly of no import, because we have never denied that over time technica
knowledge will change. Yet, Blaug's references provide a welcome opportunity to illustrate
that our interpretation is faithful to Ricardo's gpproach to the theory of vaue and distribution.
Take, for example, the latter's discusson of what may be cdled "land saving improvements'
(smilarly his discusson of "cgpitd or labor saving improvements') (see dso Gehrke and Kurz,
2000). As Ricardo's numericd illugtration makes clear, he took as given the amounts of the
different qudities of land avalable in the economy, the red wage rae, the methods of
production employed on the lands actudly cultivated prior to the improvement, and the
methods of production available after the improvement. He dtated: "These improvements
absolutely enable us to obtain the same produce from a amdler quantity of labour" (Works,
vol. |: 80; emphasis added). Hence he compared two Stuations defined in terms of the same
information concerning data (b)-(d), but different information concerning datum (a). (Ricardo
left no doubt that thisis only a firg sep in an andyss of the impact of technica change on
income digtribution and relative prices) For a smilar procedure, see Ricardo's chapter on
mechinery.

In his discusson reaing to "datum” () Blaug expresses aview that is potentidly mideading or
difficult to sustain. We were surprised that in the context of a discusson of Marx's andyssof
the "labour process’ he could write: "Far from technology being given to capitdigts, the choice
of technique is a the very heart of the contested terrain between workers and capitdists' (p.
222). Here it suffices to point out that the problem of the choice of technique forms a

17



centrepiece of Sraffas andyds (1960, part 111) and the literature inspired by it (see, for
example, Kurz and Salvadori, 1995).15 It should aso be recdled that Marx's discussion of
the "labour process' assumes specid weight in the context of an analys's of what he cdled the
production and gppropriation of "relative surplus vaue'. He means here the additiond surplus
vaue obtained not in terms of a lengthening of the working day, other things being (roughly)
equd, but in terms of an increase in labour productivity due to organisationd and technologica
changes. Here specific forms of such changes are consdered instrumentd to the cepitdists
interest to dter the balance of power between themsalves and the workers in ther favor.

However, both the classcd economists and Marx treated the intensity of work in norma

conditions of a particular economy in a particular time as given. Marx, for example, stressed:
"The labour-time socidly necessary is that required to produce an article under the normal
conditions of production, and with the average degree of skill and intensity prevalent at
thetime' (Marx 1954, 47; emphasis added).16

Outputs

The interpretation of the gpproach of the classcd economigts to the theory of vaue and
digribution as gtarting from given levels of output Blaug tries to counter in terms of the remark:
"Come, come: the volume of output, longsde the Size of the labor force, is congantly risng in
Ricardo" (p. 224). True, output levels (at least of many products) in the year 1817 may be
higher than output levels in the year 1776, but in order to ascertain the rate of profits, the rent

I

Later in his pagper Blaug comments on the fact that Sraffas equations of production

exhibit one degree of freedom which is then removed by taking one of the didributive
variables as given: "the problem of not-enough-equations would not even arise if Sraffa
had alowed production coefficients to vary" (p. 229). To be clear, to have anumber of
methods of production to choose from that is larger than the number of commaodities the
prices of which are to be ascertained is one thing, to determine which of these methods
will actudly be chosen by cost-minimizing producers is a totdly different thing. The
latter decision requires information about the level of wages (or, dternatively, the rate of

profits). Thiswill be immediatedly clear to people familiar with the von Neumann modd,
inwhich red wages (paid ante factum) are taken as given.

[

While Blaug is correct in stressing the "incompleteness' of the labor contract, especidly
as regards the intendty of work to be performed, this aspect concerns firs and
foremogt the rdative strengths of the different parties involved, workers and capitaidts,
and would be best treated in the context of adiscussion of "datum” ().
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rates and relative prices in 1776 (or 1817), what matters are output levels (and, of course,
techniques and the redl wage rate) in 1776 (or 1817).

The same misunderstanding regppears in severd forms. For example, Blaug tries to ridicule
the assumption of given quantities in order to determine the endogenous variables just
mentioned in a given place and time with reference to Marx's "law of the fdling rate of profit".
Marx, he contends, would have been "surprised ... to learn that his extended investigation ...
was not proper classca economics because it violated the fundamentd postulate of 'given

quantities” (p. 223). Marx was perfectly clear about the fact that any fdl (or rise) in the rate
of profits between two years, say 1776 and 1817, was due to changes in the fundamenta

factors at work reflected in particular constellations of data (a)-(d) (see Marx 1959, part 111).
Blaug dso maintains "There is ample evidence in Ricardo's Principles that he hed in mind a
moving equilibrium™ (p. 224; see dso p. 226). One can only wonder in which terms Ricardo,
according to Blaug, characterized that "equilibrium” a any given moment of time and whether
that characterization differs from the one proposed in Section 5. (An answer to this question is
givenin Section 7.)

At the heart of Blaug's respective criticisam appears to be a confuson between attributing a
particular andytica method to the classcd economists and attributing particular propostions
about redity to them. Blaug contends. " Sraffa tdlls us that there are 'no changes in output' in
'the old classica economists” (p. 224). This is, of course, not true:. Sraffa never maintained
that there are no changes in output contemplated by the classical authors. He rather specified
that in his book "the invedtigation is concerned exclusvdy with such properties of an
economic system as do not depend on changes in the scae of production or in the proportion
of factors" (1960, v; emphasis added). To focus attention on such properties of an economic
system does not mean, of course, to maintain that there are no such changes. It only means
that these changes are set asde in the respective investigation. What is a stake is a method
designed to andyse an aspect of the economic system under consderation and not a factua
propogition that the system is stationary. This becomes clear in the statement that follows the
one just quoted: "This standpoint, which is that of the old classcd economigts from Adam
Smith to Ricardo, has been submerged and forgotten since the advent of the 'margind’
method" (ibid; emphases added). The latter focuses attention on (margind) changes in the
scade of production and in the proportions of factors. It atempts to determine relative prices
and the didributive variables in terms of incrementd quantitative changes. This is in gark
contragt with the classcd method in the theory of vaue and didribution, which Sraffa was
keen to revive: his am was the determination of the competitive rate of profits and, usng the
"classcd terms’ (ibid., p. 8), the corresponding "necessary prices' or "naturd prices' or
"prices of production”. In other words, Sraffas book, following the classcad economidts,
gudies the problem of vaue and digtribution in given conditions by taking the leves of outputs
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as known magnitudes.1’ The book is not about accumulation, growth, technica change etc.
However, as we know from Sraffas unpublished manuscripts, it was meant to prepare the
ground for an andlyds of these important features of the modern economy very much in the
same way as Ricardo's approach to the theory of value and digtribution in chapters1-1V of the
Principles was meant to prepare the ground for his discussion of these issues.

Wages

We now come to the independent variable (c). It should be stressed immediately that what the
classca economids took as given with regard to a particular economy at a particular time in
order to determine the other digtributive variables and relative prices was the wage rate of
"common labour" and the scde of wage differentids. The latter is conddered to be farly
stable over time (see, e.g., Smith, WN, 1.x.c.63, and Ricardo, Works val. I: 20-1). Smith
mentioned the following factors accounting for wage differentids: (i) differences in the costs of
production of different kills; (ii) the scarcity of particular talents; (iii) differencesin the degree
to which the laborers capacity to work can be utilized in different employments; (iv)
differences in the trust that must be reposed in the workers; and (v) different risks involved in
becoming qudified for the employment to which one is educated. Since we have tried to
reformulate Smith's ideas within the framework of modern classcd theory of vaue and
ditribution (see Kurz and Salvadori, 1995, chapter 11), we may immediately turn to the given
wage of common labour.

It is difficult to see wherein precisdy Blaug disagrees with us. We share Blaug's emphasis on
the classca authors "atention to the institutiond setting” of the problem under congderation
(p. 228). There appears to be dso no materid difference between our view and his that the
classcd authors "regarded the minimum-leve-of-existence wage rate ... as something that

[~

To gart from given levels of gross outputs, designed to reflect the degree of the divison
of labour reached by a particular economy a a given stage of its developmert, is
therefore not a "myth" invented by Sraffa (p. 222), but rather a premise congenid to
Smith's important concept (see Kurz and Salvadori, 1998, vaol. I, pp. 325-9).
Interestingly, Blaug rdates Sraffals assumption of given quantities explicitly to Smith's
andyss. He comments on the former: "As a description of what the Wealth of Nations
is dl about, even the chapters in book | on the theory of vaue and didtribution, thisis
smply grotesque’ (p. 223). It hardly needs to be stressed that that assumption was not
designed by Sraffafor the purpose invoked by Blaug. However, we wonder whether in
the light of what has been said aove the assumption 4ill looks "smply grotesque' to
him.
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was determined by dowly changing historical traditions [conditions?] and which, therefore,
could be taken as given in analyzing a practical question, like atax on wage goods' (p. 227,
emphases added). Andyzing a practical question presupposed that the theoretica framework
was dready in place. And indeed it was and dlowed the classca authors to ascertain the
nonwage incomes (profits and rents) and relative prices in a given place and time, taking the
wage rate as a known magnitude. The impact of a tax on wage goods on profits, rents and
relative prices, for example, given the red wage rate, could then be discussed at will. As
Blaug indicated in the passage just quoted, in the classicd authors even the minimum red

wage rate was not an absolutely fixed magnitude. And the market wage rate could rise well

above tha minimum. Thus, Smith and Ricardo kept stressing that in conditions of rapid
accumulation capitaists would start bidding up the red wage rate, which, in conditions of

unchanged technical conditions of production, would depress profitability (see, for example,
Ricardo, Works, vol. 11: 252 and 264-5). Hence, to take the actud red wagerate asgivenin
a particular place and time in order to determine the actud rate of profits, rents and relative
pricesin tha place and time does not mean to assume that the wage rate will forever remain a
that levd (any more than Marshdl's use of ceteris paribus means that the givens are and will
reman condant). These condderations should dso suffice to digpd Blaug's following
suspicion: "to say that [in the determination of the rate of profits, rents and relaive prices| the
classcd economids treated the 'naturd price’ of labor as exogenous [means that it ig
determined outside their theoreticd system” (p. 228). Thisis a non sequitur. To repeat what
has dready been sad in the above: In the classcd authors the real wage rate is treated as a
known magnitude when it comes to the determination of the other distributive variables and
relative prices in a given place and time, but it is of course trested as a magnitude to be
determined in ther theoreticd sysem as a whole, depending, inter alia, on culturd,
indtitutiond and higtoricd factors. In order to avoid confusion one ought to distinguish between
the different spheres of their andyses.

Blaug's fina objection in the present context reads. "Besdes (and now we come to the crux of
the matter), the idea that the classicad economists must have taken the rea wage as a datum
because the logical consstency of their theory demanded it is a perfect example of a rationa

reconstruction of past theories: it reads Smith and Ricardo and Marx through Walrasan-tinted
glases' (p. 229). This is a misrepresentation, because the argument is not, as Blaug
maintains, that the classcd economists ought to have taken the real wage rate as a datum
when determining the rate of profits etc., but that they actudly did take it as such. It would be
interesting to see whether Blaug can provide any evidence thet in determining the rate of

profits, rents and relative pricesin a given place and time Smith, Ricardo or Marx did not start
from a given red wage rate. In his paper Blaug provides no such evidence and indeed no such
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evidence can possibly be provided, wheress it is easy to provide evidence to the contrary.18
In one place Blaug indirectly gppears to admit this when he writes. "Ricardo's question was.
how do rdative prices change when income didribution varies and, in paticular, when
technology causes the rate of profit to declinein red time?' (p. 232). Here we have what may
be cdled the purdly hypothetica cases of both the "gatic' and the "dynamic" problem of vaue
and digtribution: How does the rate of profits and do relative prices change when there is a
change in the red wage rate, in conditionsin which the technical dternatives of production are
for amplicity taken as given? And how does the rate of profits and do relative prices change
when capitd accumulates, the population grows and less and less fertile lands have to be
cultivated or lands of a given fertility have to be cultivated more intensvely, in conditions in
which the red wage rae is for smplicity teken as given? We cdled the two cases
contemplated by Ricardo (see, especidly, his Notes on Malthus, Works, val. 1) purey
hypothetica because Ricardo was, of course, very clear that what is taken as given can be
expected a0 to change because of the interaction of the different variables under
congderation.1® To see that the interpretation of Ricardo and the classicd economists we
endorse is fathful to ther writings, we may draw Blaug's atention again to Ricardo's
discusson of "agricultural improvements’, where the red wage rate in terms of corn is taken
as given (otherwise Ricardo could not have consdered the capitds employed on the different
kinds of land as known magnitudes), or to Chapter 1 of the Principles in which the
dependence of the rate of profits and relative prices on the red wage is discussed in detall and
what Blaug cadled Ricardo's "fundamenta theorem of ditribution” is established.

To conclude this section, to take the read wage rate as given when determining the rate of
profits, rents and relative prices is certainly not a consstency requirement imposed by us on
the classicd authors; the premise under consideration is rather encountered in the classcad
economists themselves. There is every reason to presume that this is so, because,
understandably, they were concerned with congastent arguments and despised inconsistent
ones.

18  See for example, Marx's discusson in chapter X1 of volume IIl of Capital of the
"Effects of Generd Wage Huctuations on Prices of Production”, "dl ese remaining the
same' (Marx 1959, 200).
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The two hypothetica cases are dso discussed by Marx in vol. [l of Capital. It is
interesting to note that in his attempt to establish atendency of the rate of profitsto fdl,
Marx explicitly assumed a given and congtant red wage rate: "Nothing is more absurd
... than to explain the fdl in the rate of profit by arise in the rate of wages, dthough this
may be the case by way of an exception” (Marx 1959, 240).
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According to Blaug one must "aim to make historica reconstructions as descriptively accurate
as possible’ (p. 232). We agree. He adds. "Thisis an am of which Sraffians have totdly lost
gght” (ibid.). Blaug's clam just cannot be reconciled with the above cited evidence.

7. Blaug's alter native conceptualization of the" core"

Blaug concludes his paper by asking: "So, is there a 'core’ of classica economics?' (p. 232).
His answer is "Obvioudy, yesif by core we mean acentral strand by which we recognize a
work as belonging to ‘classca economics, the strand that unites Smith in 1776, Mill in 1848,
and Marx in 1867. It is made up, al commentators agree, of a particular theory of value
and distribution” (pp. 232-3; emphasis added). This contention is dubious, because what
can a most be sad is thet there is a particular classicad approach to the theory of vaue and
digtribution, whereas the specific variants of that approach put forward by Smith, Ricardo and
Marx differ in severa respects29 Thus, when we tak of the "classcd" theory of vaue and
digribution we can only refer to the essence of the theories put forward by authors such as
Petty, Cantillon, the Physiocrats, Smith, Ricardo and Marx, that is, in the words of Sraffa,
"not the theory of any one of them, but an extract of what ... is common to them" (D3/12/4,
12).21

So what is common to these authors, especidly as opposed to the advocates of neoclassical
economics? Blaug indgts "Fird, classcd vaue theory focuses on long-period equilibrium
prices characterized by a uniform rate of profit on capitd, uniform rates of pay for every
different type of labor, and uniform rents per acre for every different type of land; in short,
what Smith cdled 'naturd prices in contrast to 'market prices,’ subject to the vagaries of
demand and supply” (p. 233). Blaug's specification concerns what was cdled above the long-
period method. This is indeed a first characteristic feature of the classica gpproach to the
theory of vaue and digtribution. Yet sance this method was essentidly adopted dso by dl
mgor margindist economids until the late 1920s, including Jevons, Wadras, Bohm-Bawerk,

20 |t seemsthat Blaug was mided by the vague term "centrd strand” he uses. Apparently
he equivocated between a substantial theory and an analytical approach to a
particular problem. It isthe latter that isrelevant in the present context.

2L The reference is to Sraffas unpublished papers which are kept at the Wren Library,

Trinity College, Cambridge. The reference given follows the catdogue prepared by
Jonathan Smith, archivist. We are grateful to Pierangdo Garegnani, literary executor of
Sraffals papers and correspondence, for granting us permission to quote from them.
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Marshdl, Wicksell and John Bates Clark (see Garegnani, 1976; Kurz and Salvadori, 1995,
427-55), we must turn to the content of the different kinds of gpproachesin order to be able
to discriminate between a classcd and amargindist (or neoclassical) approach.

As regads the content of the former, Blaug emphaszes that the "naturd prices were
determined ... in the context of a technology of production characterized in physica terms
and expressed for practical purposesin hours of labor” (p. 233; emphasis added). The reader
may wonder what is the difference between datum (a), which postulates a given set of
technicd dternatives from which cost-minimizing producers can choose, and a given "context
of atechnology of production”. The latter involves the former (and perhaps something more;
see beow). And if the "technology of production” were not taken as given, how could natura
prices or hours of labor expended in the production of the different commodities ever be
determined?

Is the long-period method, together with Blaug's verson of datum (a), sufficient to distinguish
the classca gpproach from the neoclasscd one? The answer is obvioudy no. The two
elements are dso present in dl versons of traditiona margindist theory. See, for example, the
conventiond representation of the avallable technicd dternatives in terms of given production
functions for different products in Wicksdll or Clark or the specification of given methods of
production in terms of "coefficients de fabrication” in Waras. Hence, more is needed in order
to identify the specificity of the classical gpproach to the theory of vaue and distribution.

Blaug is aware of this and adds that "the 'core of classca economics aways involved some
version of the labor theory of vaue' (p. 233).22 Before we continue with the main argument

[N

The reader will recdl Blaug's earlier satement that the classcd authors "expressed [the
technica conditions of production] for practical purposes in hours of labor” (p. 233,
emphass added). From this point of view the labor theory of vaue can hardly be sad
to have been an indispensable dement of classicd andyss. It was Smply auseful tool a
a certain stage of the development of the andysis that could be dispensed with as soon
as the role performed by it could be assumed by a more correct theory. As
Wittgengtein put it, a particular theory may be compared to a ladder that is useful to
reach a higher standpoint. However, once this stlandpoint is reached and afuller view of
the landscape is possible, the ladder may turn out to be an ingrument that is inferior to
some other device to reach that higher standpoint and beyond and will therefore be
dispensed with. The same can be said with regard to the labor theory of vaue: it was an
instrument that provided useful services to the classcd economids, but once the
problem of the relationship between income didtribution and relaive prices, given the
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two cdaifications are needed. Fire, the quantities of labor embodied in the different
commodities cannot generdly be determined independently of the levels of output. Asiswel
known, in Ricardo the attention concerning the relevant amount of labor needed in the
production of one quarter of corn focuses on the conditions of production on the margind

land, which, however, cannot be ascertained independently of the tota amount of corn to be
produced and the quantities of the different qudities of land available in an economy. Blaug is,
of course, aware of this (see p. 224).23 Hence, in order to determine labor vaues some
information of the kind summarized in data (b) and (d) is needed. Since Blaug does not
separately specify these data, we have only one option: in order not to level an unjust criticism
agang his interpretation of the classca authors, we mugt interpret his above formula "in the
context of a technology of production” as a catch-dl phrase involving both independent
variables or data (@), (b) and (d). Secondly, we have dready mentioned Blaug's attempt to
ridicule the cagting of problems in the theory of vaue and digtribution in terms of systems of
smultaneous equations (and inequdities) (pp. 229 and 233). However, when production is
recognized to be circular (rather than unidirectiond), as, for example, in Quesnay's Tableau
Economique, Torrenss and Marx's schemes of reproduction, or Ricardo's discussion of the
productive interreationship between agriculture and manufactures — how can labor vaues be
determined other than in such terms? The fact that for illugtrative purposes Ricardo and other
authors frequently used smple numericd examples with unidirectiona production (of finite
duration) must not be mistaken to imply that they were uninterested in giving, as Blaug putsit,
"due attention to the interdependencies between markets' (p. 229).

We must now come back and ask: Can the classicd theory of vadue be discriminated from
other theories of vaue, especidly the traditiona marginaist one, in terms of the presence of
"some verson of the labor theory of value'? The answer is obvioudy no. Firg, none of the
authors mentioned by Blaug (Smith, Mill, Marx) was of the opinion that (other than in
angularly specia cases) reldive prices are drictly proportiona to the relaive quantities of
labor embodied in the different commodities, which isthe usua meaning of the labor theory of

sysem of production in use, had been fully solved, the labor theory of vaue had not
only become dispensable, but actudly had to be dispensed with because it did not
provide afully correct picture of that relationship. The fact that they were not possessed
of a correct theory of vdue and digribution might contribute to explaining why,
according to Blaug, "both Ricardo and Marx were so obsessed with the labor theory of
vaue' (p. 217).

[

Blaug even admits that Ricardo assumed a given levd of corn output that is independent
of the price of cornor rather: "the demand for corn was perfectly indadtic, ... and that is
precisaly what Ricardo seemsto have assumed” (ibid.).
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vaue. Smith redricted the gpplicability of the quantity of labor rule of exchangesble values
explicitly to the "early and rude state of society”; Mill reiterated Ricardo's view that relative
prices are not exclusively regulated by the technica conditions of production reflected in hours
of labor needed directly and indirectly in the production of the various commodities, and Marx
indicated dready in volume | of Capital, and expounded in some detal in volume I, that
(relative) prices are bound to systematicaly deviate from (relaive) labor vaues, viz. the
(inyfamous "trandformation problem™. Secondly, many of the early margindist authors, despite
their completely different gpproach to the theory of vaue and distribution, can dso be said to
have held "some verson of the labor theory of value'. Ironicdly, some of these authors were
stern advocates of the view that with regard to reproducible goods the then novel (margind)
utility theory of vaue amounted to materidly the same thing as the pure labor theory of vaue.
See, for example, William Stanley Jevons ([1871] 1965, 186-9), Philip H. Wicksteed
([1884] 1999, 717-18), Friedrich von Wieser (1884, 159-60) and Eugen von Bohm-Bawerk
(1892, 329-30). John Bates Clark indgsted: "In the subjective vauations of society, as an
organic whole, the product of two hours labor is adways worth just twice as much as is the
product of one. Mere labor time is an accurate gauge of the vaues of different complements
of goods' (Clark 1899, 390).

Blaug's above criterion therefore cannot perform the role of a litmus test of what is to be
consdered as genuindy "classcd" in the theory of vaue and digtribution. Before we continue,
we ask a question Blaug could (and indeed should) have raised, but didn't. That question
lingers a the back of his rather vague notion of 'some verson of the labor theory of vaue':
Why did none of the classcd authors (or J. S. Mill) advocate the pure and smple verson of
that theory which clams that relative prices are grictly proportiond to relative labor quantities
(or labor vaues)? Because a least Snce Ricardo they knew very well that this would have
been drictly correct only in the sngularly specia case of uniform proportions of direct labor to
means of production (or indirect labor) and uniform degrees of durability of fixed capitd

across dl lines of production, or uniform "organic composgitions of cgpitd,” to use Marx's
concept. Blaug is aware of this, and he is equdly aware of the fact that in the only interesting,
because redidtic, case of non-uniform proportions, prices depend not only on the technica

conditions of production but dso on income digtribution This is made abundantly clear, for
example, in sections IV and V of chapter | of Ricardo's Principles (see Works, val. I: 30-
43), and in pat Il of volume Il of Marx's Capital (1959). Clearly, data (a), (b) and (d)
(which gppear to be equivdent to Blaug's assumption of a given "technology of production’)
generdly do not suffice to determine relative prices and, as the classcd authors knew very
well, they never suffice to determine the competitive rate of profits. In order to render the
theory determinate, something like datum (c) was needed.
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We now tun to the way in which Blaug completes his purportedly dterndive
conceptudization of the characteridtic features of the classcal theory of vaue and distribution.
He contends that the "core" of classca economics involved aso "a more or less detalled
andysis of the forces making for capitd accumulationand, of course, athin or thick version of
the Mathusian theory of population” (p. 233). The interplay between capitd accumulation and
the Mdthusian population mechanism is discussed in Chapter V of Ricardo's Principles. That
interplay is invoked by Ricardo in order to argue that the market wage rate tends to move
towards the naturd wage rate. This involves a particular view of how the red wage rate is
determined. Hence, we could say that in his rationd recongtruction Blaug's reference to the
Madthusian theory of population provides the missng piece in terms of a very specid form of
datum (c) that renders the theory determinate. Notwithstanding his frontal assault on the set of
independent variables (a)- (d) as a characteristic feature of the classica gpproach to the theory
of vaue and didribution in the main part of his paper, Blaug in the end endorses a specid

verson of precisaly that set.

The Mdthusian theory of population, we suggest, does not form a congtituent part of the
classcd approach to the problems of value and ditribution. Blaug, who, as we have seen,
counts Marx — afierce critic of Mathus— among the dasscigs, will have difficultiesto discern
traces of that theory, whether thick or thin, in the later's andyss. Smith hed essentidly a
bargaining theory of wages, focudang atention on the reative drengths of the parties,
"workmen" and "masters’, in the conflict over the digtribution of the product, with the
emphasis placed on culturd, legd and politica factors (cf. WN, L.viii). In the case of Ricardo
things are paticulaly complex. While there are references to the Madthusan theory of
population, Ricardo's works abound with observations questioning its vdidity. We have
aready seen that according to Ricardo "the natural price of labour, estimated even in food and
necessaries, ... essentially depends on the habits and customs of the people" (Works, val. I:
96-7). In an "improving society” with the "market” wage rate exceeding the naturd rate it is
possible hat "custom renders absolute necessaries’ what in the past had been considered
comforts or luxuries, that is, the naturd wage is driven upward by persstently high levels of
the actud wage rate. Interestingly, in Ricardo's view "population may be 0o little simulated by
ample wages as to increase a the dowest rate — or it may even go in a retrograde
direction" (Works, vol. VIII: 169; emphasis added).24 And in his Notes on Malthus he
ingsted that "population and necessaries are not necessarily linked together so intimatdy™:
"better education and improved habits' may bresk the population mechanism (Works, val. I1:
169). Hence, in Ricardo we encounter propostions that are decidedly anti-Mdthusian.

24 We owe this quotation to Pierangelo Garegnani. On a possible reason for Ricardo's
incongistency, see Stirati (1994, 147-57).
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Blaug's cdlam that classcd economics "dways involved ... a thin or thick verson of the
Mathusian theory of population” (p. 233) cannot be sustained.

We conclude that Blaug's own recongtruction of the "core' of classcd andyssis avariant of
the set of data (a)-(d) expounded in Section 5. We have aso provided evidence showing that
his variant cannot be conddered an interpretation that is historicdly more faithful to what is
common to the authors under consideration than the one advocated by Sraffa and economists
working in histradition.

Findly, we should like to stress once again that the classicd gpproach to the theory of vaue
and digtribution is dive and thriving. As was stressed above, data (9)-(d) specify its logical
structure with its asymmetric treatment of the distributive variadles. An author, or parts of
his andyss, may therefore be cdled "classcd” if we encounter this logicd dructure in the
theory of vaue and digtribution put forward by him or her. The gpproach could only survive
because it does not depend on particular historica conceptualizations of some of its elements;
more specificaly: it does not stand or fdl with the vdidity of the labor theory of vaue or of the
Mathusan theory of population. The approach is entirdly independent of these theories.

Therefore, the classicd approach to the theory of vaue and digtribution should not only be of
interest to the historian of economic thought, but also to the modern economic theorist.2>

8. Conclusion

The paper discusses Mark Blaug's recent criticism of the interpretation of the classcd
economigts inspired by Piero Sraffas work. It is argued that, contrary to Blaug's clam, we
have given afathful interpretation of the classcd authors. In particular, it is shown that the
latter treated the technicd aternatives of production, the levels of output of the different
commodities produced, the red wage rate of common labor (and the quantities of the different
qudities of land available) as independent variables, or data, when determining the competitive
rate of profits, the rates of rent and relative price in a given place and time. However, while
these magnitudes are treated as variables that are externa, or exogenous, to the classca

gpproach to the theory of vaue and digtribution, they are internd, or endogenous, to the

3

In some of the papers reprinted in our book (Kurz and Savadori, 1998b) we have
shown that the logicd sructure of the classca approach to the theory of vaue and
distribution can aso be discerned in more recent contributions such as, for example, the
von Neumann modd, the non-substitution theorem, and in some of the so-cdled "new"
growth models.
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classicd theory as a whole. This draws attention to the fact that the classcd authors
digtinguished between different goheres of economic andys's necessitating the employment of
different methods. While one sphere is suited to the gpplication of deductive reasoning — this
relates to the invedtigation of the relaions between the didributive variables and reative
prices, given the sysem of production — the other sphere requires more inductive lines of
reasoning and research — this relaes to an investigation of the sources and consequences of
economic change, in paticular technological progress, economic growth, changing
consumption patterns, the exhaustion of natura resources etc.. It was then demonstrated that
Blaug's suggested dternative specification of the "core' of classcd economics amounts to a
very specid verson of the Sraffian interpretation.
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