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“Political economy’ has been the term used for nearly three hundred years
to express the interrelationship between the political and the economic affairs
of the state. In Theories of Political Economy, James A. Caporaso and David
P. Levine explore some of the more important frameworks for understanding
the relation between politics and economics, including the classical, Marx-
ian, Keynesian, neoclassical, state-centered, power-centered, and justice-
centered. The book emphasizes understanding both the differences among
these frameworks and the issues common to them. Discussion is organized
around two main themes: The first is that the competing theories use sig-
nificantly different criteria for determining how society should assign tasks
to market and government. The second is that the growing interest in political
economy poses a challenge to the traditional idea that economics and politics
deal with separable concerns and terrains or may even employ different
methods. The authors examine the implications of weakening the lines that
traditionally distinguished between what was political and what was eco-
nomic. In the last chapter, they consider an alternative framework for political
economy that is more sensitive to the integrity and distinctiveness of economic
and political processes without ignoring or underemphasizing the relations
between them.
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Preface

When we began work on this project, we intended to write a book that could
be used as a text in political economy courses, at least those with more than
a passing concern for theoretical frameworks and the structure of arguments.
We planned to produce a text that surveyed those frameworks with a critical
spirit. As we wrote the book, our task became more complicated. Even those
approaches explicitly using the term “political economy” rarely presented
fully explicit theories connecting politics to economics. Often an approach
presented us with a picture of only economics or politics. We had to draw
out the linkages ourselves. Because of this, the term “survey’”’ may not be
as accurate a description of the book we wrote as it was of the book we
intended to write.

Our task was complicated in a second way. As our work progressed, some-
thing of a shared concern with the direction of work in political economy
emerged. Those reading the manuscript strongly encouraged us to make that
concern an integrating theme, and we have tried to do so. Still, the book
remains largely what it was intended to be: a critical survey and elaboration
of approaches.

The term “‘survey’ naturally raises questions about coverage. Because so
many disparate activities fall under the heading of political economy, no survey
can be both coherent and comprehensive. You have to cut somewhere. Our
first cut was to exclude approaches without a substantial theoretical ground-
ing. Our second cut was to rule out approaches we judged to be without broad
significance. Finally, we included approaches we found interesting and impor-
tant even if not immediately recognizable within current literature.

This book is the result of two authors working separately and together.
Caporaso had primary responsibility for Chapter 6 and the Conclusion, Le-
vine for Chapters 2, 3, 5, 9, and the Introduction. Chapters 1, 4, 7, and 8
contain substantial contributions from both.

vii



viii Preface
* * *

We would like to thank several people for their contributions to the project.
Robert O. Keohane, Stephen D. Krasner, Margaret Levi, and Theda Skocpol
read particular chapters. Pamela Wolfe contributed suggestions to and pro-
vided assistance with several chapters. Emily Loose, editor for Cambridge
University Press, encouraged and facilitated completion of the project. Our
greatest thanks go to two anonymous referees who provided extensive and
constructive comments on the entire manuscript.

James Caporaso would like to acknowledge the support of Harvard’s Center
for International Affairs for the 1987-8 year, the Andrew W. Mellon Chair
at the University of Denver from 1984 to 1987, and the Virginia and Prentice
Bloedel Chair of the University of Washington from 1988 to the present.
Finally, he would like to express appreciation to Daryll J. Caporaso for her
support throughout.



Introduction

When political economy emerged in the eighteenth century, it did so to help
people understand and cope with a dramatic change in the system of want
satisfaction, both in the nature of wants and in the manner of production
and distribution of goods for satisfying them. The shift from the older term
“economy” to the newer term ‘“‘political economy” marked this change.
Economy, taken from the Greek usage, referred to household management.
It had relevance to a society in which, to an important degree, wants emerged
and the things that satisfied them were produced in the household. Political
economy referred to the management of the economic affairs of the state.

The term “political’”’ refers us to two interrelated qualities of the system
of want satisfaction. First this system links persons otherwise independent:
strangers rather than relatives. To satisfy our wants we now depend on
persons not our relatives, whom we might not even know. Second, the bound-
aries of want satisfaction are now political; responsibility for the system of
want satisfaction devolves onto a public authority: the head of state rather
than the head of the household. In its earliest period, political economy sought
to advise the statesman on how he could best manage the economic affairs
of the state so that the wants of the citizens would be met.

The emergence of political economy brought with it a debate over the
responsibilities of the state (or statesman) with regard to the economy. This
debate still goes on. It continues to occupy a central place in political econ-
omy. Is the state responsible for determining which wants will be satisfied,
and for mobilizing resources to ensure their satisfaction? Or will wants be
better satisfied if the mobilization of resources is left in the hands of indi-
viduals acting as private agents, motivated by their private interest? Should,
for example, housing, medical care, education, welfare be provided by private
citizens using the resources they have available to them? Or should they be
provided by the state?

This debate poses a number of problems addressed by the different ap-
proaches to political economy covered in this book. The most important of
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2 Introduction

these fall into two groups. The first includes problems posed by the idea of
a self-regulating market. To what extent will a system of private, self-
interested agents interacting through exchange contracts succeed in satisfying
their wants within the limits of the resources available to them? In modern
terms, does political intervention into the economy enhance or impede want
satisfaction?

The second group of problems involves the notion of a public agenda.
What is the relationship between public ends and private interests? Is the
purpose of the state primarily to respond to private interests and thus to
regulate the economy only so far as it fails to satisfy private interests when
the resources to do so are available? How do private interests become relevant
to and bear upon the setting of public goals?

Different theories pose and answer these questions in different ways. Qur
purpose in this book is to survey the most important approaches employed
to define and answer these questions. The approaches surveyed vary along
a number of dimensions. We have chosen to take these differences seriously
rather than treat them as variations on a single theme or attempt to encompass
them within a single methodology. At root the differences run deep, involving
opposing judgments regarding the nature and ends of private interest, the
meaning and extent of the autonomy of persons, the nature of freedom implied
in exchange contracts, the meaning and significance of public or collective
life, and, fundamentally, the kinds of bonds that connect persons into larger
groups.

Because differences between approaches are fundamental, and because we
have chosen not to subsume them under a single method, we have tried to
be sensitive to nuances in the way they use the terms politics and economics.
We cannot treat these approaches simply as variations in concrete hypotheses,
for example, concerning the likelihood of market failure of one sort or an-
other. Such differences exist, of course, and are important. They often pro-
vide us with a window into the more fundamental differences of conceptual
and analytical structure underlying the approaches. Yet, judgments about
the world embedded in these hypotheses must be framed conceptually.

While differences in choice of concepts employed are visible and, in a way,
obvious, differences in the way the same concepts are used in different the-
ories can be less apparent, though they are no less important. The idea of
interest appears in Marxian and non-Marxian theories, but connotations differ
in important ways. Because we consider these differences fundamental to
understanding the work being done in political economy, we have chosen in
this book to focus on alternative approaches.

In order to begin sorting through the methodological and conceptual issues
related to alternative approaches, we begin with a discussion of politics and
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economics in the first chapter. Different approaches to political economy use
the terms “politics™ and “‘economics’ differently. It matters in thinking about
the issues in political economy alluded to whether we treat, for example,
authority or the state as the central concept in politics. It also matters whether
we think material reproduction, the market, or constrained choice is the
central concept in economics. Different notions of economics and politics
lead to different political economies.

After considering politics and economics, we survey approaches to political
economy. We begin with what we term the classical approach, using the
work of the classical economists, especially Adam Smith and David Ricardo,
to define a core of issues.

The classical approach argues for the capacity of markets to regulate them-
selves in a strong sense identified with the policy of laissez-faire. More than
this, the classical theorists were the first to treat the economy as a system
separable in principle from politics and family life. Their argument for market
self-regulation treated the market system as a reality sui generis, connected
to, but not a subsidiary organ of, the state. This idea was very much an
innovation of classical political economy.

The classical innovation, once well established, tended to make the term
political economy unsuitable. A main point of the classical theory was that
economy is not, or at least need not be, political. The rise of capitalism
would, in this view, depoliticize the economy. It is not surprising, then, that
in the wake of the classical theories, the term economics came to displace
the term political economy.

Today the classical innovation is often treated with skepticism. Over the
past twenty years, social scientists have retrieved the term political economy,
in part to insist that the economy is unavoidably political. Some invoke the
theories of Karl Marx to support this claim. In Chapter 3 we explore a part
of Marx’s theory with an eye to the way he understands the links between
economics and politics. We argue that Marx carried forward the classical
project. He did not consider the capitalist economy an inherently political
system. Nonetheless, he attempted to show how powerful political forces
originate in the dynamics of the capitalist economic process and how that
process spawned political struggles of historic dimensions.

To demonstrate the political implications of the workings of capitalist
economy, Marx advanced a critique of the classical claims for market self-
regulation. He did not do so with an eye to justifying state-regulated capi-
talism, but with the intent of demonstrating that capitalism was not viable
in the long run. We will not attempt to review Marx’s arguments concerning
the contradictions of capitalist economy. Instead, we consider the way Marx
connects political agendas to economic forces. In our view, while continuing
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the classical idea of the economy as a distinctive arena of society, Marx
advanced a distinct conception of the relation between the political and the
economic.

The neoclassical theory introduced at the end of the nineteenth century
continues to apply the classical innovation, treating the economy as a sepa-
rable system. It does not, however, carry forward the classical analytical
scheme. In its place, the neoclassical theory applies the utilitarian philosophy
to the problem of the nature and purpose of market economy.

In Chapter 4 we explore the neoclassical approach. This approach defines
the relation of politics to economics on the basis of the idea of market failure,
defining market failure with reference to individual preferences and the ef-
ficient use of resources. For the neoclassical thinker, “economics’ refers to
private transactions in pursuit of utility maximization, “politics” to the use
of public authority in the same cause.

In the 1930s John Maynard Keynes proposed a critique of the claims for
market self-regulation advanced by classical political economy, later by his
immediate neoclassical predecessors. Like the neoclassical argument, his em-
phasizes a kind of market failure. Yet the market failure Keynes studies runs
deeper and poses a more basic challenge to the institutions of a private
enterprise system. His critique of the market calls into question the role
assigned to the public authority by the classical theorists. Changes in that
role carry implications for the classical innovation — the depoliticization of
the economy.

In Chapter 5 we explore both the Keynesian argument and some of its
implications for the shifting relation between politics and economics. As the
public authority takes over more and more of the terrain once governed by
the market, our way of thinking about economy undergoes subtle but im-
portant changes. The effort to shore up the capitalist economic system chal-
lenges foundational assumptions of that system concerning the proper limits
of the market.

The method introduced by the neoclassical economists provides the basic
components of an approach we explore in Chapter 6. This approach applies
the economic calculus to politics. It makes individual maximizing behavior
and rational choice the substance of political process and political decisions.
In so doing, the “‘economic approach’ inspired by the neoclassical method
challenges the classical separation of the economic from the political. It does
so not, however, by returning to the older idea of public responsibility for
economic affairs, nor by enlarging the scope of market failure, but by inter-
preting politics as one focus of applied economic logic. The economic ap-
proach to politics explores the broader implications of neoclassical economics
for the way we understand the relation between the economic and the political.

The debate over the self-regulating market inspires those approaches sur-
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veyed that respond most directly to the classical argument and are most
clearly rooted in the classical project. But contemporary work in political
economy includes more than the debate over the market. It also includes
contributions from those setting out from somewhat different starting points.

One approach seeks to overthrow the classical idea of the economy as a
reality sui generis. This approach identifies politics with the use of power and,
by finding power in the economy, claims to have established that the economy
is political. Here the term political economy strikes a radically new chord.
It advances claims about the political nature of the economy, insisting on
this political nature whether the market is subject to government regulation
or not. In Chapter 7 we explore this way of thinking about economics, politics,
and the relation between the two.

In Chapters 8 and 9 we explore two alternative ways of constructing the
relation between politics and economics, one centering on the state, one on
the concept of justice. Political economy in the classical tradition begins with
the economy and the analysis of its operations. The state is generally cast in
a responsive role. State-centered approaches shift the balance between market
and state by liberating the state to pursue its own agendas in relation to so-
ciety.

A state-centered approach need not begin with market failure in identifying
the role of politics vis-a-vis the economy. If the state has its own ends, and
if pursuit of those ends has implications for economic affairs and institutions,
the state may seek to control the economy not to correct market failure, but
to impose purposes of its own. Political economy begins with the imperatives
of political rather than economic affairs. It refers to the imposition of political
agendas on the economy.

The last approach we consider focuses on the concept of justice. Ap-
proaches centering on justice illuminate key features of the classical inno-
vation. They grapple with the question of the appropriate terrain of the
economy not in terms of the market’s success or failure in satisfying wants,
but in terms of the rights embodied in the market and their limits. A market
is, ultimately, a system of property rights. Its boundaries indicate the limits
of property rights. The political process can define and alter rights. When
it does so, it defines and redefines the limits of the market.

The political process may serve to increase the level of private satisfaction
(correcting market failures). It may also respond to the pressure of interest
groups. But underlying action motivated by market failure and interest group
pressure is a basic understanding of the nature and significance of rights with
regard to the economy. Theories of justice address the problem of the limits
of the market by exploring the system of rights. In Chapter 9 we briefly
consider three justice-centered approaches to see how they conceptualize the
relation between politics, economics, and the public authority.
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Exploring the ways different approaches frame issues reveals a set of fun-
damental themes. These themes can be placed in the broader context of the
problematic status of the rise of economic (or civil) society. As we show in
the chapter on the classical approach, political economy responds to and
contributes to a depoliticization of society, so far as the older sense of politics
is concerned. In making this theme central, we pursue an idea explored by
Sheldon Wolin in his Politics and Vision (1960). Most approaches to political
economy treat the private sector as the primary arena. It sets agendas and
ultimately governs outcomes. The idea of a collective or public reality dif-
ferent in nature from the system of private interests holds little appeal for
political economy.

In our view, a main difficulty of political economy, common to different
approaches, lies in a tendency to gloss over the separateness of the two spheres
of the economic and the political, absorbing one into the other. A main theme
of our survey is the importance of understanding and appreciating the cat-
egorical distinction between politics and economics, and the dangers of mak-
ing one or the other dominant in both realms. We develop this theme
explicitly in the last chapter, although it informs the discussion throughout.

The image suggested by our survey of approaches to political economy is
in some ways unsettling. Because we do not adopt one of the approaches and
interpret the others from that vantage point, we see in the state of political
economy less that assures us of progress toward resolution of controversial
issues, more evidence of continuing debate over long-standing problems.
This stems less from any conviction on our part that, in fact, little progress
has been made, and more from our sense that the core issues in political
economy remain contested, that the contest is far from over, and that fun-
damental differences of concept and method are not easily resolved.
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Politics and economics

Politics

It is often assumed that political economy involves an integration of politics
and economics. It is less often conceded that the very idea of political economy
rests on a prior separation of politics and economics. If politics and economics
are conceptually fused, political economy cannot be thought to involve a
relation between distinguishable activities. Since this point is often confused
by talking about politics and economics as “organically linked” or the bound-
aries between the two as “blurred,” we will comment on what this sense of
separation means.

Distinguishing politics from economics does not mean that they are com-
pletely separate, isolated from each other, or indifferent to each other. It
does not mean that politics and economics do not influence each other or
“occur” within the same concrete structures. For example, allocation of goods
and services may take place within market or political structures. And con-
crete organizations, such as banks, firms, interest groups, and unions, may
be political or economic according to the activities in which they are engaged
and the analytic categories of the investigator (Maier, 1987). So when we say
that economics and politics are separate, we mean only that they are analyt-
ically distinct.’

If economics and politics are distinct, it follows that a book on various
theories of political economy must take account of these differences. The
challenge is twofold. First, we must identify different conceptions of the
economic and political. What are the major ideas associated with these two
central concepts? Second, we must identify the theoretical relations between
economics and politics. Sometimes, these theoretical relations are more or
less in place. Other times, we attempt to build them ourselves. The relations

' Some have argued that the separation of economics and politics is itself the result of a protracted
historical process. Sartori (1973) points out that the ancient Greeks considered politics a central
aspect to man’s life and did not differentiate a separate political sphere, as we do today.
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between politics and economics are what we mean by political economy. It
is a theoretical enterprise.

The remainder of the chapter examines various conceptions of economics
and politics. It will become clear that both economics and politics have
multiple meanings. It is best to confront this diversity at the outset. The
various approaches to political economy discussed in the book will be clearer
if these differences are taken into account.

Conceptions of the political

Concepts of politics are not as analytically sharp as those of economics, a fact
reflected in the numerous competing conceptions of politics. In Swift’s Gul-
liver’s Travels the key character laments how, in his discussion with the king,
he happened to say ‘“‘there were several thousand Books among us written
upon the Art of Government [and] it gave him (directly contrary to my
Intention) a very mean Opinion of our Understandings” (Swift, 1726).

There are many competing ideas of what is political, none of which has
gained ascendancy by demonstrating clear theoretical superiority. Politics has
meant “‘who gets what, when, and how” (Lasswell, 1936), “the struggle for
power” (Morgenthau, [1948] 1960), “the art and science of government,”
“the socialization of conflict” (Schattschneider, 1960), “patterns of power,
rule, and authority” (Dahl, 1956), “the science of the state,” “the authori-
tative allocation of values’ (Easton, [1953] 1981), “pure conflict, as in us
against them” (Schmitt, 1976), and “the conciliation of conflicting interests
through public policy”” (Crick, [1962] 1964). Power, authority, public life,
government, the state, conflict, and conflict resolution are all bound up with
our understanding of politics.

The preceding discussion points to some of the problems of conceptualizing
the political. We will develop here three ideas of the political that make sense,
have some coherence, and have potential for connections with economics.
Though not the only three ways of talking about politics, these conceptions
do represent three important traditions. They are politics as government, as
public life, and as the authoritative allocation of values.

Politics as government. One conception of politics makes it essentially equiv-
alent to government. By government, we mean the formal political machinery
of the country as a whole, its institutions, laws, public policies, and key
actors. Sometimes government and the political are made equal by definition.
Politics then refers to the activities, processes, and structures of government.
What goes on within the U.S. Senate, the German Bundestag, and the British
Parliament is by definition politics. What happens in society — that is, outside
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the scope of the government proper — is not political. Societal phenomena
may have political implications, but they are not political per se.

Politics in this sense has a locus, a structural address. The central political
institutions reside in the capital of the country. They are the ones that are
authoritative in the sense of being able to decide for the country as a whole
and being able (that is, having the capacity) to achieve compliance. If some-
thing occurs within this arena, it is political; if it doesn’t, it is not.

The politics-as-government approach offers a definition of politics in terms
of organization, rules, and agency. “Organization” refers to relatively con-
crete structures (formal organization). These might include courts, legisla-
tures, bureaucracies, and political parties. ‘“Rules” refers to rights and
obligations as well as permissible procedures and strategies to be employed
in the political process. The basic rules of a government are set down in its
constitution, written or unwritten. These rules cover the organization and
distribution of political power as well as procedures regarding voting, leg-
islative strategies, and the permissible range of influence behavior. The basic
rules for the United States include both a functional and territorial division
of powers, the former involving a ‘‘separation of powers’ among legislative,
executive, and judicial branches, the latter a splitting of powers between
central and outlying political units (federalism). England’s basic rules are
quite different. Here executive power is not a formally differentiated
“branch” of government. Instead the prime minister’s power rests on a
majority in the House of Commons. Finally, government includes agents or
personnel. These agents, situated in the overall political organization, ‘‘act”
in the sense that they undertake political initiatives (to retain office, increase
power, pass laws, and so on).

The study of government in the United States has been closely tied to an
emphasis on law. As Charles Hyneman put it in The Study of Politics, “The
central point of attention in American political science . . . is that part of the
affairs of the state which centers in government, and that kind or part of
government which speaks through law” (1959:26-7). Similarly, Harry Eck-
stein, though careful to put some distance between the state and politics,
sees formal-legal studies as integral to the state (1979:2). Eckstein uses the
term “formal-legal” because the study of government was closely tied to
formal organization and to public law. Carl Friedrich’s Constitutional Goo-
ernment and Democracy (1937) provides an example of the importance of
numerous governmental characteristics, while Douglas Rae’s book, The Po-
htical Consequences of Electoral Laws (1967), demonstrates the importance of
differences in electoral rules.

The governmental approach does not rule out nongovernmental phenom-
ena as having political relevance; it places government at the center and
evaluates other phenomena as they impinge upon or are affected by govern-
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ment. Thus, the political role of the media, or the influence of interest groups
or economic classes, while not directly part of government as defined here,
may affect and be affected by governmental policies. The importance of such
phenomena is recognized as part of society. They affect governmental politics
but are not definitionally a part of the government.

The meaning of government can be clarified by distinguishing it from the
state (see Carnoy, 1984, and see Daedalus, 1979, for surveys). The term
“state” generally refers to a set of phenomena that are more inclusive than
government. It is broader than government in that the state includes insti-
tutionalized authority, laws, and patterns of domination, including those
resting on force, politically manipulated incentives, and reigning ideas. Ben-
jamin and Duvall define the state as “‘the enduring structure of governance
and rules in society” (1985:25). Defined in this way, the state does not “do”
anything in the standard sense. The state is not an agent or actor — govern-
ments are (Wendt and Duvall, 1989:43). “Government,” on the other hand,
refers to agents, differentiated organizations, and rules that are embedded
in the state, but they do not exhaust our meaning of the state.

What does the state include that is not encompassed by government? The
idea of the state is tied to a broader conception of laws and rules than is
usually signified by the term government, including informal rules embodied
in customs, ideas, and parapublic institutions, what Peter Katzenstein calls
“policy networks” (1978:19). Policy networks are combinations of public and
private power made up of parts of the state bureaucracy and private asso-
ciations. Similarly, the Gramscian idea of hegemony reflects a concept of rule
that relies on ruling ideas and social forces as well as government more
narrowly defined (see Gramsci, 1971).

The attempt to equate politics and government raises two critical questions.
Is everything that happens “within government” political or is politics only
a portion of government? Are there phenomena outside government that are
political? If government defines what is political, we have to address ourselves
to the heterogeneity of what is entailed by this term. Much of what goes on
in government is private in goal if not in arena or institutional means. It is
concerned neither with public goods nor with means that are recognized as
part of the public sector. A politician may use public office to advance his
or her private career. A temporary appointment to a highly visible govern-
mental position may be coveted to enhance one’s income from speeches and
book royalties after resigning public office. Our point is not that these ex-
amples are nonpolitical but that there is an aspect of them that can be viewed
as private (seeking personal wealth) and possibly even economic.

What does the governmental focus leave out that is normally considered
political? It omits what, following Easton’s concept of the political system
(1965), we can call “political inputs” such as the expression of interests and
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political demands by societal actors, their aggregation into broad programs,
the communication of political information by the privately owned media,
and the experience of political socialization by parents, schools, and churches.
It also omits combinations of private and governmental forces from active
consideration since these combinations reach outside the governmental sector.
Finally, the governmental notion of politics omits ideas of politics tied to
state structures conceived more broadly than government. Cox’s notion of a
“historic bloc” encompassing governmental institutions, social forces, and
ideology is exemplary (Cox, 1986). Clearly the focus on government excludes
much that is often considered relevant. The justification for such exclusion
is that, if the concept of government is to be useful, it must refer to something
definite and precise. Expanding the concept of government causes much of
what is otherwise thought of as societal to become part of government (such
as schools, churches, families). A valuable distinction is weakened if not lost.

Politics as the public. One way of thinking about economics and politics is
to link economics to what is private, politics with the public. Individual ends
and activities resolve into two categories: those that are private (in motive
and result) and those that imply others. We do not want to minimize the
difficulty of making this distinction in practice or to suggest there are some
actions that are insulated from the rest of society. Nevertheless, in liberal
societies (by definition) there is a realm of the private that is treated as
personal. Thus, religious worship, sexual activities within the household, the
details of consumption (food and clothing preferences), and most aspects of
child-rearing are private matters.

A sharp distinction between private and public is difficult to enforce.
Certainly in the empirical world, boundaries shift. “Private” refers to affairs
that are substantially limited to individuals or groups directly involved in
exchange. The “public” is defined as the arena or activities that involve
others in substantial ways. While no action is ever without social determi-
nants, meanings, and implications, this does not necessarily make everything
public. Neoclassical economists ground the distinction between private and
public in what is and is not transmitted by the price system. Benefits and
damages resulting from exchange not charged or paid for are external effects
(externalities) and invite management by the state. John Dewey (1927) makes
the same distinction in terms of the scope and persistence of consequences
of transactions among individuals.

The idea of the public is broader than the neoclassical concept of exter-
nalities and public goods, yet narrower (in its politically relevant version)
than society as a whole. It is broader than externalities and public goods in
that it includes collective identities and shared values relevant for political
discourse. It is narrower in that there is a public arena not overtly political
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(public dress codes, appropriate behavior in public places such as waiting
rooms and elevators, and so forth). It is more narrow in that not all aspects
of politics, at least in some versions, are public. Crick reminds us that “Palace

- politics is private politics, almost a contradiction in terms. The unique char-
acter of political activity lies, quite literally, in its publicity” ([1962] 1964:20).
And social spheres such as the family, the church, and private associations
are often seen as going outside the public realm.

In The Politics, Aristotle defended public life in the polis as essential to
the expression of man’s higher social nature. In ancient Rome, the res publica
represented ‘‘bonds of association and mutual commitment which exist be-
tween people who are not joined together by ties of family or intimate as-
sociation’ (Sennett, 1978; original edition 1973:3). In The Public and Iis
Problems (1927), Dewey identifies the public as both the raw material of
politics and an essential component of the state. And In Defense of Politics
([1962] 1964), Crick sees the public character of actions as a core characteristic
of the political.

When we connect politics with the notion of public life, we bring to the
forefront a set of questions and problems surrounding what is the central
quality that makes activity and human interaction public. In responding to
these questions and problems two lines of argument need to be clearly dis-
tinguished. Indeed, the notion of the public has been interpreted in two
radically different directions.

The first, although historically the more recent, defines public by reference
to self-interest. The public encompasses either pursuit of self-interests that
coincide (a commonly held interest) or responses to ways in which the in-
dividual’s pursuit of self-interest impinges on the welfare of others. The
connected concepts of public goods and externalities are the key terms within
this interpretation of public life. Its main distinguishing feature is rejection
of any notion of public that either transcends private self-seeking or responds
to human needs irreducible to private ends.

This contemporary notion of the public contrasts sharply with the more
traditional notion linked to concepts of public interest and public good. These
concepts carry with them the idea that the public has an existence, meaning,
and purpose irreducible to the pursuit of individual self-interest and the
ordering of private preferences. (For an account of this second notion see
Arendt, 1958.) Those who advocate the first of our two notions of the public
tend to view the second as metaphysical, if not mystical. It is their belief
that the only grounded social reality is the individual and his or her pref-
erences. Those who take our second notion of public more seriously argue
that social institutions have their own reality. They do not arise in response
to individual wants (although they often concern themselves with such wants).
Rather, they encompass private agents and make explicit their underlying
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social connectedness understood as the grounding for their very existence as
individuals. This second view presupposes a social capacity that is prior to
the articulation of private ends.

When we consider political economy as involving the study of the relation
of public to private (or of a part of that relation), it makes all the difference
which notion of public we have in mind. If we focus on the first conception,
we are led to examine the ways in which individual interests relate to one
another, coincide, or negatively affect one another. If we employ the second
of the two, then the study of the relationship between public and private
means the study of the ways in which collective life undergirds, informs,
animates, and gives meaning to private self-seeking, and of the limits of self-
interest.

To illustrate these two different conceptions of the public, we explore the
use of this concept by John Dewey and Hannah Arendt. Dewey elaborated
his ideas about the public in The Public and Its Problems (1927). Arendt
developed her arguments in The Human Condition (1958).

In The Public and Its Problems, John Dewey attempts to link the public
with the state and to show how the latter, insofar as it is a liberal, democratic
state, is grounded in and limited by the scope of what is public. His first
task is to identify the core meaning of public. Dewey begins his search for
the public from a particular determining ground, a world of individuals and
their transactions. To the extent that their transactions are limited to them-
selves, that is, to the extent that they do not involve consequences for others,
he speaks of their activities as private. The germ of the public is found in
those transactions that involve others:

We take then our point of departure from the objective fact that human acts have
consequences upon others, that some of these consequences are perceived, and that
their perception leads to subsequent effort to control action so as to secure some
consequences and avoid others. Following this clew, we are led to remark that the
consequences are of two kinds, those which affect the persons directly engaged in a
transaction, and those which affect others beyond those immediately concerned. In
this distinction we find the germ of the distinction between the private and the public.
(1927:12)

Dewey’s idea of the public seems closely related to the neoclassical concept
of externality. Couldn’t we just as easily say that the public refers to the set
of people whose preferences are affected (positively or negatively) by the
consequences of market exchanges? To be sure, a family resemblance does
exist, but so do important differences. Dewey is willing to talk about interests
as well as preferences. Thus a public interest may be affected even while
public preferences are not. For example, people may be dying because of
dirty air or a depletion of ozone in the atmosphere but may be unaware of
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the connection. Their interests in clean air and ozone have not become pref-
erences.

A second difference lies in Dewey’s readiness to include the sick, insane,
infirm, and young in the public. Dewey asks why people in these groups are
peculiarly ““wards of the state” (1927:62). They are because in their trans-
actions with others, “. .. the relationship is likely to be one-sided, and the
interests of one party [will] suffer” (1927:62). The reasoning here is quite
general. It involves the inequality of status (and, Dewey might have added,
of power and resources) of parties to the transaction. Once this principle is
introduced, numerous so-called private transactions assume a public content:
minimum wages, relations between workers and capitalists, care of the young
and the old, access to health and educational facilities, and so on. Dewey in
fact raises all these issues and makes a case for placing them within the public
domain in a way that is consistent with his general idea of the public. Whether
this effort works is not our concern here. The point is that Dewey’s public
1s considerably broader than externalities.

Hannah Arendt’s interpretation of the public differs sharply from that just
summarized. Her interpretation brings our attention to dimensions of the
problem often lost sight of in more recent discussions that focus on limitations
of private want satisfaction. Her approach is in some ways more traditional
and gives evidence of its classical origins. We think it important to retrieve
the alternative she suggests and to consider it, however briefly, together with
those more in line with contemporary ways of thinking.

The term “public,” according to Arendt, refers to two distinct but closely
connected phenomena. The first has to do with the importance of what she
refers to as “‘appearing in public.”

The presence of others who see what we see and hear what we hear assures us of the
reality of the world and ourselves, and while the intimacy of a fully developed private
life, such as had never been known before the rise of the modern age and the con-
comitant decline of the public realm, will always greatly intensify and enrich the
whole scale of subjective emotions and private feelings, this intensification will always
come 1o pass at the expense of the assurance of the reality of the world and men.
(1958:50)

The necessity for a public realm stems from the dependence that our “feeling
for reality” has on such a realm. In other words, Arendt’s notion of the public
connects to a prior judgment regarding the way in which we experience,
perceive, and construct the reality of our lives individually and collectively.
The dependence of our sense of reality on the public presupposes that our
reality is already intersubjective. Notions of the public considered up to this
point do not carry this presupposition. In neoclassical economics our sub-
jective reality does not depend on our connection to a larger whole. Indeed,
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within the neoclassical way of thinking, the world outside is understood as
an opportunity set and relates instrumentally to already defined preferences.
The idea of “appearing in public” carries a meaning lying outside the in-
strumental conception of public. On the contrary, Arendt’s idea of public
has a constitutive connotation. To the extent that we treat personality as, in
important part, a social construct, “appearing in public” takes on special
importance, as part of our effort to connect with the social whole or to confirm
that connection with the whole without which we risk loss of our sense of
identity,

This observation leads naturally to Arendt’s second dimension of the pub-
lic, the public as the “‘common world.”

To live together in the world means essentially that a world of things is between those
who stand around it; the world, like every in-between, relates and separates men at
the same time.

The public realm, as the common world, gathers us together and yet prevents our
falling over each other, so to speak. (1958:52)

Arendt emphasizes that this common world is a human construct; indeed,
it is constructed in order to provide a world of things to instantiate our
common life. What is striking about this idea is the notion of a common
world that binds us together. The public not only helps to satisfy our private
wants, it binds us into a larger whole. In order to do this, it must have its
own objectivity, it must be made up of appropriate sorts of things.

Arendt’s notion of the public can have different relations with politics. We
can, of course, identify the public with the political. This makes politics the
appearance in public needed to secure our sense of reality and connectedness,
both of which depend on our having a life in common. But public and political
need not be synonymous. The need for a public in Arendt’s sense can en-
compass politics and more than politics. Forms of mass communication are
public insofar as they provide (some of) us with an opportunity to appear.
Yet this appearance may not be a political act (for example, a concert need
not be considered a political act although under appropriate circumstances
it may be that).

So long, however, as politics takes a part of the space of the public in
Arendt’s sense, it will have ends not considered within the utilitarian calculus
(see Benhabib, 1989). These ends involve our sense of common life, the
reality we gain from participating in a common life, and our need to partic-
ipate in construction of the social artifacts of our life together. If politics
includes this dimension, it has a significant constitutive function for the
individual lost sight of when we assume that individuals have fully formed
preference orderings prior to both politics and public life.
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Politics as authoritative allocation of wvalues. According to this conception,
politics and economics are similar in that both are methods of allocation.
The economic and the political processes are alternative ways of making
allocations regarding scarce resources. Politics refers not to the formal struc-
ture of government but to a distinctive way of making decisions about pro-
ducing and distributing resources. Unlike economics, which emphasizes
juridically voluntary exchange, the system of political allocation involves au-
thority.

Quite possibly, this difference in mode of allocation may reflect differences
in the types of goods being pursued (for instance, excludable versus nonex-
cludable) as well as the normative criteria governing interaction (such as self-
interest versus collective interest, individual gain versus equity). David Eas-
ton ([1953] 1981) suggests that the central question of political science is how
values are authoritatively allocated for society. He vigorously defends this
focus against competing conceptions of politics based on the state, power,
and conflict resolution. It is not that the authoritative allocation of values is
unrelated to these things but that focusing on these other things hits the core
of what is political only by accident, by virtue of their correlation with
authority patterns. The state is closely involved in authoritative allocations
in the sense that these allocations often take place within the state, through
state institutions, and are often activated and executed by state agents. But
the congruence is limited: Authority patterns occur outside the state too, and
much of what goes on inside the state is not authoritative. For Easton, the
strongest argument for this focus is that political science is not interested so
much in a particular institution as it is in the activity “that expresses itself
through a variety of institutions” (1981:113). Easton’s argument implies a
decoupling of politics as abstract process from the institutions normally as-
sociated with this process (government).

Where does this approach lead? It does not have to lead to the search for
authority in every nook and cranny of society — in the factories, schools,
family, and armed services. The societal component of the definition keeps
our focus on authoritative allocations for society as a whole. In one sense,
this leads us back to government, since government is the only societywide
political structure. But government does not equal politics. It is a structure
within which politics can take place. The activities and institutions of gov-
ernment are not by definition politics. Some governments, as Crick (1964)
points out, allow very little politics. Some strive to reduce politics to a min-
imum — for example, by ruling through coercion or managed consensus.

In addition, there is much outside governmental boundaries that is polit-
ical. These interactions, to the extent that they are regularized and related
to authoritative allocations in particular ways, are included in the concept of
“the political system.” For example, in pluralist systems the activities of



Politics 17

interest groups and political parties would be considered political, in that
they are concerned either with the holding of authoritative positions or with
the organization and activities of shaping authoritative public policy. Simi-
larly, the acquisition of political images and information (of the nation, the
president, the central political institutions), although more remote than the
activities of pressure groups and parties, is often considered political.

The focus on authority implies an important normative question that needs
to be asked if the scope of the political is not to be indeterminate: What is
the proper reach of the authority system? If the boundary between economics
and politics is to be determined by the region in which voluntary exchange
shades into authoritative relations, we need to know something about those
activities best suited for market exchange and those best suited for authority
systems. One answer is that authority should be reserved for those activities
where voluntary exchange breaks down or where the structure of interests
among actors does not spontaneously yield mutually beneficial and self-
enforcing results. Another answer is that authority is called for to institute
and enforce righis or to achieve goals such as equality, universal health care,
and justice, ends that are not assured by the market. A third answer is that
the wielding of authority is not a normative issue, not a question of “the
proper sphere of government.” Instead, it has to do with political enforcement
of particular (special) wills against others, such as capitalist against worker,
Catholic against Protestant, and so on. Politics deals with situations in which
there is simultaneously conflict and pressure for collective decisions. Some
will gain and some will lose. Thus, politics cannot be about collective mutual
gains and authority cannot be about what everyone approves. The focus on
legitimacy is a diversion that distracts us from the cleavages overridden by
state policies.

Relations among three approaches to politics

Before attempting to reconcile the three approaches discussed in the preced-
ing section, we should point out that there is a case for viewing them sepa-
rately. Each approach can be viewed as essentially different and can, when
elaborated, take us in a different direction. The politics-as-government ap-
proach relies on a particular institution, politics as affairs of the public relies
on the specification of a noninstitutional realm outside of private exchange,
and the authority focus depends on a certain way of making decisions and
of securing compliance. Each conception has its ‘“home domain,” its core
concepts, its notions of what is centrally political, and its often implicit rules
about what is outside the political arena. Yet few would deny that all three
approaches say something about politics. What are the relationships among
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the three approaches? What similarities and points of convergence are sug-
gested?

Let us begin to answer these questions by focusing on the second approach,
politics as public. The public refers to either the regulation of unintended
consequences of private actions and market failure or to the sense of common
interest, mission, identity, or conception of what it means to be a citizen of
a community.

While the idea of the public provides an approach to politics, it does not
stand alone. In one sense, it identifies the raw material out of which politics
takes place. The activities of government are concerned with taking binding
decisions for society as a whole. As such, government takes as its point of
departure those matters that significantly involve “others.” It does not try
to legislate individual affairs ad seriatim. In this light, the public and gov-
ernment are not two unrelated approaches. Indeed, they need each other to
complete their meanings. Without a public to serve as foundation, govern-
ment is cut adrift. How can it devise policies to settle societal conflicts or to
pursue harmonious social goals without a grounding in public society? “Pol-
iticking,” the struggle for governmental office, and modern equivalents of
court intrigue would still occur, but politics pure and simple would not.

Conversely, without a governmental structure the public is only an inar-
ticulate mass of commonly affected interests, more or less privately held.
The public in this sense is simply an aggregate, a set of persons neither
cognizant of shared experience nor alert to its political potential. When these
separate circumstances are collectively understood, and when individuals play
arole in forging this collective understanding, the situation becomes political.
When this occurs, collectively mobilized interests are brought to bear as
pressures upon government, working through governmental channels, po-
litical parties, the bureaucracy, legislatures, and courts.

At the intersection between government and society, the public'is a crucial
lever. From the vantage point of government, it is the raw material, the
subject matter of politics. From the public’s vantage point, government is
both the arena for its expression and the instrument to achieve its aims, which
may include, significantly, the desire for a particular sphere of society (child
care, medical insurance) to be declared public.

The public does not simply use government as an instrument to its own
ends. It is also constituted by government. In some countries the government
charters and licenses interest groups, thus granting them public status and
the acknowledged right to affect public policy. The public becomes politically
articulate in part through government action.

In France, part of what is meant by the “‘strong state tradition” concerns
the capacity of the state to constitute (that is, to organize, recognize, control)
private associations. In pluralist theory, it is groups and group interests that
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are the driving forces, “freely combining, dissolving, and recombining in
accordance with their interest lines’ (Bentley, 1908:359). By contrast, in
France all private associations are required to register with the Ministry of
Interior; the Ministry grants them legal status, and it may dissolve certain
associations if they are deemed a threat to the state (Wilsford, 1989:132).
This pattern is characteristic of many countries that fall into what Stepan
calls the “organic-statist’ tradition (1978:26—45).

How does the focus on authority relate to government and the public?
This focus takes us close to what we often mean by politics — commands
binding on society as a whole and enforceable by a sovereign (in other words,
an institution beyond which there is no legal appeal). However, unless we
are to treat authoritative decisions as definitionally identical to politics, we
cannot help feeling uncomfortable with authority as the exclusive focus. Its
connections to government and public are not clear.

This difficulty is not at all surprising. Indeed, Easton argued for the focus
on authoritative allocations of values precisely because of its imperfect cor-
respondence with governmental institutions and activities. These incongru-
ities reach in two directions: Not everything government does is authoritative,
and not everything that is authoritative is governmental. As examples of the
former, we can think of private gain in public settings, the utilization of
public office in the pursuit of private goals, and the maneuvering for private
advantage apart from the policy implications of such. Oddly, the term “po-
litical” has evolved to become one of the ordinary meanings to describe such
activities. We use the word ““politicking” to describe those activities, reserv-
ing the word “politics” for other activities.

One omission concerns the scope of authoritative actions. Can any issue,
activity, or interest be the object of binding decisions for society? By itself,
the focus on authoritative decisions tells us nothing about what kinds of
activities are within the jurisdiction of the authority system. Perhaps this is
as it should be. With the scope of authority open-ended, the substance of
the political is unspecified and the distinctive focus of politics shifts to the
process level. In one country the production and distribution of food goods
are authoritative matters. In another, medical care is provided by a govern-
mental bureaucracy. In a third, the emission of industrial waste is subject to
authoritative regulations. In a fourth country, all three may be dealt with by
private exchange, or perhaps in the case of industrial wastes, simply ne-
glected.

We need not, however, consider the substantive content of authoritative
decisions totally arbitrary. Without specifying which activities qualify for
authoritative decision making, we can define some limits in terms of the
relationship between society and government. The focus on authority makes
most sense when integrated into a scheme where both public and government
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Nonpolitical Nonpolitical
Aspects of Public
Government

A = public
B = government
C = authority

Nonpolitical Authority Relations

Figure 1. Relationships among conceptions of politics

are present. The public anchors the idea of authority to a particular set of
social conditions. It ties nonarbitrary authoritative policies to a certain sphere
and by so doing provides some normative constraint on what authority struc-
tures can do.

If the scope of authority is limited to what is in some sense public, the
institutions through which authoritative decisions take place are governmen-
tal. Of course there are informal political organizations too, and these are
often involved in making decisions binding on society. But by and large, in
the modern system of the nation-state, the institutional locus of politics is
government. We suggest this focus as a starting point for political analysis
even if some political ‘““locations’’ are minimized by doing so.

Our summary definition of politics is as follows: Politics refers to the
activities and institutions that relate to the making of authoritative public
decisions for society as a whole. This definition sees the focal point of politics
in the overlapping of three conceptually distinct areas. We represent this
overlap in a diagram, Figure 1.

In the figure there are three circles, each representing one of our approaches
(or constituents) to politics. There is a public sphere that is not political,
such as codes governing dress, speech, and behavior in public places. Much
of this is highly informal, enforced through norms and informal understand-
ings. There is a governmental sphere that is neither public nor authoritative,
at least in some sense. Part of what occurs in government concerns the
motivations, ambitions, and career goals of politicians, even though the pur-
suit of those goals takes place within a public space. Finally, authority re-
lations may be found in the family, church, factory, and school. Authority
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by itself need not be political. Often enough, these three spheres overlap.
The shaded section (ABC) points to the overlap between government, the
public, and authority. Our definition points us toward this overlap.

Economics

In modern usage, the term “economic’ has several meanings. These different
meanings are not exclusive, yet each is a core idea that anchors a distinct
approach to defining the subject matter of economics. Emphasis on one or
another of these meanings will lead toward different ways of thinking about
what is definitive about the economic dimension of our lives. In this chapter
we explore three core notions of the economic. Clearly distinguishing between
these notions will help us define different theoretical approaches in econom-
ics, and thus also in political economy.

First, the term economic is sometimes used to refer to a way of doing
things, as in the word “economically.” If we use the term in this way, it
carries the connotations of efficiency, minimum effort, and close adaptation
of means to ends. Second, the term economic sometimes refers to a kind of
activity, usually aimed (as in production) at acquiring things we want or
need. The term “provisioning” expresses this sense of what is economic. A
third usage of economic ties it to market institutions. These institutions seem
to embody most forcefully the achievement of efficiency in the activities aimed
at acquiring for us the things we need. Economists often argue that we will
be most efficient in satisfying our wants if we organize the process through
market institutions. Mancur Olson notes that in nineteenth-century Britain,
the very word “economist’” was taken to mean an advocate of laissez-faire
and “the belief that economic theory is applicable only to goods that fetch a
price in the markets of capitalist economies. .. [that] has survived to the
present day”’ (1969: 140-1).

These three meanings of economic do not map neatly onto schools, theories,
or approaches. Nonetheless, each theory tends to favor one of the meanings
over the others. Because of this, we can learn something important about
the differences between theories by exploring the different ways we use the
term economic.

Conceptions of economics

Economic calculation. The first meaning of “economic’ directs our attention
to a way of thinking and an associated orientation of the individual to the
world. Sometimes termed the “economic approach,” this way of thinking
seeks to understand human action as an effort to achieve given ends in the
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face of external constraints. Such constraints originate in the limited supply
of means, or resources. How well we can satisfy our wants depends on the
means to which we have access. This depends both on what is available over
all, and on the part specifically available to us. The latter depends on the
way society defines property rights and allows property to be allocated among
its members.

Economic calculation is a way of utilizing what is available, given wants.
It is a way of judging institutional arrangements for using available means
according to how well they satisfy wants. It is also a way of understanding
social action as the outcome of private calculations of the likely impact of
action on private want satisfaction,

While currently dominant in economics, this approach has broad expres-
sion in the social sciences. In sociology, Max Weber ([1956] 1978) emphasized
the link between rational calculation (understood as a relation of means and
ends) and economic activity. His work provides a broad perspective on the
link between rationality, efficiency, and the definition of the economic ad-
vocated by many modern-day economists.

When based on the idea of calculation, economics defines its subject matter
in terms such as efficiency and constrained choice. Economics in this mode
begins with the activity of a choosing agent, the individual, attempting to do
the best he can to satisfy wants to the greatest degree possible in the face of
opportunities and constraints. From this starting point, analysis proceeds to
consider the implications of want satisfaction in the context of a group of
individuals characterized in this way. The better we adapt our means to our
ends, the more efficient we are in using our resources. Greater efficiency
means that we can satisfy our wants better.

This way of thinking about what is economic has a static quality that
follows from the notion of limited resources and given ends. Economizing is
a way of adapting to the way things are, not a process of change and devel-
opment. The central metaphor is allocarion. We attempt to allocate our means
among our ends so as to achieve as much as we can with what we have.
“Economizing” carries this connotation of constraint captured in the maxim
“There’s no such thing as a free lunch.” If we are more efficient, we can
sometimes get more with what we have, but we cannot have more. If we
could, we might orient ourselves toward getting more rather than using
efficiently what we have.

Joseph Schumpeter (1942) made the point that an inefficient system might
grow more rapidly and in the long run achieve higher levels of productivity.
Schumpeter thought that capitalism is such a system because monopoly gains
from entrepreneurship stimulate innovation. In his theory, inefficiency im-
plied in monopoly is necessary to economic development. If this is so, the
goal of efficiency recedes in importance. Our first notion of the economic
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rejects this claim and holds that the economic problem is that of doing better
with what we have.

The approach to economics centering on the notion of calculation is dis-
tinguished by its static orientation, with emphasis placed on constraints and
allocation. It is also distinguished by its generality. Unlike the other two
ways of thinking about what is economic, this approach makes the term
broadly applicable to human affairs. Indeed, it becomes a way of thinking
about all of our activities. The approach centering on calculation makes
constrained choice virtually synonymous with human action. This attribute
is of special importance for political economy, which concerns itself with the
boundaries between economics and politics. Identification of economic with
a way of calculating implies no restriction of the economic to particular sets
of human relations and activities. It allows and encourages us to think of
politics also as a sphere of economic calculation. Let us consider this impli-

-cation somewhat more closely.

Within the means-ends framework, understanding why people do what
they do means knowing their ends and the means available for them to achieve
those ends. Because we can characterize all human action and motivation in
terms of the ends pursued and the means available, the link between the
economic and the act of economizing makes all human action potentially
economic. This link makes it possible to evaluate instrumental action ac-
cording to economic criteria: Is it efficient in its use of means to achieve the
stated ends?

Weber emphasizes the rise of economic calculation and what he terms
“instrumental rationality’” as the hallmark of the modern age. Modern man
relates to the world outside as means to his ends. Thinking about and un-
derstanding the world resolve themselves into making calculations of the way
we can best use it for our ends. Rationality is instrumental when it treats
things and other persons as means and not ends in themselves. Economists
working within this framework assume that individuals adopt an instrumental
attitude. They explain human behavior and judge human institutions ac-
cording to an economic calculation of outcomes. In principle, this approach
can be applied to any human behavior and to all human institutions. Econ-
omists and other social scientists influenced by this vision have applied it to
political processes and personal life (marriage, voting, suicide) as well as to
economic affairs more narrowly conceived.’

While economists who understand their subject matter in the language of
calculation treat the problems of production and circulation of goods as
instances of economic activity, they do so not because such activity is in-

? See Becker (1976) for a discussion of and examples of the extension of the concept of the
economic to encompass the broad range of social institutions.
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herently economic (as would be implied in our second meaning), but because
it can be interpreted on the basis of the notions of choice and efficiency. Yet
production and circulation of goods need not be done economically in the
sense that those engaged in productive activity need not work efficiently at
it and what they do need not be characterized in terms of choice.? If we want
to think of the activities associated with provisioning needs, whether involving
calculation in the above sense or not, as economic, we must leave behind the
first usage of the term and consider an alternative.

Material provisioning. The second usage of the term “economic’ characterizes
earlier thinking about economic activity from Aristotle to Adam Smith and
Karl Marx. It also motivates the work of modern economists influenced by
the older traditions in economics.* These economists also use the term “‘eco-
nomic” to refer to a kind of activity. They identify this activity not by its
characteristic mode of calculation, however, but by its purpose: the produc-
tion and reproduction of goods, or the material provisioning of wants. Econ-
omists working within this framework do not deny that activities can be done
more or less efficiently. They do, however, consider production of the ma-
terial things needed to sustain life economic whether or not it is done effi-
ciently, and whether or not those engaged in it are conceived as making
choices.

This approach tends to equate economic activity with the “material life
process of society’” (Sahlins, 1972:xii) and with concern for the “‘material,
substantive, things that sustained human beings” (Polanyi, 1957:83). The
interpretation of economic life as a process of material reproduction receives
its most general and deliberate formulation in the work of Karl Marx. For
Marx, “it is quite obvious from the start that there exists a materialistic
connection of men with one another, which is determined by their needs and
their mode of production, and which is as old as men themselves” (1964:41).
Notions such as material life and material connection refer to the processes
by which the members of a social order participate in the activities that lead
to their collective reproduction.

This emphasis on the “material” merits further consideration. From a
modern-day standpoint, identification of wants with material things seems
less compelling. Many of the goods economies provide (information or
entertainment, for example) are not primarily material. During the period
of the classical economists (considered in Chapter 2), however, the material

* Whether and how it is possible to conceive of production and distribution as being in some
sense inefficient depends on our concept of efficiency. The concept itself raises serious diffi-
culties, especially as it is identified with economic rationality. For a discussion and critique,
see Godelier (1972:ch. 1).

* See, for example, Sraffa (1960) and Dobb (1973).
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dimension dominated, and it was not unreasonable to assume that provi-
sioning of needs was a matter of providing things in appropriate material
form.

A more general interpretation of the idea would focus our attention not
on the physical makeup of goods, but on the use of our human energies in
providing them. This provision of goods has two important dimensions:
production and circulation. Economic activity either produces the goods that
satisfy needs or moves those goods from those who produce them to those
who need them. This latter is the circulation of goods most often identified
with exchange.

The physical makeup of a good does not determine whether we use human
energy to create it or whether it can circulate from owner to owner. Property
rights in nonmaterial things (such as ideas) also change hands, and in this
sense circulate from one owner to another. Thus, we can employ the pro-
visioning idea whether or not we think that most wants demand material
things for their satisfaction.

Yet the spirit of the provisioning approach emphasizes material goods over
nonmaterial, often giving the former a special status and larger role in eco-
nomic affairs. While not inevitable, this emphasis follows naturally from the
perspective that sees provisioning as a kind of material circulation of the
things necessary to sustain life — to provide nutrition, warmth, and shelter.
The provisioning approach focuses our attention on basic needs and the goods
that sustain life in its more elemental senses.

The term “material connection” depicts the relation of person to person
and of the individual to social institutions in a way different from that of
economic calculation. This difference centers on the perception of individual
agents and of the constraints in which they operate. It also centers on the
way the agents are understood to relate to the social structure and material
universe that sustain them. We will briefly consider each of these differences.

When we identity the economic with a way of calculating, we immediately
place emphasis on the mental processes of the individual agent who does the
calculation. That is, the economic occurs in the mind of the agent, or at least
it begins there. Further, the specific calculation centers on subjective ends
ultimately known only to the individual. We outside know them only by
inference from the actions taken in their pursuit (the choices made by the
agent tell us something about his preferences). In the provisioning concep-
tion, the economic does not refer us to an attitude or mode of calculation on
the part of the individual, but to a systemic process.

In this framework, the starting point is not the individual and his pref-
erences, but the system or structure of reproduction of the society as a whole,
or at least of that aspect of society tied to satisfying wants. Here, we imagine
a system of interconnected needs determined not by the individual’s private,
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subjective life, but by objective social facts. What we need depends not on
our subjective lives, but on our place in a larger structure.

The classical economists discussed in the next chapter provide us with two
instances of the structural or objective determination of wants: the placement
of the producer in a social division of labor, and the placement of the indi-
vidual into a social class. Placement of the producer in a social division of
labor refers to the way he depends on other producers for inputs needed to
produce his specific output — how the carpenter depends on those who provide
wood, nails, glue, paint, and other things needed to make a table, chair, or
house. The producer’s needs do not depend on his subjective preferences,
but on what he produces and the technique used to produce it. Knowing
what he produces and the technology determine the nature of inputs required.
These required inputs are determined objectively, and the need for them is
likewise determined objectively. The economist influenced by this way of
thinking tends to focus on the objective determination of wants within a
system of the reproduction of a social division of labor.

The emphasis on provisioning links motivation to need rather than choice.
Through our economic pursuits, we seek to acquire things we must, in some
sense, have. These objects are requirements of life. As such, we do not prefer
to have them, or simply choose the best option among numerous alternatives.
Instead, we do what we must to assure provisioning of our needs.” Choice
and preference fall away, and with them the framework of thinking favored
by those seeking to identify economic with a form of calculation.

Even within the provisioning framework, of course, there remain wants
not immediately linked to reproduction of a division of labor: the wants of
the individual for means of consumption. Economists favoring the calculation
approach direct our attention to these wants and interpret them in terms of
preference and choice. The classical economists, or those influenced by their
method, do not operate this way. They understand consumer wants to be
determined socially and objectively rather than individually and subjectively.

To arrive at this social determination, theorists generally refer us to the
class position of the individual, especially his position with regard to own-
ership of the means of production. In Marxian language, your class position
depends on whether you own and gain your income from capital or whether
your only property is your laboring capacity. If the latter, then you are a
worker and your consumption needs are determined by the “subsistence.”
The subsistence is an important idea in models such as these; we explore it
somewhat further in the next chapter. For the moment, we introduce it only
to emphasize that the idea of a worker’s subsistence allows us to circumvent
any reference to the subjective state of mind and preferences of consumers

* For a further discussion see Levine (1988:ch. 1).
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when we think about the consumption needs of most of the population. What
these consumers need is their basic subsistence — food, clothing, shelter — in
a form and amount determined by objective social, historical, and cultural
factors. Differences among individuals have less importance than social prac-
tices in determining what workers eat and wear or where they live.

Reference to class position and to the social division of labor solves prob-
lems in the material reproduction approach that are correspondingly solved
by notions of subjective preference and choice in the economic calculation
approach. It solves those problems in a way that places less emphasis on
choice and calculation of how to maximize satisfaction, more emphasis on
objective structure, objective needs. The activity of the agent is understood
differently in this second conception of the economic.

How we understand constraints also differs here. This difference stems
from a shift toward a more dynamic conception of economic affairs, one
centering on reproduction and growth rather than allocation.® The notion of
fixed resources for satisfying wants plays little or no part. How much we
have available to satisfy wants depends on how much we invest in production
of goods. Without a notion of fixed means, it is difficult to apply the econ-
omist’s notion of efficient allocation. Inputs are themselves products of past
production, rather than given resources. This shift alters many of the basics
of the analysis in important ways.

Piero Sraffa suggests this shift in the title of his short essay toward a critique
of economic theory, Production of Commodities by Means of Commodities
(1960). Sraffa’s framework is one in which needed inputs to production are
themselves produced. The emphasis is on reproduction rather than allocation.
What constrains the system is not limited resources, but the history of the
economic process. In particular, the historical constraint has to do with the
size and utilization of the economic surplus.’

The term “‘surplus” refers to the difference between output and the nec-
essary costs of its production. If we take the total product in a given period,
the surplus is that part not needed as inputs for the reproduction of the same
product in the next period. The surplus enters into the constraints of the
system because its magnitude and use determine whether the economy grows
or remains the same.

With a positive surplus, the opportunity exists for investment in additional
inputs that will make the level of output increase in the future. The surplus
is a fund for investment and economic growth. It represents the potential to
break the constraints on want satisfaction built into the existing level of
economic activity. The economic problem is not primarily that of using

¢ See E. Nell (1967).
7 For a discussion in more general terms, see Baran (1957) and Walsh and Gram (1980).
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existing available inputs efficiently (this is more of a technical or engineering
problem), but of assuring the investment of the surplus so that the quantity
of inputs available will increase. Thus, constraints have an historical quality
about them: how much has been invested in the past, and how much is
currently being invested.

Identification of the economic with reproduction of a system of provisioning
of wants takes us in a different direction than does the idea of economic
calculation. Both see the economic as a kind of activity, but the nature of
the activity varies in significant ways. Our third way of thinking about what
is economic does not identify it simply with an activity, and thus takes us
in a distinct direction.

The economy. The separation of society into an “economy’ and a “polity”
does not flow directly or inevitably out of either of the two approaches
considered so far (although it probably fits more easily into the approach that
identifies economic with provisioning rather than calculation). The idea of
the economy as a socially and historically specific institution is, nonetheless,
an important one. When we speak of the economy, we already assume the
existence of a separable entity: a place (perhaps the market if we can consider
that a place), a sphere (as Marx would have it), a moment of the whole in
the Hegelian sense, a distinct set of relations between persons not in essence
political or familial.

This usage parallels the historical emergence of the economy as a separate
institution. Karl Polanyi, more than any other contemporary thinker, has
drawn our attention to this aspect of modern social organization.

A self-regulating market demands nothing less than the institutional separation of
society into an economic and political sphere. (1944:71)

As is shown in the next chapter’s discussion ‘of the classical approach, the
argument for the self-regulating market is an argument for the separateness
of the economy as an institution.

References to the separateness of the economy immediately invoke objec-
tion and doubt from those convinced that the modern project of political
economy is to rethink that separation and explore the interpenetration and
integration of economic and political processes. Because of this, the third
sense of the economic, since it insists on separability, raises most clearly the
central theme of this book. It will prove helpful, therefore, to explore it more
closely to assure that we are clear on what separateness connotes.®

Separateness of the economy does not mean its independence of the other
aspects of social life. It does not mean that the economy can, in fact, stand

& See Levine (1989).
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alone. Even those economists most committed to the idea of market self-
regulation maintain that the market depends on the state for a set, albeit a
limited set, of requirements for its own survival. Adam Smith insists that
the state not only maintain internal order and security from foreign invasion,
but also engage in substantial public works where the private sector lacks
the means needed given the scale of the project. Separateness does not, then,
mean either autonomy or the absence of significant state involvement in
economic life.

In order to understand what it does mean, it may prove helpful to suggest
an analogy. When we speak of the separateness of persons, of their autonomy
or independence, we do not mean that they could survive by themselves,
that they are not in important ways socially formed and determined, or that
they relate to others with indifference, unaware of the ways in which, together
with those others, they form a single larger whole. We mean instead that
each is recognizably distinct, related to others yet different from them. Sep-
arateness allows us to speak intelligibly about the individual.

The same holds for the separateness of the economy. It means that the
economy is distinct, different from, and not equivalent to polity or family.
When engaged in our economic affairs, we are not directly engaged in family
life or politics. This holds true when the economy is indeed separate, even
though our economic affairs presuppose a political and legal framework.
Considering it separate allows us to talk intelligibly about the economy.

The reality of an economy as a distinct system of relations is not contingent
on individual preferences and choices. Economic institutions endure; indi-
viduals find their way in and through them. Individuals may not form them
as means to satisfy their wants, although economic institutions have a purpose
bound up with want satisfaction.

When we refer to “the economy,” then, we move away from the more
individualist methodology favored by those who identify economics with a
mode of calculating. The notion of an economy understands it as an enduring
social reality of its own kind capable of influencing, forming, and even de-
termining motivations and ways of thinking. The economy has its own social
purpose irreducible to those we associate with politics and family life. This
purpose is not contingent on the preferences of agents or the universal de-
mands of material reproduction. We can think of preferences and of material
reproduction without thinking about the economy. When we think about
the economy, we must have in mind something more than, and something
different from, the central concepts of economic calculation and material
reproduction. What is this something more and different?

The answer refers us to the institutions of private property and contract.
These institutions involve us in a distinct set of relationships with others and
in a specific orientation to our private ends. The economy is a sphere of
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pursuit of self-interest, a place that validates preoccupation with our private
concerns. The relations we enter into are normally understood to be instru-
mental to those private concerns. This makes the economy at least potentially
a set of relations between persons distinct from the social relations that
connect persons politically or personally.

For this reason, Polanyi links the separateness of the economy to the
prevalence of the institution of contract. The economy connects independent
property owners pursuing private interest through the use and exchange of
their private property. So long as family and polity are not formed by links
of exchange and pursuit of self-interest, they are not part of the economy.
Neither, then, is the economy part of family or polity.

Thus, so long as we think the buying and selling of votes is antithetical
to the political process, voting is not part of the economy. We can impose
other demands on the election process than those associated, in the economy,
with self-interest. Similarly, so long as we consider it inappropriate to treat
the family as a sphere in which members pursue their respective self-interests
and contract one with the othér, we do not consider family a part of economy.
If we treat family members as ends in themselves, such relations are not
instrumental and not subject to economic calculation. When we recognize
the obligation, in certain spheres of social interaction, to treat others as ends,
we narrow the domain of economy, separating it off as a distinct sphere.

If we understand the economy as an enduring reality, we can begin to
think about institutional imperatives built into its structure. Such institutional
imperatives do not derive from the preferences of individuals. We can derive
the goals of social structures from individual ends only if we make the struc-
ture contingent on those ends. This would violate the notion of the structure
as an enduring social reality. The structure precedes the participant. If the
actions of the participant are to be intelligible, that intelligibility must stem
from attributes of the social structure that envelop him. One way to put this
is to note that this approach implies that the economy understood as a struc-
ture sut generis moves the individual according to its own structural imper-
atives and that economics needs to consider what those imperatives are. We
will pursue this possibility further in the next chapter. In anticipation of that
discussion, we mention here some salient features of the problem.

The end or goal most closely associated with the institutional reality of
markets has traditionally been that of capital accumulation and economic
development. Adam Smith considered accumulation of wealth the main jus-
tification for free-standing markets. Within such institutional arrangements,
individual self-interest works for the goal of the maximization of the national
revenue. Karl Marx continues this theme of the revolutionizing impact of
market economy in his famous discussion of the progressive mission of cap-
italism in The Communist Manifesto (Marx and Engels, [1848] 1955). And,
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in the twentieth century, Joseph Schumpeter developed his argument for
capitalism as a system of change and development whose raison d’étre was
the transformation of the methods of production, the means of consumption,
and the forms of organization of economic institutions.

These classic contributions to economics all treat economy as an organi-
zation that drives us in a particular direction, and economics as primarily
the study of the logic of that organization and the ends likely to be achieved
by it. This is the logic of the self-regulating market, the sphere of voluntary
contractual relations between property owners including owners of labor and
means of production. The institutional reality of the (market) economy be-
comes the subject matter of economics.

Economics and political economy

The three different meanings of economic bear on how we think about the
relation of economics to politics. It is not simply a matter of how we relate
economics to politics, but of what we mean by the terms. How they are
related follows from how we define and use them.

When we use “economic” in the sense of economic calculation, then politics
becomes one place to apply such calculation. Economics is a way of acting,
politics a place to act. In politics, we can exhibit economic behavior or not.
If we do not, however, this poses a problem for those who identify economic
with a form of calculation. For them, the intelligibility of our action depends
on the connection between means and ends. The action becomes intelligible
when we can show how it follows from a means-ends calculus. If action does
not make sense in this way, it does not make sense. Thus, if it is not ultimately
economic, it does not make sense. Those favoring this approach tend to
assume that economic refers us to a basic perspective on human motivation
and behavior so that it is necessary to assume economic calculation in both
if we are to think coherently about politics or markets.

One result of placing emphasis on economic calculation is that economics
tends to dominate. The economic approach explains what we do and why
we do it. Politics simply describes the context. If we wish to explain politics,
we need to think in terms of economics. This dominance of economics ex-
presses an important and enduring theme of political economy as we suggest
in the Introduction. Political economy has been less about the interrelation
between economics and politics understood as separate endeavors, more about
the subordination of the political to the economic.

This dominance clearly has to do with the necessity, given the identification
of the economic with a mode of calculating, that we start out with the interests
of the individual agent when we attempt to explain both individual and group
activity. Emphasis on calculation leads to emphasis on subjective preference,
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individual motivation, and self-interest. The approach centering on calcu-
lation necessarily involves us in a method that starts from and refers back to
individual states of mind and calculations.

The use of economic in the sense of calculation works against the idea of
the separation of the economic from the political. It tends to expand the
terrain of application of economics well beyond its traditional boundaries
either in market relations or in the material provisioning of wants.

The idea of material provisioning does tend to limit the economic and thus
allow for a meaningful separation of economic activity from political. It does
not, however, require such a separation. In some systems, material provi-
sioning takes place within a political system and in some it takes place through
familial relations. Indeed, in its original meaning, the term economic referred
to household management. The reference was not to an economy, but to one
of the dimensions of family life. Economic relations were also familial rela-
tions. This statement makes sense within the provisioning definition of the
economy.

The generality of this approach allows it to consider economies separate
from or integrated into the political system. At the same time, the approach
exhibits some difficulty in conceiving of the economy as a system of social
relations. Thinkers following the logic of the notion of provisioning tend to
attempt to do so in technical-material language — for example, depicting
economic activity in the framework of an input-output system. This makes
the social world of the economy an external context within which economic
activity takes place. The term economic tends, then, to refer us to nonsocial
relations that follow nonsocial laws. .

The third approach, as we have already seen, emphasizes the separateness
of the economy. It focuses our attention directly on the social relations that
define economic affairs and not on pre- or extrasocial processes variously
integrated into the economy or left separate. This approach gives up the
generality of the first two in exchange for a deeper social rooting of the
economy. Here, the economy is one social sphere, rather than material activity
or private calculation situated in relation to the genuine social realities of life
outside of economy.

We can refer to this approach as a kind of benchmark precisely because
it does emphasize the separateness of economy rather than its merger into
the other social realms. It allows us to focus attention on the implications of
(1) the modern penchant for diminishing the separateness of the spheres of
social life, and (2) the associated tendency to make one or the other (often
the economic, as we have seen) dominant.
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The classical approach

Political economy in the classical tradition

In this chapter we explore the classical approach to political economy. The
classical economists of the eighteenth and nineteenth centuries were the first
to use the term “political economy.”" The period covered by classical political
economy cannot be stated exactly. A restricted definition would extend from
Adam Smith’s Wealth of Nations in 1776 to John S. Mill’s Principles of Political
Economy in 1848. A more encompassing periodization would stretch from
the work of the Physiocrats in the middle of the eighteenth century to the
death in 1883 of Karl Marx, whom many saw as the last important classical
political economist. Marx himself is credited with coining the term “classical
political economy” (Dasgupta, 1985:12), dating it from the time of William
Petty.

We will divide our consideration of classical political economy into two
parts: the argument for market self-regulation and the theory of value and
distribution. The first part concerns the nature of the market system and its
relation to the state. The second concerns production and use of the economic
surplus. The second part draws on more recent contributions within the
classical tradition. Although using elements of the classical analytical frame-
work, these recent theories suggest an approach to political economy in some
ways at variance with that of the classical economists themselves.

The classical approach frames the central themes of political economy in
a distinctive way. Most fundamentally, the classical economists played a major
role in introducing and elaborating two core ideas: the separability of the
economy and the primacy of the economic sphere. The first part of this
chapter emphasizes this side of the classical theory, which has special im-
portance for the themes of this book.

Modern theorists working in the classical tradition (see Walsh and Gram,

' For historical discussion of the term “classical economics™ or “classical political economy”
see Roll (1953:ch. 4) and Walsh and Gram (1980:chs. 2-4).
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1980) tend not to frame issues of political economy in this way, however. In
the second part of this chapter, we consider the implications of the theory
of value and distribution for the central concerns of political economy as we
define them in this book.

The founders of political economy perceive a change in the relationship
between political life and the nonpolitical activities loosely termed the sat-
isfaction of private wants. This perception leads to a redefinition and realign-
ment of terms used to talk about social order, terms such as political society
and civil society; private and public; economy and state. This realignment
involves a shift of emphasis toward the idea that society organizes itself and
develops according to its own laws, processes, and imperatives. The vitally
important social institutions do not develop according to plans articulated
and instituted by political decisions, but according to underlying and unin-
tended imperatives of group life. If this is true, then history becomes less an
account of political processes, conflicts, or deliberations, more an account of
the unintended consequences of private activities. Adam Ferguson’s Essay
on the History of Civil Society, published in 1773, marks an important moment
in this shift of perspective. Ferguson expresses our idea in the following
words:

If Cromwell said, [t]hat man never mounts higher, than when he knows not wither
he is going; it may with more reason be affirmed of communities, that they admit of
the greatest revolutions where no change is intended, and that the most refined
politicians do not always know wither they are leading the state by their projects. (p.
205)

Political economy gave considerable impetus to the shift of focus away
from politics in understanding the forces that account for the large historical
movements that mold the social world. Adam Smith saw the rise of civilized
society as the result of profit-seeking behavior rather than of any plan known
to and instituted by a political process or public authority. The transition
from the “‘savage state of man” to civilized society was, for Smith, the his-
torical work of capitalism. Yet, it was the unintended consequence of a
multitude of actions taken for purely private purposes.

Marx took this idea much further. He described the process by which
epochal changes were brought about in methods of production, social rela-
tions, and ways of life, all as the unintended consequences of the pursuit of
private gain. Marx’s materialist conception of history expresses with special
force the subordination of politics and of the decisions of a public authority
to the immanent and inexorable forces set loose and operating within society.

The emergence of political economy helped to mark the demotion of politics
and the elevation of the nonpolitical part of civil life. Indeed, it contributes
to the redefinition of civil life away from politics and in the modern direction
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of private affairs pursued outside of the household, in the world of business.
The rise of political economy means the rise of civil society in contradis-
tinction to politics.

The demotion of politics could hardly be better expressed than by the
invisible hand metaphor of Adam Smith. Although Smith’s view is in some
ways extreme, it very clearly articulates a new relationship between political
and civil society (or politics and economics). This new relationship arises, in
part, out of a rethinking of the possible and reasonable purpose of the state.
To see this clearly, consider the following description of government provided
by Steuart, and more in line with older ways of thinking:

The great art of government is to divest oneself of prejudices and attachments to
particular opinions, particular classes, and above all to particular persons; to consult
the spirit of the people, to give way to it in appearance, and in so doing to give it a
turn capable of inspiring those sentiments which may induce them to relish change,
which an alteration of circumstances has rendered necessary. ([1767] 1966:26)

Steuart attempts to combine two important ideas. First, he expresses the
notion (which we have emphasized) that change arises out of forces and
processes immanent in society and not decided by the state. Second, at the
same time, he sees a crucial role for the state in recognizing the necessity of
those changes and leading society through them. Changes in what Steuart
terms the “spirit of the people” are gradual and immanent rather than
planned. Because these changes are gradual and immanent, they may escape
the perception of the people. This failure may lead individuals to misjudge
their own and society’s interest. The state must take a leading role in edu-
cating individuals to their genuine interest, both private and public.

Smith and Steuart, while writing at approximately the same time, judge
the possible and desirable functions of government quite differently. Steuart
does not directly participate in the devaluing of politics, although his accep-
tance of the necessity of the laws of political economy points him in that
direction. Smith travels the whole route and is driven that much faster to do
so by his judgment of politicians, whom he considered “insidious and crafty
animals™ ([1776] 1937:435). This difference is important in understanding
the meaning of political economy and the significance of its emergence in the
late eighteenth century. .

Smith’s judgment depends on his now well-known solution to the problem
of economic order. The solution comes in two parts. First, nonpolitical group
life (civil society) must organize and perpetuate itself more or less indepen-
dently of political decision making. The unit that incorporates the work of
satisfying private wants is a political unit, but within that unit the production
and distribution of things needed to perpetuate private life is nonpolitical.
Second, as we have seen Steuart arguing, the laws and imperatives of civil
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society must dominate politics. Economic laws constrain the statesman or
politician. In the limit, these laws reduce the statesman to a caretaker role
(for example, to the administration of justice centering on the protection of
property rights).

In the classical approach the term political economy refers to a system of
private want satisfaction made up of independent private agents. During the
period of classical political economy, several distinct but related terms are
used to refer to this system of want satisfaction: civil society, market economy,
bourgeois society, capitalism, and others. Each term describes the way in
which society becomes predominantly an economic rather than political sys-
tem. As it grows in strength, this system tends to displace politics even though
it initially appears under a political designation. It sets up an ordering prin-
ciple for society which, since it is nonpolitical, challenges the idea of society
as a political system. In the next section, we explore in greater detail the
classical idea of a system of economic relations.

Civil society

In societies where the production of subsistence takes place within the family
(or kinship group) and on the basis of the division of labor in the family, it
must be subordinate to the goals and relations that make up family life. These
goals and relations may include biological reproduction, paternal authority,
child rearing and personality growth, nurturance, and so on. Provisioning
of subsistence needs occurs, but in tempo with the noneconomic purposes
of the family. These purposes also limit economic activity: The scale and
composition of output are limited by the needs of the family, by the labor
available within it, and by the division of labor appropriate to it. Thus we
cannot reasonably envision a family organizing its productive activity along
the lines of a factory, partly for reasons of scale and partly for reasons of
social organization. Families large enough to provide the labor adequate to
factory production are much too large to be proper families — that is, to
continue to satisfy the social purposes of family life. Similarly, families whose
social organization parallels that of a factory must treat their members (as
wage-workers) in ways inconsistent with the rationale underlying family life
(having to do with child rearing and nurturance, for example).

The embedding of the economic in noneconomic institutions (see Polanyi,
1957:71) means that the elements of material reproduction (the activities that
form the division of labor) are united by noneconomic links. If the division
of labor is restricted to the family, this means that the tasks will be allocated
to family members appropriate to their status within the family (as male or
female, child or adult, for example). This division also allows for the products
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of their labors to be brought together directly through personal contact. No
contract intermediates. The problems of division and reunification are re-
solved directly and on the basis of the structure and logic of family life.

If, now, we consider the separation of economic activities from the family,
as from all social institutions, we must have a method for accomplishing this
division and reunification. This method must occur within, and be appro-
priate to, a new institution, the economy. Since the activities that constitute
social reproduction do not take place within the family, nor are they assured
by rules of direct political authority, they must be connected by a social bond
that links otherwise independent producers. This bond is the exchange con-
tract. As Karl Polanyi asserts, ‘it is not surprising . . . that a society based
on contractus should possess an institutionally separate and motivationally
distinct economic sphere of exchange, namely, that of the market” (1957:70).
When contract replaces kinship, marriage, authority, religious associations,
and other social institutions as the social link connecting the different parts
of the reproduction process, the result is the emergence of the economy as
a distinct institution. Now social production falls into the hands of legally
independent, private producers, the social stock becomes so much private
property, and labor becomes a commodity owned by the laborer until sold
in exchange for money to the owner of capital. As a result of these devel-
opments an idea emerges that is of central importance to political economy:
the idea of a pure private property system within which all persons are
property owners and relations between persons consist of contractual relations
for the exchange of property.

When the economy is embedded in noneconomic institutions, individuals
pursue their economic activities on the basis of motivations carried over
from (originating in) those institutions. Family members engage in pro-
ductive activity as part of their participation in the family. Their motivation
stems from the familial bond: recognition of and subordination to paternal
(or maternal) authority, desire to nurture, and so on. The disembedding
of economic from noneconomic requires that individuals engage in economic
activity on the basis of motivations peculiar to the economy itself. These
motivations have been termed “‘self-seeking,” “‘self-aggrandizing,” and the
like.

It is certainly plausible that motives of this sort will dominate persons set
free from all connections to their fellows other than those associated with
contract. Under these conditions, individuals fall back on themselves. They
come to see themselves as separate, independent, and autonomous. Separated
from institutional loyalties, they find their only remaining loyalty is to them-
selves. The term “civil society” refers not only to a system of private want
satisfaction regulated neither by the family nor the state, but to a system
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motivated by self-interest, within which “‘each member is his own end, every-
thing else is nothing to him” (Hegel, [1821] 1952:267).> Shlomo Avineri
summarizes this idea as follows:

Civil society is the sphere of universal egoism, where I treat everybody as a means
to my own ends. Its most acute and typical expression is economic life, where I sell
and buy not in order to satisfy the needs of the other, his hunger or his need for
shelter, but where I use the felt need of the other as a means to satisfy my own ends.
My aims are mediated through the needs of others: the more other people are de-
pendent upon a need which I can supply, the better my own position becomes. This
is the sphere where everyone acts according to what he perceives as his enlightened
self-interest. (1972:134)

Whether this accurately depicts the motivations of actors in the economy
(and surely in important ways it does), it will be very familiar to anyone who
has studied economic theory. Over the past two hundred years and more the
development of economic analysis has been synonymous with the invest-
gation of the logical implications of the assumption that individuals act on
the basis of their self-interest (variously defined as profit seeking, utility
maximization, and with other similar terms). Much of the agenda of economic
theory has consisted of investigating the logical properties of a system of
independent and autonomous property owners, each pursuing his self-interest
and each constrained only by the requirement that he respect the property
rights of others (including their right to property in their own persons). Such
an agenda focuses on the validity of important propositions about the market
economy. The most important proposition is that the market must succeed
in assuring a reasonably stable process of the reproduction and distribution
of things capable of satisfying the wants of those dependent on it. We will
examine this proposition in the next section.

The self-regulating market

Because of their utilitarian leanings, many economists tend to assume that
if the market succeeds in satisfying the private ends of participants, given
those ends and given the means available to satisfy them, then it has pso
facto accomplished its human and social purpose. To achieve private ends is
the same as to achieve the public good. The question about the market, then,
is the following: Will a system of private persons pursuing their self-interest
without overall regulation lead to a set of voluntary transactions (exchanges)
that satisfy the wants of those persons to the greatest extent possible given
the productivity of the capital stock and the original distribution of property?

2 For discussion of the concept of civil society, see the articles collected in The State and Civil
Society (Pelczynski, 1984) and Avineri (1972:141-54).
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By now a vast literature exists addressing this question from various per-
spectives.® The following summary should give an intuitive sense of the issues
at stake.

The market works well when individuals act both as buyers and as sellers.
In selling commodities, the seller acquires the money needed to purchase the
things that satisfy his needs. Those, for example, who sell their labor for a
wage thereby acquire the money they need to purchase their means of con-
sumption. Similarly, those who sell commodities they have produced thereby
acquire the money (proceeds from the sale) needed to replace (and possibly
expand) their means of production. In both cases, the sale of commodities
leads to the purchase of other commodities. Indeed, the anticipated purchase
of those commodities motivates the sale of products and of labor.

When each participant acts both as buyer and seller, money and com-
modities “circulate” through the market. The market simply facilitates a
rearrangement of property according to the wants of property owners. It is
a social mechanism to assure satisfaction of private wants. It is also a passive
mechanism because it does not affect the property or the wants satisfied by
it. By working for himself (buying and selling), each person works for others.
Each provides goods to others and money with which others can buy goods.
When this circuit functions smoothly, the sale of commodities leads to the
purchase of other commodities. At the same time, no guarantee exists that
any particular commodity will find a buyer. Thus an individual seller who
finds no demand for his goods will be unable to acquire the things he needs.
This holds also for workers. No assurance exists that any individual worker
or group of workers will find employment. Buyers may not exist for the kind
of labor they have to sell. If they have only that kind of labor and nothing
else, they will be unable to acquire the wages needed to purchase their means
of consumption.

With nothing but the market to appeal to for income, individual hardship
is inevitable. The classical economists do not count this against the market.
Without this hardship the market could not create incentives that drive
individuals to adapt their skills and means of production to the needs of
others.

The classical economists claim that only individual hardship can result
from the market. That is, the income and welfare of a seller may suffer due
to lack of demand for his product; but the income and welfare of the set of
sellers as a whole cannot suffer in this way. The classical economists also
argue that individual hardship will be temporary, lasting only so long as is
required for the individual to adapt his skills and capital to producing goods
in demand. David Ricardo, one of the major figures in political economy

* See, for example, Weintraub (1979) and Sowell (1972).
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during the first half of the nineteenth century, summarizes what we have
said so far about the market:

No man produces, but with a view to consume or sell, and he never sells, but with
an intention to purchase some other commodity, which may be immediately useful
to him, or which may contribute to future production. By producing, then, he nec-
essarily becomes either the consumer of his own goods, or the purchaser and consumer
of the goods of some other person. It is not to be supposed that he should, for any
length of time, be ill-informed of the commodities which he can most advantageously
produce, to attain the object he has in view, namely, the possession of other goods;
and therefore it is not probable that he will continually produce a commodity for
which there is no demand. ([1821] 1951:290)

This argument provides important support for the classical idea that while
individuals may fail to find buyers for their goods, the market as a whole
will not fail:

Too much of a particular commodity may be produced, of which there may be such
a glut in the market, as not to repay the capital expended on it; but this cannot be
the case with respect to all commodities; the demand for corn is limited by the mouths
which are to eat it, for shoes and coats by the persons who are to wear them; but
though a community, or a part of a community, may have as much corn, and as many
hats and shoes, as it is able or may wish to consume, the same cannot be said of every
commodity produced by nature or by art. (Ricardo, [1821] 1951:292)

The idea of a general failure of the market has a meaning significantly
different from that of an individual failure. It means that the aggregate of
goods that people need are available and yet cannot be bought and sold
because the market mechanism that circulates money into the hands of those
who need the goods has broken down. The very idea struck the classical
economists as paradoxical. The French economist J. B. Say went so far (with
the subsequent approval of Ricardo) as to assert the logical impossibility of
overall market failure (a notion now referred to as Say’s law). Particular
failure results from individual miscalculation or misfortune; systemic failure
means that the market mechanism is inherently flawed. Systemic failure
means that the market frustrates individuals even if they have made the
“right” decisions regarding what goods to bring to market.

During the depression (as, for example, experienced in the world economy
during the 1930s), productive capacity exists to produce the goods people
want, but it is not used. Workers are available to set that productive capacity
in motion, but they are not employed. Capital and labor stand idle because
money is not in the hands of those who need their products. Had the workers
been employed, they would have received incomes enabling them to purchase
the products they needed but were not producing. Producers would then
have made revenues, including profit that would justify the employment of
labor. Otherwise, productive capacity remains idle because of inadequate
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demand, but demand is inadequate because of idle productive capacity. Thus
workers are unemployed and lack purchasing power adequate to justify use
of the idle productive capacity. This represents an instance of market failure
if it results from the workings of the market taken by itself and not from
efforts by government to regulate the market. The continuing debate in
economics centers on whether the cause of market failure is in the market
or outside. The classical economists tended to favor the second interpretation.
They did so for the following reason.

So long as those who sell commodities use their money revenues to purchase
commodities, effective demand (need tied to money) never leaves the market.
The classical economists thought it would be irrational for sellers to hold
money which, in their view, satisfies no need, when they could have com-
modities. Workers must certainly (and rapidly) use up their wages in ac-
quiring consumption goods. Producers, motivated by the desire to expand
their capital and wealth, must use their money revenues to buy productive
inputs capable of yielding profit (which, in general, money does not). As-
suming that this is correct, and that agents act rationally, money will continue
to circulate and aggregate demand will not falter.

The key, then, to the classical argument was the assumption that no rea-
sonable motive could lead a seller to hold money rather than one of the goods
money could buy. By purchasing such goods with his money revenue, the
individuals as a group, though not in every case, will find buyers for their
goods and will be able to acquire the things they want in proportion to the
amount and value of what they have to sell.

An important problem in the argument summarized above for market self-
regulation is that even were the market self-regulating, the satisfaction that
the individual takes out of the market depends on the property he brings
with him into the market. It is not his need that determines what he consumes,
but his ability to satisfy the needs of others.

In some ways this characteristic of the free market can be thought of as a
virtue. The market disciplines self-interest to work for the interest of others.
In another sense, this characteristic of the free market sounds like a vice. It
means that well-being depends on circumstances that it may be outside the
power of the individual to affect. Self-interest may not provide the individual
with the ability to satisfy the wants of others even if it provides him with
the motive to do so. What we bring to the market can depend as much on
accidents of birth and circumstances as it does on incentives and self-interest.
The market then confirms these accidents and enables us to satisfy our wants
only so far as those accidents allow.

The German philosopher G. W. F. Hegel was quick to underscore this
limit of the self-regulating market and to see in it an argument for government
intervention.
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Not only caprice, however, but also contingencies, physical conditions, and factors
grounded in external circumstances may reduce men to poverty. The poor still have
the needs common to civil society, and yet since society has withdrawn from them
the natural means of acquisition and broken the bond of the family . . . their poverty
leaves them more or less deprived of all the advantages of society, of the opportunity
to acquiring skill of education of any kind, as well as of the administration of justice
.. .and so forth. The public authority takes the place of the family where the poor
are concerned in respect not only to their immediate want but also of laziness of
disposition, malignity, and the other vices which arise out of their plight and their
sense of wrong. ([1821] 1952:148-9)

Private interest and public good

The argument summarized in the previous section has important implications
for the relation between the public agent (state) and the system of private
relations (economy). We now turn to those implications.

Adam Smith’s now classic formulation of the link between private interest
and public good in a market economy depends heavily on the argument that
markets, if allowed to, will regulate themselves. Smith develops his argument
as part of a critique of the policy of placing ‘“Restraints upon the Importation
from Foreign Countries of such Goods as Can be Produced at Home.” Smith
begins by noting that the “monopoly of the home market” resulting from
restraints on imports encourages certain domestic industries and increases
the share of labor and capital devoted to those industries ([1776] 1937:420).
But he questions whether this serves the public good. Serving the public
good means increasing the ‘“‘general industry of society” or channeling that
industry in ““the most advantageous direction.”

The linchpin in Smith’s argument is the assumption that society’s capital
stock is always fully utilized and that the problem of market failure outlined
in the preceding section does not arise. Assuming full utilization of capital
stock, the effect of policies that restrain trade (in this case imports) can only
be on those lines of industry in which the capital stock is invested. The
importance of the composition of investment (its distribution across indus-
tries) is for two interconnected concerns: (1) the ability of the capital stock
to satisfy needs and (2) the profitability of the capital. If our policies direct
investment into the wrong industries, this will reduce profitability and less
adequately satisfy private needs. Smith summarizes these ideas as follows:

No regulation of commerce can increase the quantity of industry in any society beyond
what its capital can maintain. It can only divert a part of it into a direction into which
it might not otherwise have gone; and it is by no means certain that this artificial
direction is likely to be more advantageous to society than that into which it would
have gone of its accord.

Every individual is continually exerting himself to find out the most advantageous
employment for whatever capital he can command. It is his own advantage, indeed,
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and not that of society which he has in view. But the study of his advantage naturally
or rather necessarily leads him to prefer that employment which is most advantageous
to the society. ([1776] 1937:421)

For Smith, profit measures the advantage to the individual of alternative
employments of his capital:

But it is only for the sake of profit that any man employs a capital in the support of
industry; and he will always, therefore, endeavor to employ it in the support of that
industry of which the produce is likely to be the greatest quantity either of money
or of other goods. (p. 423)

By leaving the decision on the direction of the flow of labor and capital in
the hands of the individual (capitalist), we allow profit to determine the
development of industry. The capitalist is the agent, and not the directing
force. Indeed, no individual or group takes responsibility for directing eco-
nomic development. The concern for profit channels investment in the most
socially advantageous way. It assures that revenue and industry will increase
as rapidly as possible.

The individual intends only his own gain, and he is in this, as in many other cases,
led by an invisible hand to promote an end which was no part of his intention. (p.
423)

Summarizing the classical approach to the relation between private interest
and public good: Under its normal workings, and in the absence of regulation
from outside, the market will assure the full utilization of society’s capital
stock. Given the overall amount of capital and labor available to society, the
proportions devoted to different industries should depend on profitability
because profitability measures the contribution each industry can make to
the size of the social revenue and to the growth of social wealth. The only
way to assure that profit directs investment is to place that investment into
private hands and subject it to decisions based on self-interest. This works
because self-interest is best served by the pursuit of profit. Given that profit
seeking is a private rather than public motive, this approach argues against
public guidance of investment. Public regulation means, for the classical
economists, that something other than profitability will determine invest-
ment. The unregulated but self-ordering market will encourage the growth
of society’s capital stock and achieve the public good.

This definition of the public good supports a strong argument in favor of
the free market, one that economists otherwise as opposed as Smith and Marx
both recognize. Smith and Marx both argue that the free market has as its
historical purpose the development of society’s material technical productive
foundation, its capital stock. The “invisible hand” organizes the pursuit of
private gain into the historically significant project of developing social
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wealth. Smith sees this as a transition from the ‘“‘savage state of man”” where
men are “miserably poor” to “civilized society’” in which “all are abundantly
supplied” ([1776] 1937:1vii1). Marx argues that capitalism has as its “‘historical
mission” to develop the “material forces of production” and to create an
“appropriate world market” ([1894] 1967b, Vol. 111:250). In this view, the
economy disembedded from other social institutions has a raison d’étre. This
raison d’étre is (1) an unintended consequence of self-seeking, so that it can
be treated as a hidden, or implicit, social purpose and (2) accomplished
through the accumulation of capital on the part of independent wealth
holders.

Classical economics assumes the existence of a public good connected to,
but distinct from, private ends: the growth of society’s capital stock, But,
the classical approach contends that the public good so defined will best be
accomplished without the intervention of a public agent. This judgment, if
correct, resolves the problem of economic order raised earlier in this chapter.
The self-regulating market displaces the decisions of a political agent. Indeed,
were the state to make well-conceived decisions in accordance with the laws
of political economy it would guide society to just those ends best achieved
when the state does not act. It can do no more. Very likely, however, it will
do considerably less. Given uncertainty regarding the wisdom of political
decisions, better to make the development of society an unintended conse-
quence of private acts and decisions, to allow and encourage the displacement
of political society by civil society.

The state and soctety

Within classical economics, then, what remains for the state to do, especially
with reference to the world of private affairs? We refer again to Adam Smith:

According to the system of natural liberty, the sovereign has only three duties to
attend to; three duties of great importance, indeed, but plain and intelligible to
common understanding: first, the duty of protecting the society from the violence
and invasion of other independent socicties; secondly, the duty of protecting, as far
as possible, every member of the society from the injustice or 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 can never 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 much more than repay it to a great society. ([1776] 1937:651)

Under the last heading, of public works and public institutions, Smith has
in mind primarily those aimed at facilitating commerce (roads, bridges, ca-
nals), and “promoting instruction of the people” (p. 681).
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Imagine a state concerned exclusively with national defense, the admin-
istration of justice, public works, and education. Given a narrow enough
definition of justice, and assuming that definition well established and well
accepted, political deliberation would concern itself at most with a limited
range of issues involving the extent of these activities. Indeed, such a state
would finance and maintain a standing army, some schools, the courts, and
the highways. It would not deliberate on the appropriate ways of life in a
well-ordered society; it would not concern itself with collective judgments
on the nature of the public good; it would not take responsibility for the
welfare of those whose private activities fail adequately to sustain them. Just
as civil society displaces political society, administration replaces politics.

And yet the classical economists, including Smith, do not go quite so far
as to deny the existence of a public good irreducible to (for example the sum
of) private ends. Smith identifies this public good with the magnitude (and
rate of growth) of the national product. Clearly a large and growing product
will generally benefit individuals as well as the state. Still, the benefit of a
large national product is both for the individuals and for the state as a whole.
Were we to consider more than just the size of the product, then the equation
of public with private ends would become less self-evident. Even given such
a split, it can still be argued, for certain definitions of the public good, that
a private market economy best achieves that good (if unintentionally). This
is the argument we think of as distinctly classical.

The classical argument has more recently given way to one (associated with
the neoclassical approach) that defines the public good so as to equate it with
a sum (or other aggregate) of private interests. We should not, however,
move too quickly to an interpretation of the classical approach to political
economy that equates it with this more recent method. To do so loses sight
of an important tension in the classical approach absent in the modern. This
tension exists in the effort to retain an older notion of the public good while
denying the necessity of a public agent who takes responsibility for assuring
that private affairs contribute to the public agenda. Smith would like to see
public ends accomplished without (or with a minimum of) public life. This
hope is an important part of classical thinking. It sets up a problem for
subsequent theories, one that leads in different directions.

Recall the contrast drawn earlier in this chapter between Smith and Steuart.
The former favors the demotion of politics while the latter tries to retain the
idea that politics and the state have an important role beyond public admin-
istration and national defense. For Steuart, the state takes a leading role in
the private sphere: molding private interests, limiting self-seeking, educating
persons to a “higher” viewpoint (the public interest). As we will see in the
following chapters, none of the modern approaches to political economy is
entirely comfortable with this idea. Several reject it entirely, and this is typical
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of political economy. Others leave it only a very limited role to play. In this,
political economy is very much a part of the modern temperament, which,
following Smith, doubts both the necessity that the state take a leading role
and its competence to do so. Political economy comes more and more to view
the state as an agent acting for private interests rather than an agent entrusted
with responsibility for a public good irreducible to private interest. How
could the state, acting as the agent of private interest, take responsibility for
raising individuals to a higher standpoint? Clearly, we can hardly expect it
to do so.

Value and distribution

The division of labor and exchange

The theory of market self-regulation is arguably the central achievement of
the classical approach to political economy and the key to understanding how
a classically influenced economist might understand the interrelation of the
economic and the political. Modern theorists working in the classical tradition
have not, however, all taken this viewpoint. Recent contributions have built
- on a different element of the classical analysis of market economy, one con-
cerned more with the price system as it relates to the determination of wages
and profits, less with its implications for market self-regulation. We now
turn to this other dimension of the classical theory. This dimension begins
with consideration of the relation between the social division of labor and
commodity exchange.

The division of labor has a very close association with exchange. In the
absence of a market for the product, it makes very little sense for an otherwise
isolated individual to specialize in the way demanded by the division of labor.
At the same time, participation in the division of labor requires the individual
producer to exchange in order to acquire those elements of subsistence he
or she does not produce. Adam Smith places this two-sided relationship
between the market and the division of labor at the center of his analysis.
With the division of labor every man ‘‘becomes in some measure a merchant”
(1937:22). Our participation in a division of labor forces us to exchange. The
type of mutual dependence associated with division of labor gives rise to the
system of exchange. At the same time “the division of labor is limited by
the extent of the market” (1937:17). The market also plays a part in stim-
ulating the development of the division of labor.

The division of labor occupies a position in the classical treatment of
exchange analogous to that played by utility maximization in neoclassical
theory. It accounts for the participation of the individual in a larger social
reality. And, just as the rates of exchange between individual utility maxi-
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mizers depend on their preferences and endowments, the rates of exchange
that emerge from a social division of labor depend on attributes of the pro-
duction structure as a whole. The embedding of prices in a production struc-
ture within the classical approach has been given two related but distinct
interpretations: the labor theory of value and the theory of production prices.

Smith, Ricardo, and Marx cut a direct path between the division of labor
and price by arguing that prices depend on the relative quantities of social
labor used in the production of commodities.* The reproduction of the goods
that make up the social product is thought of as a set of “labor processes”
(Marx 1967a:ch. 7) linked by inputs and outputs. The sum of the labors of
individuals provides society with its productive resource. The sum of labors
must be allocated to the various processes that produce the goods needed as
inputs into social reproduction. This classical framework encourages us to
visualize a single pool of social labor divided among particular tasks and
reunited by exchange. The proportions defined by the needs of social repro-
duction taken as a whole determine the appropriate rates of exchange. These
rates assure that each producer will receive in the sale of his output a value
adequate to renew his means of production.

This idea has a simple and direct interpretation if we assume that the price
of a commodity measured in terms of another commodity equals the ratio of
the amounts of labor used in their respective production. Thus, if it takes
twenty hours of labor to produce a chair and ten hours to produce a jacket,
then the jacket price of chairs (the number of jackets required to purchase
a chair) must equal two. In this case, the exchange of jackets for chairs brings
about an exchange of jacket-producing labor for chair-producing labor.

The labor theory of value provides a direct link between the division of a
pool of social labor and the exchange of commodities. The theory runs into
a number of analytical difficulties, however, which have convinced modern
economists working in the classical tradition to build a materialist basis for
exchange by employing a distinct starting point also present in the classical
theories: price of production. These authors, rather than rooting price in the
division of a pool of social labor, root it in the technical specification of a
production structure.’

Consider the set of commodities that make up the social product during
a given period. The production of each commodity requires the use of a
subset of the remaining commodities as productive inputs. We can charac-
terize the method or technique of production for a given commodity as an
equation relating the number of each required input to the product. The

* For a more comprehensive discussion of the labor theory of value, see Meek (1973).
* Sraffa (1960) analyzes the relation between price and the technical structure of production;
see also Walsh and Gram (1980).
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technique is, in effect, a kind of recipe for producing a particular commodity.
The set of such recipes constitutes a summary of the overall technology for
reproduction of the set of products. It depicts the production structure within
which material reproduction takes place. The production structure relates
inputs to outputs quantitatively. Commodities appear both as the output of
their own production process (captured in the appropriate equation) and as
inputs into the production processes of other commodities.

For reproduction to take place, the set of outputs produced must be ap-
propriate in form and sufficient in magnitude to provide the inputs needed
for their own production. If the output set is just appropriate in this sense
to replace inputs used for its production, the economy may be said to produce
a surplus equal to the excess of the set of products over the inputs needed
for reproduction.

When an individual producer specializes in production of a single com-
ponent of the social product, the market value of his output determines his
ability or inability to acquire needed inputs given their market prices. If his
output also enters as an input into the production of other goods, the system
of interdependence in production must establish limits on relative prices.
Each price must be consistent with the conditions that it (1) be adequate to
cover costs of production and (2) be consistent with the price of products
that employ that output as a productive input. The term “price of production”
refers to a price consistent with the location of the particular commodity in
the reproduction system in this sense. It is the price that allows the commodity
to act both as input and output. The production structure, or material-
technical specification of the requirements of reproduction of the system of
commodities, is the first and primary determinant of the price system.

The classical method effectively eliminates individual choice and decision
making from playing a part in determining economic affairs (Nell, 1967).
Individuals may make decisions, but ultimately the material-technical rules
of reproduction govern the outcome. The method attempts to replace choos-
ing agents with objective rules.

One area in which the classical method contrasts most sharply with the
neoclassical is in its treatment of consumption, especially workers’ con-
sumption. Application of the classical model to wage determination has led
to the treatment of labor on the basis of the idea that its price is determined
in relation to costs of production. Otherwise the prices of products employing
labor as an input cannot be uniquely determined by technical rules for trans-
forming inputs into outputs. In order to solve this problem, the classical
method determines the composition and magnitude of workers’ consumption
on the basis of rules independent of the desires and choices of individual
workers. The term “subsistence” designates consumption needs determined
in this way.
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The simplest approach to subsistence appeals to costs of reproducing work-
ers. As Piero Sraffa puts it, the notion of subsistence places workers’ con-
sumption “on the same footing as the fuel of the engines or the feed of the
cattle” (1960:9). This approach, which has its roots in the work of Ricardo
and Marx, applies the cost of production idea directly to the labor input.
Consumption of the subsistence produces labor, which produces output,
including subsistence. Reproduction now requires that (1) the wage equal
the sum of the prices of the subsistence goods (given the amounts of each
required) and (2) the output of subsistence goods be at least adequate to
reproduce the labor needed for its production.

More recently, the notion of subsistence has moved away from the narrow
idea of costs of production.® Contemporary classical models treat workers’
consumption as a given for the market. Subsistence means that the needs
the market must satisfy do not depend on the market, and in particular, do
not vary with the prices of commodities. Consumers have needs, and they
have recourse to the market to acquire the means to satisfy those needs.
However those needs may be determined (and the theories do not address
this issue), they do not involve trade-offs and do not vary with prices (at
least in the short run). By contrast, consumers making decisions on the basis
of preferences will vary the composition of their consumption with variations
in relative prices of its elements.

The following example may help to illuminate the link between production
structure and price (see Sraffa 1960). Consider a simple economy whose
reproduction entails the use of only three inputs: iron, wheat, and labor. We
may think of iron as representing inputs of means of production and wheat
as representing inputs of materials and means of subsistence. This simple
economy may be depicted as a set of production relations that together con-
stitute a production structure (t = tons, bu = bushels, hr = hours):

10 t iron + 250 bu wheat + 100 hr labor — 700 bu wheat
15 t iron + 50 hr labor — 25 tiron
450 bu wheat — 150 hr labor

Each line represents the relation between the inputs (on the left-hand side)
and a component of the social product (on the right). The production struc-
ture is circular in the sense that each input is also a component of the social
product (set of outputs). The production structure as depicted is just viable
in the sense that when we use the outputs as productive inputs they are just
adequate for their own reproduction. There is no surplus.

The simplest classical theories treat labor as a produced commodity that
has a cost of production like all other produced commodities. The third

¢ Garegnani (1984) reinterprets the classical notion of subsistence in this direction.
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production relation expresses this idea. The consumption of a given amount
of wheat (presumably in the form of bread) renews the worker’s capacity to
labor for a given period of time. In effect, then, when labor enters as an
input, it is really so much wheat, which went to produce the labor, and enters
as input through its product, the laboring capacity of the worker. By making
this explicit, we can simplify our depiction of the production structure into
only two production relations:

10 t iron + 550 bu wheat — 700 bu wheat
15 tiron + 150 bu wheat — 25 t iron

In the case assumed, of an economy that is just viable and produces no
surplus, there is one rate of exchange that allows (1) for the wheat producer
to acquire the iron needed to produce wheat while retaining sufficient wheat
to feed his workers and use as raw material and (2) for the iron producer to
acquire the wheat that he needs while retaining the iron needed for the
production of iron. As can be seen from the production relations, 150 bushels
of wheat must exchange for 10 tons of iron. The wheat price of iron must
be 15. This example makes vivid the manner in which the production struc-
ture and the needs of reproduction determine relative price.

Consider now production with a surplus. We can depict this case with the
following modifications of the production relations:

10 t iron + 250 bu wheat + 100 hr labor — 800 bu wheat
15 tiron + 50 hr labor — 35 tiron
450 bu wheat — 150 hr labor

We now have production of a surplus consisting of 100 bu wheat and 10 t
iron. Simplifying again to eliminate the explicit statement of the third rela-
tionship (production of labor by wheat):

10 t iron + 550 bu wheat — 800 bu wheat
15 tiron + 150 bu wheat — 35 tiron

In the case of production with a surplus, we can no longer determine price
directly from the production structure. Indeed the wheat price of iron may
settle at any point between 7.5 and 25 bushels of wheat and still allow
reproduction to take place. Although differences in price within this range
do not affect the ability of the economy to reproduce itself, they do affect
the way in which the surplus is distributed between the wheat producer and
the iron producer. If the wheat price of iron is 7.5 bushels of wheat, all the
surplus accrues to the wheat producer. In other words, at that price, the
wheat producer can (1) retain the 550 bushels of wheat needed as productive
input for the next period, (2) retain an additional 100 bushels of wheat, and
(3) have 150 bushels of wheat left, which at a price of 7.5 bushels allows the
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wheat producer to purchase 20 tons of iron. The entire surplus consisting of
100 bushels of wheat and 10 tons of iron ends up in the hands of the wheat
producer. It can be easily verified that with a wheat price of iron of 25 bushels,
the entire surplus will end up in the hands of the iron producer. Thus, in
the case of production with a surplus, price must be determined (1) within
the range consistent with reproduction and (2) on the basis of a rule for
allocating the surplus.

As we have seen, in the classical framework, the possibility exists that the
subsistence needs of workers will fall short of the amount of subsistence those
same workers (together with the needed inputs) can produce in a given period.
More generally, the possibility exists technically that the use of the current
output as inputs into production will generate an amount of output in excess
of that needed for continuing production at the current level. Society then
faces the problem of what to do with this surplus. This means that society
must allocate the surplus to particular activities (consumption and produc-
tion) according to some rule. For different societies, the use of the surplus
will vary and thus its material form and magnitude will also vary. Indeed,
according to Marx:

The specific economic form, in which unpaid surplus-labor is pumped out of direct
producers, determines the relationship of rulers to ruled, as it grows directly out of
production itself and, in turn, reacts upon it as a determining element. Upon this,
however, is founded the entire formation of the economic community which grows
up out of the production relations themselves, thereby simultaneously its specific
political form. (1967, Vol. I11:791)

In a capitalist society,” the surplus primarily adopts the form of profit —
the difference between the value of output and its costs of production. This
profit accrues to the owners of the capital stock as their private incomes.

As we have seen, when society produces a surplus, the costs of production
(including the subsistence wage) cannot fully determine prices. The margin
between price and cost is the surplus measured in value and allocated to the
producer as his profit or income. Put the other way around, the prices of
commodities depend both on their costs (employment of other commodities
as inputs) and on the profit that accrues to their producer, normally in
relationship to those costs. The price of a commodity equals the sum of its
cost of production and of the surplus that accrues to the producer as his
profit.

This conclusion has a striking interpretation. Market prices, connected to
the social institutions of property and contract, express a deeper reality shared
with nonmarket forms of allocation and distribution. According to the clas-
sical view, all societies must reproduce themselves by reproducing the sub-

7 Dobb (1936:ch. 1) discusses the idea of capitalism.
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sistence of their workers, and they must also distribute their surplus in
accordance with the requirements of their particular social institutions. What
varies across societies is the form that these processes adopt. The market is
one among a number of social mechanisms for meeting a material necessity
of life. This means that the economic (in the sense of material provisioning)
exists whether or not the market exists, and therefore whether or not our
economic activities take place together in a separate sphere we might call an
economy.

Income distribution

The version of the classical theory of value briefly outlined in the preceding
paragraphs maintains the classical assumption that the level of wages depends
on the specification of a subsistence bundle. Under this assumption, the
magnitude of the surplus depends on the technology as it determines the
productivity of labor, and on the amount of the subsistence. The surplus is
a kind of residual, the amount left over once the costs of production are fully
accounted for. This surplus is, then, the fund out of which profit and in-
vestment arise.

The idea that wages are subject to determination in this way has lost
plausibility in the period since the publication of the great texts of the classical
economists in the eighteenth and early nineteenth centuries. Modern theorists
have, therefore, modified this element of the theory, and in so doing arrived
at a striking conclusion.

If we treat the wage as a variable rather than a fixed magnitude, this means
that the market system contains an element of indeterminacy. Variability of
the wage means variability of the surplus and thus of profit for a given
production structure. Thus, given the productivity of labor and the social
division of labor, the distribution of the product between labor and the owners
of capital remains to be determined.

It might be possible, then, to consider the distribution of income the
outcome of a struggle between competing claimants rather than something
built into the structure of reproduction itself as the classical model originally
would have had it. That structure sets limits on distribution marked on one
end by the level of profit or surplus were the wage zero and on the other by
the level of the real wage were surplus equal to zero. But between these
levels, the conditions of reproduction do not fix income distribution.

The next step is to identify the claimants as social classes defined by their
relation to the means of production. Doing so is well within the spirit of the
classical approach. Then, the distribution of income becomes a matter of a
struggle between social classes over the product of labor.

Focusing on this struggle moves political economy onto a different terrain
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than that emphasized in the first section of this chapter. That depiction of
political economy in the classical vein was the study of the capacity of the
economy to sustain itself. The economic refers us to an institutional reality,
the market; the political refers us to the state, also an institutional reality.
Political economy concerns the logic of the relation between these two in-
stitutions. The issue of separability is central.

When we move to the terrain of struggle between social classes over the
distribution of income, the idea of what is political economy shifts. Here the
economiic is not first a sphere, the economy; it is the process of the material
reproduction of goods and provisioning of needs. The political refers us first
not to the state but to the configuration of social classes and class relations.
Maurice Dobb (1936) placed special emphasis on this interpretation of the
political in classical political economy.

Of course, a question can be raised concerning the sense in which the
interrelation of classes can be the political dimension. Indeed, in the more
recent contributions by those influenced by the classical method, the explicit-
ly political element rarely appears in any systematic form. The issue is left
hanging.

In many cases, the identification of the political with class relations is more
an allusion to an argument than an argument itself. In Chapter 3, on the
Marxian approach, we will see how this argument might develop. Indeed,
the problem posed here cannot but point us toward the Marxian theory as
heir to the classical. For the moment, we will only lay out the issue and
identify its classical roots: the sense in which it depends on the classical
theory and the point at which it moves beyond that theory.

It is striking that those economuists closest to the classical school in analytical
framework use that framework to support an approach to political economy
very different from that of the classical economists. This was Marx’s own
method. He took over the analytical framework of classical political economy
and employed it to arrive at radical conclusions, arguably implicit in that
framework, but surely very far removed from the intent and spirit of the
classical economists themselves.

For us, one dimension of the shift has special significance. The classical
economists used their framework to argue for the separability of the economy.
Modern economists influenced by their analytical framework use it as often
to undermine that separation as to support it. In their work, the political
dimension identified with class distribution of income enters into the work-
ings of the market system itself.

As we have seen, the magnitude and distribution of the surplus bear on
the determination of commodity prices. When that magnitude and distri-
bution depend on a struggle between social groups, the economy is not
logically separate from the political system. Thus, much is at stake in the
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claim that income distribution depends on class conflict and that the struggle
between classes is a political rather than economic process.

Modern thinking, then, tends to reverse the direction of movement as-
sociated with that of the classical economists. Where the classical economists
raised the economic to a level of primacy, some modern economists have
used the classical framework to erode the separateness of the economy and
to elevate the political struggle to prominence in the economic arena.

It should be mentioned that this is only true of one group of modern
classical economists. Others use the classical approach to value and distri-
bution without treating the problem of distribution as one involving the
struggle, latently or overtly political, between classes (see Robinson, 1962).
The classical approach has also been melded with Keynesian insights to yield
a modern theory with a classical flavor not aimed at politicizing the economy.

Many roads lead from classical political economy. The main ones we ex-
plore in the following are the Marxian, neoclassical, and Keynesian. Each
treats the problems of separability of the economy in a distinct way. Each
deploys different notions of the economic and of the political, combining
them in ways leading to different approaches to political economy.
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Marxian political economy

With Marxism, there are many possible vantage points from which one can
discuss political economy. Marxists have seen the political in the very sep-
aration of civil society from the public arena (limiting rights and equality to
the latter), the class process by which surplus value is ‘“‘appropriated” under
capitalism, the role of the state in managing the interests and affairs of capital,
political (that 1s, state-backed) guarantees of property rights, revolutionary
activity to alter the political institutions of capitalism, and the bargaining
between labor and capital for control of the economic surplus.

Although these vantage points may supply political content to Marxian
economics, the senses in which they do so are not obvious. Even the concept
of class, certainly a mainstay of Marxian theory, is not obviously political.
Classes can exist even in a society where individuals are disconnected, una-
ware of common interests, and politically unorganized. Nevertheless, owners
of capital may exist and hire those who sell their labor power. Further,
production of value and surplus value can occur. In this kind of economy,
politics would not be evident in the daily operation of class processes (though
the state would have to underwrite private property rights). There would be
no struggle for the surplus, no power bargaining between labor and capital,
and no state intervention to control labor.

The use of the term “political economy” in Marxian theory does not directly
refer us to studies of the relation between economics and politics. Instead,
it connotes a way of thinking about the economy rooted in the method and
theories of the classical economists, especially Adam Smith and David Ri-
cardo. This method emphasizes the idea that a market economy operates
according to laws rooted in the ongoing reproduction and expansion of a
system of material interdependence between persons — a social division of
labor (see Chapter 2). This process follows laws that the classical economists
thought were independent of the wills and desires of persons. To be sure,
individuals within a market economy act independently and according to
their desires. The matrix of individual wants directly determines what hap-
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pens in the market. Yet behind these private wants stands an objective struc-
ture of reproduction whose requirements dominate the individual in the
formation of his private interests. This domination justifies the theory in
focusing on the (presumably) objective process of reproduction rather than
on the subjective process of ranking opportunities or making choices.

The method briefly described here requires us to think about individual
interests in a distinctive way. In the neoclassical theories, individuals have
an interest in maximizing their well-being defined by their preference or-
derings. The economy not only works to facilitate this process but, at least
ideally, originates in order to facilitate it. Causation runs from individual
interest, presumed given subjectively, to economic structure. For Marx,
causation runs in the other direction. This makes individual interests a more
complex subject. On one side, they refer to the individual. No one tells
individuals what they want or what to do to achieve their ends. Initiative lies
with the individual agent. In this respect, an economic order results from
the unplanned and uncontrolled acts of individuals. Yet control must ulti-
mately reside outside the individual (in the objective economic structure) if
the structure is to dominate individual interest.

Thus the Marxian method poses a problem involving how we connect
individual interest to social order. For our purposes, the solution to this
problem has special importance since it will also be the basis for answering
the following question: What is the relationship between individual material
(or economic) interest, politics, and the agenda of the state?

In this chapter we attempt to draw out the links between politics and eco-
nomics in Marxian theory. While recognizing that political economy can be
conceived in different ways, we have chosen to focus on three strands of Marx-
ian theory: revolutionary politics (the route suggested by Marx and Lenin); the
politics of class compromise (Kautsky’s, and later the social democratic route);
and Marxist state theory. While these strands differ in important ways, they
are unified by the theme of the transformation of interests from private-
objective interests to subjective-shared interests that motivate class organiza-
tion. This transition is complex and covers a lot of ground, but it is necessary to
make the journey before material (class) interest can become political. The fol-
lowing subsections analyze this transition in detail. We deal in turn with the re-
lation between material interest and class; with the conflict implicit in class
relations; and with how these economic interests become conscious and
shared. Finally we examine briefly three strands of political economy: revolu-
tionary theory, social democratic theory, and state theory.

Material interests and economic class

The concept of class is central to Marxian theory. However, politically or-
ganized classes do not emerge spontaneously under capitalism. At first, in-
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dividuals within the economy see themselves narrowly as isolated agents
pursuing interests uniquely their own. Such interests may have nothing to
do with the interests of others and may even set individuals in opposition
one to another. Such interests are not, however, isolated and independent.
Capitalist economy works in such a way as to set up a commonality of interest
within certain classes of persons. The more individuals become aware of their
common condition and purpose, the more they see their narrow material
interest in a broader light. This process marks a transition from individual
to class interest and ultimately, from material-economic to political interest.
Such a transition (1) is implicit in the separate private interests of persons
and (2) provides us with the fundamental link between economics and politics.
The Marxian interpretation of the relationship between economics and pol-
itics centers on the idea of economic interests and the part they play in defining
political agendas.

However, the distance covered between pure economic interest and polit-
ical action is considerable. Before economic interests can play a role in politics
directly, individuals must be aware of their shared interests, organize on the
basis of them, and overcome collective action problems. We will, therefore,
begin with the way Marxists think about interests.

Marxists advance the following claims about interests:

1. Interests arise within the structure of production. The wants of the in-
dividual depend upon his place in the process of social reproduction. The
individual has “economic’ or ‘“‘material” interests in satisfying his private
wants. Within (civil) society, the position of the individual in the social
division of labor determines his wants, which determine his interests.

2. Private (or self) interest can best be understood if we first understand the
class to which the individual belongs. That is, the divisions within civil
society primarily responsible for determining wants divide individuals into
classes. Thus, the interests arising within civil society are implicitly class
interests.

3. These interests of classes stand opposed. The degree to which one class
achieves its material interest measures the degree to which the other fails.

4. Class interests arising within production become political interests in-
volved in the struggle over state power.

While these four points identify important aspects of the transition from
material interest to political action, we caution against a mechanical inter-
pretation. There is no one-for-one correspondence between economic location
and politics. Indeed, some of the most significant political debates (such as
that between Leninist and Kautskyist positions) have taken place over how
this transition should be made.

First, how do class interests and classes themselves arise within the econ-
omy? Marx’s economic theories provide a detailed answer to this question.
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As Charles Bettelheim points out, within his economic studies Marx seems
to “inscribe the division of society into classes entirely within the relazions of
production” (1985:19, italics in original). In the following, we briefly sum-
marize Marx’s argument.

According to Marx, a capitalist economy appears, on first glance, to consist
of a vast accumulation of commodities, a set of individuals who own those
commodities, and a set of (exchange) relations connecting those individuals.
These individuals do not see themselves as members of a class, nor do they
see their interests as class interests. In order to get from a world of individual
and independent property owners to classes we need to know how the struc-
ture and dynamics of the capitalist economy lead to the grouping of persons
and of wants, not only on the basis of their personal affinities or unique
circumstances, but on the basis of their position within an objective structure
of production.

The key element of Marx’s argument for the emergence of classes starts
by questioning the classical theory’s understanding of the purpose of the
market. Here Marxian theory argues that the market economy is not so much
a mechanism for maximizing the private welfare of individuals generally as
it is a means of facilitating the capitalist’s appropriation of surplus-value and
accumulation of capital. The market makes sense as a social institution be-
cause it makes possible self-aggrandizement and private accumulations of
wealth in the form of capital. We can use one of Marx’s better known for-
mulations to clarify this idea.

Let the letter M represent a sum of money, and letter C a collection of
particular commodities (which Marx terms “‘use-values” following Adam
Smith — so many chairs, shirts, loaves of bread, and so on). In a neoclassical
world, individuals hold money only in order to use it to purchase some
commodity that yields utility to them. In order to acquire the money they
need for the purchase of the commodities they want, individuals sell some
commodity (or commodities) they own. Some examples: An individual owns
his laboring capacity but wants to buy housing, food, and clothing; he or
she sells labor (power) for a wage (money) and buys the things needed with
it. Marx would depict this sort of activity as follows:

C (laboring capacity) — M (wages) — C (means of consumption).

Another example would involve the sale of an old car and use of the proceeds
to purchase a personal computer:

C (used car) —» M (proceeds from sale) — C (computer).

Marx terms this the simple circulation of commodities and argues that it
characterizes noncapitalist market systems and that it also exists explicitly
and implicitly within capitalist economies.
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Marx distinguishes capitalism by the fact that in addition to and in a sense
dominating over this simple circulation, capitalism institutes another circuit
that reverses the terms of commodity circulation as previously understood.
This reversal characterizes the circuit of capital:

M—-C-> M.

Unlike the circulation of commodities, the circuit of capital has money rather
than useful things as its objective. The capitalist advances money (M) in the
hope and expectation that his investment (capital) will return to him with a
profit (M'=M), which Marx terms the “surplus-value.”” For Marx, then, the
market has two purposes to serve in a capitalist setting. It provides a mech-
anism for circulating commodities so that those commodities can find their
way into the hands of those who need them (C-—M-C) and it provides a
mechanism for using money to make money or accumulating capital (M—C-
M.

What determines whether a particular property owner aims to satisfy needs
or to accumulate capital, and why should this distinction in intention (1)
ultimately depend upon objective, structural conditions rather than on pref-
erences or psychological disposition, and (2) arise out of a distinction between
classes rather than individuals? It must be admitted that Marx’s own answers
to these questions do not seem terribly well developed, and that while Marx-
ists since Marx have come some way in clarifying the issue, their method
has focused attention in other directions. Still, some important elements of
an answer emerge clearly enough.

First, which objective an individual adopts must surely depend on which
he finds available. Assuming that only some persons have capital to advance
for purposes of accumulation, only those will be able to adopt the objective
Marx identifies with the capitalist class. Those without capital have nothing
to sell but their labor. In Marx’s famous formulation the laborer must be

free in the double sense, that as a free man he can dispose of his labour-power as his
own commodity, and that on the other hand he has no other commodity for sale, is
short of everything necessary for the realization of his labour power. ([Capital, Vol.
I, 1867], 1967a:169)

Marx develops an argument to demonstrate that this difference between
capitalists and workers will reinforce itself over time, making capitalists pro-
gressively richer and increasing the size of the barriers to workers becoming
capitalists. Second, given the first consideration, those who can and do act
as capitalists will find themselves in a decidedly different social condition
compared to those who cannot and do not act as capitalists. Their different
social positions mean different relationships to the means of production and
to the production process as well as to the other classes. Thus, what Marxists
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call the social condition of the two types of persons will differ and in systematic
ways.

This difference in social condition precedes individual interest and indi-
vidual consciousness. In this sense, the economy itself defines the social
positions in which individuals find themselves. The simple scheme outlined
above defines only two social positions and it defines them according to the
condition of owning or not owning capital. If we use the term “social class”
in this purely economic context, it refers to no more than this difference in
social condition. This is the most primitive, and problematic, interpretation
of class. Membership in a class does not, in this context, impose itself on
the mind of the individual who continues to act as an individual, not as part
of a class, and need not even be aware of his class identity. Classes in this
sense (objective classes, classes in themselves) are politically inert. To see
how they become active politically, we pursue three issues below: conflict
among classes, class consciousness, and class actors in the political arena.

Material interests, class conflict, and capitalism

Focus on material interests as they arise within the economy raises the fol-
lowing questions:

1. Are those material interests best served, or under certain circumstances
served at all, under capitalism?

2. Are the material interests of workers and capitalists in conflict under
capitalism, or will both groups benefit and lose together?

3. Do the material interests of individuals within the classes of workers and
capitalists converge or conflict; do they reinforce or undermine the per-
ception of a common class interest?

4. Does the conflict that arises over material interests lead to a challenge to
the social order of capitalism, or merely involve a shifting of power and
benefit within capitalism?

The first two questions direct our attention primarily to the implications
of capitalist economic organization for profits, wages, and employment.
Marx’s own views on these subjects are somewhat complex (Levine, 1988b).
At considerable risk of oversimplification we advance the following summary.

Marx sets out from the idea of the “‘subsistence’ wage. This subsistence
wage, or “value of labor-power” depends on the “value of the means of
subsistence necessary for the maintenance of the laborer” (1967a:171). While
this subsistence may depend upon “historical’’ and ‘“‘moral” factors, it does
not vary with profits, employment, or accumulation. In Marx’s view, capi-
talism does not enhance the subsistence (though for a period it may allow
the worker to demand and receive more than his subsistence). In other words,
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the fact that the worker acquires his subsistence by first selling his labor-
power in the market and then using the money received (his money wage)
to purchase his means of subsistence does not affect the amount or compo-
sition of that subsistence. This makes the wage contract a purely formal
condition so far as the worker is concerned. It assures that while capitalism
may satisfy a material interest of the worker, it does not provide him with
any special material benefit beyond subsistence.

Given the subsistence, what remains makes up surplus-value, the most
important part of which goes to the capitalist as his profit. The greater the
cost of subsistence, the less the surplus-value remaining to fund profit for
the capitalist. In this simple scheme, profits and wages are inversely related:
When one side gains, the other loses.

Marx argues that the profit motive drives capitalists to seek ways of in-
creasing their share of output given the subsistence wage. They are able to
do so either by increasing the value of output given the value of the subsistence
or by reducing the value of the subsistence given the material needs of the
workers and value of the output. He terms these respectively production of
“absolute” and “‘relative’ surplus-value (1967a:parts III and IV). Marx ar-
gues that capitalists attempt to find ways to make workers work harder,
longer, and more efficiently without altering their subsistence. As a result,
profit increases, the real wage (subsistence) remains the same, the worker
works harder and longer while his share of the product declines. If true, this
means that capitalism advances the material interests of capitalists, leaves
unaffected or even harms the material interests of workers, and sets the
interests of the two in opposition.

Marx believes that class interests are opposed under capitalism. He also
believes that there is a causal link — though a mediated one — between material
condition (class interest) on the one side and politics on the other. The validity
of this claim depends upon the validity of two kinds of arguments: (1) the
argument that establishes how capitalism affects the material condition of
workers, and (2) the argument that material conditions determine class con-
sciousness. In the remainder of this section we deal with the first argument.
In the next section we deal with class consciousness.

The first of these two arguments has been the subject of extensive debate
since Marx (for summaries see Sweezy, 1942). Marx clearly recognizes the
crucial difficulty, although he does not deal with the way it undermines a
core element of his political economy. This difficulty is the following: The
economic growth process under capitalism takes place through the compe-
tition of capitals. In Marx’s theory, competition operates on the price system.
Capitalists seek to expand their markets at the expense of their competitors
by reducing prices. This process tends to offset the tendency for profits to
rise with increases in productivity. Under these circumstances, we can hardly
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avoid the conclusion that competition among capitalists, through its effect
on prices, tends to assure that workers benefit from gains in productivity in
the form of rising real wages.

Furthermore, rapid economic growth can assure maintenance of employ-
ment in the face of technical innovation. This follows from the fact that the
primary determinant of employment is the rate of investment. Marx did not
adequately take into account the way that expansion of capital and growth
in the scale of production offset the effect of technical change on the demand
for labor (see Levine, 1988b).

Sympathetic critics of Marx have investigated the relationship between
investment, employment, and wages (see Steindl, 1952); they do not find
compelling support for the conclusions Marx presents under his “General
Law of Capitalist Accumulation” ([Capital, Vol. 1, 1867], 1967a). Problems
arise not only for those conclusions involving wages and employment, but
also for the central argument concerning “leveling” of the working class.
Historical studies of labor market segmentation (Edwards, Reich, and Gor-
don, 1973) and theoretical studies of uneven growth (Levine, 1986) suggest
that capitalism differentiates the circumstances of workers as much as it tends
to homogenize those circumstances. Forces work in both directions.

Clearly, the more the worker gains from the accumulation of capital, the
less does the appropriation of profit by capitalists conflict with the interest
of workers so long as those profits are invested rather than consumed. This last
issue is precisely the one raised by Keynesians who argue that capitalist
economic organization works in the general interest (understood here as the
material interests of both workers and capitalists) so long as capitalists main-
tain a high level of investment.

Marxists have responded to the challenge to Marx’s framework for political
economy in three ways. Some Marxists attempt to sustain or ressurect Marx’s
argument, denying the facts and arguments just cited. Other Marxists have
sought to recast Marx’s argument in a way that takes seriously its weaknesses
and yet allows for certain of its important claims to be supported. A third
approach redefines the unit of analysis as the global system. This third ap-
proach focuses on the ways in which important groups of workers have been
excluded from the benefits of capital accumulation. Here, we restrict our-
selves to a brief summary of the second approach.

As we observed, capitalism benefits the workers so long as capitalists main-
tain a high level of investment. It follows that should they fail to invest
adequately, they undermine the interest of workers in supporting a social
order dedicated to private profit making. Economists working in the Marxian
tradition have argued that as capitalist economies mature, the incentives for
capitalists to act in a way that sustains growth of the system diminish (Steindl,
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1952; Kalecki, 1965; Baran and Sweezy, 1966). It turns out that this is due
to a weakening of competitive forces. As Marx himself points out, competition
tends to be self-limiting when its effect is to drive the weaker producers out
of business. As competition weakens, the process that translates productivity
gains into rising wages also weakens. But this means that effective demand
does not expand at a pace adequate to maintain investment. Put somewhat
loosely, a failure to stimulate market growth results from a failure to enhance
real wages. With stagnant markets, investment falls off. The result is eco-
nomic stagnation. Under these circumstances, capitalist economic organi-
zation serves nobody’s interests.

When the economy stagnates, capitalists make little profit and accumulate
little capital. Productivity stagnates. Wages do not improve and workers
suffer from high levels of unemployment. This situation characterizes an
economic crisis of the system. Since Marx, reference to economic crisis has
provided the linchpin in arguments by Marxists for the development of a
political challenge to capitalism. This approach conforms to Marx’s method,
which connects political consciousness to economic conditions. But, how
exactly does this connection operate? The discovery of a compelling answer
to this question provides Marxian political economy with one of its great
challenges. With regard to this link between politics and economics, the
distinguished French Marxist Charles Bettelheim observes:

[Tlhis — it must be acknowledged — s not really developed. In effect, even if what
Marx writes on this really corresponds to the laws of capital’s movement, nothing
proves that the operation of these laws will ideologically and politically strengthen
the proletariat, pushing this class in a “necessary fashion™ to rise up against the
bourgeoisie, to impose itself as the dominant class, and to make use of its dictatorship
to establish a classless society. Marx’s “economic” arguments are incapable of pro-
viding the demonstration of such an historical tendency of class struggle. (1985:17,
italics in original)

This “historical tendency of class struggle” presumes that individuals and
classes articulate, commit themselves to, and pursue a broader (class or po-
litical) interest. It also presumes that this broader interest, while rooted in
economic relations, rises above material interest to counterpose conceptions
of the common good or well-ordered society only one of which (that of the
capitalist class) is consistent with capitalist economic organization.

While these broader interests may have material roots in the narrower
interests discussed previously, they must not be equated with them. Since
these broader interests are inherently political in nature and since they derive
from the circumstances of classes within the system of economic relations of
capitalism, they constitute a vital part of Marxian political economy. We will
therefore consider them in somewhat greater detail.
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Economic interest and class consciousness

In Marxian theory, classes refer to categories of persons who have similar
positions in the production process. As such, classes have an objective (ob-
servable, verifiable) existence apart from the subjective awareness of the
agents involved. But classes in this sense have little political significance. If
workers or capitalists are not aware that they share certain interests that are
opposed to others, they can hardly translate these interests into a political
agenda. This is not to say that class is unimportant until it is recognized.
The economic consequences of class processes may be significant, Direct
producers may produce their own subsistence and surplus value. That value
may be appropriated and used for investment or capitalist consumption, and
so on. Nevertheless, the political significance of class awaits shared awareness
and organization.

In this section, we consider the awareness of class interests within capi-
talism under three headings: (a) the nature of class consciousness and its
relationship to economic interest, (b) the nature of class consciousness as it
applies to workers, and (c) the nature of the political interest of capitalists.

Class consciousness

In order to arrive at a notion of class consciousness appropriate to the de-
velopment of a political agenda, the Marxian approach requires the fulfillment
of two conditions. First, the individual must come to see his private and
particular circumstances in a broader light, understanding their connection
to the circumstances of other members of his class. Second, the class thus
constituted must translate its narrow economic interest into a political agenda,
and this means that the interests of the class must take on the characteristics
of an interest appropriate to society as a whole.

The first step toward class consciousness is the one linking a typical position
in the relations of production to an individual’s thought concerning that
position. Thus, class consciousness is an ideal and thus abstract construct
deduced from an objective condition. In a sense, the definition of class con-
sciousness requires us to undertake analytical or theoretical work. This the-
oretical work links political with economic life. Qut of the analysis of the
objective reality and meaning of the material life of a class emerges its political
consciousness. But how is this analysis itself undertaken? What forces bring
about the needed abstraction as an historical event? How do individuals
develop class consciousness to complement their private interests?

In answering these questions, the Marxian theory proceeds along two di-
mensions. First, it uncovers those characteristics of the (objective) economic
condition of the class that provide the content of its political consciousness.
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Second, it specifies a political agent for articulating the implied (or imputed)
consciousness. This political agent translates and transforms material con-
ditions into a political agenda. For the workers, the appropriate agent is
argued to be the party, for the capitalists the state.

The working class

Two characteristics of the economic condition of workers are essential in
providing the basis for the development of class consciousness: deprivation
and collectivization. We consider each briefly.

In a subsequent section we outline the dynamics of the capitalist economy
as Marx conceived them and indicate how he deduces a tendency toward the
leveling of workers toward the standard of living defined by their subsistence.
This economic analysis substantiated for Marx an insight at which he had
arrived prior to his work in economics. The insight is not, in fact, original
to Marx but can be found in one form or another in works of Adam Smith
and G. W. F. Hegel with which he was certainly familiar. Shlomo Avineri
summarizes Marx’s contention regarding the implication of deprivation for
class consciousness (1969:59-61). Avineri’s quotations from Marx’s early
works provide a flavor of and the elements of Marx’s argument:

A class must be formed which has radical chains, a class in civil society which is not
of civil society, a class which is the dissolution of all classes, a sphere of society which
has a universal character because its sufferings are universal, and which does not
claim a particular redress because the wrong which is done to it is not a particular
wrong but wrong in general. (p. 59, italics in Avineri’s quotation)

For Marx, the working class is, indeed, “in civil society but not of civil
society.” Civil society creates, recreates, and extends the scale of the working
class but never allows the working class access to its benefits. This “wrong”
to the working class is its deprivation not simply of material goods but of
the kind and level of civilization represented by those goods, which Marx
also considers the products of the worker’s labor. “Wrong in general” thus
refers to exclusion from the civil life that your own work makes possible.
This deprivation of the working class endows it, according to Marx, with
the attributes of a “universal class,” whose “‘suffering and dehumanization”
are, according to Marx, “‘a paradigm for the human condition at large”
(Avineri, 1969:52).

Whether correct or incorrect, the argument that attempts to root political
consciousness in deprivation suffers from a crucial limitation. Deprivation is
essentially negative. We may oppose something from which we are excluded
(though this is not inevitable), but, for political consciousness, it is not enough
simply to oppose civil society, it is also necessary to counterpose something
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to it. The universality of the working class has a positive side as expressed
implicitly by Marx in the following statement:

For each new class which puts itself in the place of one ruling before it, is compelled,
merely in order to carry through its aims, to represent its interest as the common
interest of all the members of society, that is, expressed in ideal form: it has to give
its ideas the form of universality. . . . The class making a revolution appears from the
very start . . . not as a class but as the representative of the whole society. (From the
German Ideology, quoted in Avineri, 1969:58-9)

The universal class must have real, positive interests, and this positive
side, as much as the negative, must have its roots in the material (economic)
conditions of the class. Workers must see in the circumstances of their ex-
clusion from civil society the germ of a social order different from the one
(capitalism) that creates them. This social order must not only overcome the
circumstances of their exclusion, it must do so in a positive and universal
way. What concerning the objective condition of workers under capitalism
nurtures in them receptivity to a broader understanding of their interests?

Marx’s answer to this centers on the collective nature of labor under cap-
italism (1967a:ch. 12). Capitalism brings about the development of

the cooperative form of the labour-process, the conscious technical application of
science, the methodical cultivation of the soil, the transformation of the instruments
of labour into instruments of labour only usable in common, the economising of all
means of production by their use of the means of production of combined, socialised
labour, the entanglement of all peoples in the net of the world market, and with this,
the international character of the capitalist regime. (From Capital, Vol. 1, quoted in
Avineri, 1969:172)

Statements such as this suggest that economic development affects more
than workers’ income and employment. Of greatest importance, Marx con-
trasts the isolated and specialized character of what he calls handicraft labor
with the collective, rationalized, and universal character of labor under capi-
talism (for a more detailed discussion, see Levine, 1978:ch. 7). Not only do
workers work together but the nature of their work creates a bond between
workers in different industries. Workers lose those specialized skills that set up
qualitative barriers between those working in different crafts. Now all workers
{abor no matter what their product. In this sense, capitalist development makes
the objective condition of the worker universal and places him into a collective
rather than individualized work process and environment. All that remains is
for the worker to recognize the implication of his own conditions.

The capitalist class

The economic condition of capitalists is one of opposed private interest and
individualized circumstances. Within the economy, the interests of capitalists
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in amassing private wealth set them into competition with one another. What,
within these circumstances, could define a political consciousness appropriate
to a class? The Marxian answer has to do with the destructive implications
of individual self-seeking for social order.

In some respects the Marxian argument parallels the neoclassical argument
for economic policy based on the idea of externalities (see Chapter 4 of this
book). Private decisions often (perhaps always) have consequences beyond
those taken into account by the parties directly involved. Sometimes those
consequences can, in the large, be destructive for social order and individual
well-being. In some cases those consequences may threaten the social order
of a market economy and therefore the ability of individual capitalists to
pursue private accumulations of capital.

In the previous section of this chapter, we encountered an example. When
individual capitalists (or firms) decide that prospects for profit making are
not satisfactory, they refrain from investing in new capacity. This means that
they reduce their demand for labor and for capital, and this leads to a fall
in wages and revenues for the producers of capital equipment. Falling wages
mean falling demand for consumption goods, which, together with declining
demand for capital goods, imply falling aggregate demand. This means a
deterioration in the profit of firms producing those goods, which further
discourages investment. In cases such as this, the pursuit of private interest
by capitalists becomes self-defeating; it threatens the viability of the economic
system as a whole.

A second, and related, example has to do with the condition of the working
class. The individual capitalist benefits by lower wages because he experiences
wages as a cost. Yet, as we have seen, by working against wage increases,
the capitalist deprives the worker of purchasing power in the capitalist system.
Furthermore, for the class of capitalists, wages are a primary source of de-
mand for their products, and this means that capitalists as a class may benefit
from higher wages (since this provides workers with a stake in capitalism
and maintains aggregate demand) even though the individual capitalist taking
a purely private view does not see things that way.

Each capitalist has two kinds of interest: an interest in his wealth position
(and in the prospects for enhancing it) and an interest in the security of the
social system that allows pursuit of private accumulations of wealth. The first
implies the second, but it may also work against the second. The first interest
1s purely private; capitalists do not share it, they compete over it. The second
interest is held in common. It secures the basis upon which capitalists can
articulate a political interest.

Clearly, and by definition, the capitalist class has a stake in the preservation
of capitalism as the only system within which it can exist. The capitalist
economy is, after all, designed with the capitalists in mind. Claims for uni-
versality of the broader interests of the capirtalist class arise not out of the
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commonality of situation of each capitalist with every other member of the
class but on the universality of its aspirations.

Many have argued that the pursuit of private accumulations of wealth
constitutes a universal aspiration of men and that since capitalism frees this
aspiration (and nurtures it) it is the only truly universal system and its uni-
versality is best represented by the capitalists. The inevitability of conflict
between the pursuit of private interest and the securing of the aggregate
conditions needed for pursuit of private interest casts the problem of the
relation between narrow material interests and the broader class interests of
capitalists in a different light. It suggests that narrow material interests do
not directly and smoothly translate into broader political agendas. Indeed,
this translation now seems both complex and problematic. Marxian analysis
of the state speaks to this issue. Particularly important is the Marxian analysis
of the autonomy of the state in relation to what we have termed the narrower
material interests of the capitalists.

Summary

The issues raised by the Marxian approach to class consciousness and political
interest refer us to basic features of Marx’s method. This method directs our
attention to the circumstances of persons in (civil) society and finds in those
circumstances both the logical and the historical origin for their political
agendas. In one respect this method differs little from the utilitarian since
both root politics in civil society. Unlike the utilitarians, however, Marxists
retain the idea of universal interest and make claims regarding the universality
or lack thereof of the interests emerging within the private sphere. Because
of this, Marxism confronts issues not well defined within the utilitarian
theories.

Marxism concerns itself with the ways in which the circumstances of per-
sons within the private sphere form and determine their consciousness, and
how the development of society determines the private circumstances and
their associated ways of life and ways of thinking. As theory, Marxism con-
cerns itself with the clash between differing conceptions of the well-ordered
society. It sees the struggle between capital and labor as a struggle between
fundamentally opposed judgments concerning what is, indeed, universal to
the aspirations of persons. Does capitalism express the fundamental human
aspiration to individual self-aggrandizement and pursuit of wealth? In this
sense does capitalism accord with the general interests of society as well as
the narrow interests of capitalists? Or, does the material situation of workers
imbue them with a communal and egalitarian ethic more in line with the
universal interests of persons?

Bear in mind, as we pursue the Marxian approach, the underlying meth-
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odological judgment concerning where we look for the source of universal
interests — in civil society and not in politics or in the state. As one Marxist
expresses it, civil society is the “real home, the theatre of history’’ (Bobbio,
1979:31). Politics provides a space for the confrontation of concerns emerging
elsewhere. This raises a problem: How can interests emergent within an
explicitly private sphere (the economy), a sphere within which individuals
are encouraged and required to focus on and act on their private interests,
become universal? Clearly, a tension exists between the fractioning of interest
demanded within the economy — where workers oppose not only capitalists
but also one another, and the constitution of the interested parties as persons
sharing a goal.

One way in which Marx resolves this tension is by recourse to his argument
concerning polarization. If this argument holds, then the tendency of capi-
talism is to relegate larger and larger proportions of the population to a
common circumstance within civil society — the circumstance of those with
nothing to sell but their labor power. If, as Marx also argues, the development
of capitalism reduces and eliminates differences (of skill and so on) among
workers, making them into a more and more homogeneous mass, then dif-
ferences that tend to particularize workers and oppose their private conditions
and private interests become less and less important. The working class
becomes universal in two senses. First the working class becomes the class
of the vast bulk of the population. Second, the circumstances within the
working class become progressively more homogeneous.

Within the Marxian method, politics makes the implicit universality of
private circumstances explicit. Economics takes the active role. This theorem
underpins the Marxian theory of the state and also defines the important
challenges to that theory. The state does not take an active role in forming
society and determining the social structure that creates private interest. It
incorporates a process for making the universal aspect of private interest
explicit.

Economic interest and politics

Up to this point, we have focused on the formation of conscious classes,
classes aware of their position in an objective structure of production. The
existence of classes that are aware of their collective condition is seen as a
prerequisite to political action, thus to political economy.

In this section we consider three ways in which political economy can be
discussed in the Marxian tradition: revolutionary politics, the politics of class
compromise, or social democratic politics, and Marxian state theory. Each
of these foci identifies a distinctive way in which politics and economics come
together in Marxian theory.
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Marxism and revolutionary politics

Marxian theory is well known for its theory of revolutionary politics. The
theoretical basis for this work is set out by Marx and Friedrich Engels in
The Communist Manifesto (1848) and by Marx in Capital (1867). In these
texts, Marx identified the conditions immanent in capitalism that would lead
to a revolutionary consciousness among workers and lay the foundation for
revolutionary actions that entail seizing and destroying state power.

In developing his theory, Marx attempted to explain revolution by refer-
ence to the laws of motion of capitalism per se, independently of the particular
histories, class situations, and political institutions of different countries.
Starting from the same point — the analysis of market capitalism — Marx
differed profoundly from the classical economists in his assessment of the
durability and self-organizing character of capitalism. Not only were capitalist
markets not self-organizing, they contained the very forces that would even-
tually bring about their demise. These forces were identified and developed
in “The General L.aw of Capitalist Accumulation” ([Capital, Vol. I, 1867],
1967a). The same forces that propelled capitalist development also prepared
the way for labor’s revolutionary potential.

According to Marx, capitalist development involves the production of com-
modities (goods exchanged on markets) whose value is enough to reproduce la-
bor and capital in their original state (simple reproduction) and then some. The
additional amount is surplus, which can be used in a number of ways, includ-
ing additional investment in productive capital, that is, accumulation. In ad-
dition to the expansion of capital, absolutely and relative to labor, capital also
becomes more concentrated; that is, it resides in fewer and fewer economic
units of a larger size. Marx summarizes the process this way:

The cheapness of commodities depends, ceteris paribus, on the productiveness of labor,
and this again on the scale of production. Therefore, the larger capitals beat the
smaller. It will further be remembered that, with the development of the capitalist
mode of production, there is an increase in the minimum amount of individual capital
necessary to carry on a business under normal conditions. The smaller capitals,
therefore, crowd into spheres of production which modern industry has only spo-
radically or incompletely got hold of. ... It always ends in the ruin of many small
capitalists, whose capitals partly pass into the hands of their conquerors, partly vanish.
(Marx, [1867], reprinted in Beer, 1955:76-7)

If the long-term tendency is for capital to increase, the consequences for
labor are important. As capital advances, it displaces more and more workers,
creating an “industrial reserve army” of labor. This reserve army continually
bids down the wages of workers, since there are many willing to work for
less wages than those employed. And, as capital becomes more concentrated,
workers are drawn closer together in large factories and urban areas. This
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leads to a better collective understanding of their class situation and makes
it easier to organize politically. We explore these points below.

According to Marx, the capitalist’s effort to increase his profit has additional
and significant harmful effects on the ability of workers to satisfy their ma-
terial interests. In order to raise profit, capitalists work to raise the produc-
tivity of labor. But, in order to do so they introduce more mechanized
methods of production, which replace workers with machinery. According
to Marx (1967a:394-446), the introduction of machinery intensifies the work-
er’s labor, adversely affects his working conditions, and increases unem-
ployment. As Marx puts it, “it is capitalistic accumulation itself that
constantly produces, and produces in the direct ratio of its own energy and
extent, a relatively redundant population of laborers” (p. 630). This leads
Marx to conclude that capitalist development implies the “‘immiseration’ of
the worker and the polarization of the material conditions of the two classes:

The greater the social wealth, the functioning capital, the extent and energy of its
growth, and, therefore, also the absolute mass of the proletariat and the productiveness
of its labor, the greater is the industrial reserve army. The same causes which develop
the expansive power of capital, develop also the labour-power at its disposal. The
relative mass of the industrial reserve army increases therefore with the potential
energy of wealth. But the greater this reserve army in proportion to the active labour-
army, the greater is the mass of a consolidated surplus-population, whose misery is
in inverse ratio to its torment of labour. The more extensive, finally, the lazarus-
layers of the working class, and the industrial reserve army, the greater is official
pauperism. This is the absolute general law of capitalist accumulation. (p. 644, italics in
the original)

3

Marzx goes on to claim that this “law” “establishes an accumulation of misery,
corresponding with accumulation of capital. Accumulation of wealth at one
pole is, therefore, at the same time accumulation of misery, agony of toil, slav-
ery, ignorance, brutality, mental degradation, at the opposite pole” (p. 645).

The accumulation of capital also affects the differences among workers.
Capitalist development tends to have a “leveling” effect (Bettelheim, 1985:25)
on the working class, throwing them more and more into a common material-
economic condition. The less differentiated the material conditions of work-
ers, the less hope individual workers have of bettering their particular condi-
tions, the less opposed the material interests of workers one to another. The
polarization of labor and capital means that the level toward which this more
and more uniform condition gravitates implies that workers, individually and
as a group, have no stake in capitalism. The development of the material con-
ditions of individuals under capitalism implies a political response:

Along with the constantly diminishing number of the magnates of capital, who usurp
and monopolize all advantages of this process of transformation, grows the mass of
misery, oppression, slavery, degradation, exploitation; but with this too grows the
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revolt of the working-class, a class always increasing in numbers, and disciplined,
united, organized by the very mechanism of the process of capitalist production itself.
(Marx, 1967a:763)

To summarize, Marx’s theory of revolutionary politics provides an account
based on capitalism’s internal laws — that is, laws that flow from the nature
of capitalist economy itself. This account includes an explanation of why
capital expands, how it concentrates in certain industries and firms, and how
it displaces workers. On labor’s side, Marx explains unemployment, low
wages, the doing away with differences among particular labors, and the
coming together in cities and factories and the development of revolutionary
consciousness.

Marxian economic theory provides at least an explanation of the revolu-
tionary situation, if not the specific politics of revolutionary activity. Some
“analytic Marxists’’ (or rational choice Marxists) see a collective action prob-
lem in the revolutionary situation. They do not necessarily disagree with
Marx’s explanation of why capitalism (that is, workers in the capitalist econ-
omy) is ripe for revolt. They simply argue that this is not enough to explain
why some revolutions occur and others don’t.

It is better for an individual worker not to participate in revolutionary
activity while others do. The individual then free rides on the collective
benefit, presuming there is one. It is true that revolutions are not spontaneous
and that situations characterized by widespread grievances do not necessarily
erupt into revolutionary violence. The debate over which model of revolu-
tionary behavior to apply includes both individual rational choice models and
models that rely on group identification and solidarity (see Booth, 1978;
Roemer, 1978; Taylor, 1988). Marx’s main contribution is not in the area of
the proximal causes of revolution, or the immediate factors facilitating (or
obstructing) political organization. Instead, Marx tried to show how the
conditions for revolution — polarized classes, concentration of capital, un-
employed and low-paid workers — were endogenous to capitalist development.

Marxism and social democratic politics

To many who subscribe to Marx’s analysis of the laws of motion of capitalist
economy, violent revolution is the inevitable outcome. Classes are irrecon-
cilably opposed to one another and capitalist development “merely’ accents
these differences and renders them visible. To others, even some who sub-
scribe to Marx’s theory of capitalist development, revolution is not the only
possible outcome. Improvement of the workers’ lot could take place through
social democratic methods. This strategy involves worker participation in
interest groups, parties, and electoral-legislative processes. The goal is to
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alter the position of labor and capital from within, by using established
institutions and practices of political democracy.

Social democracy differs from revolutionary politics in that it attempts to
achieve its goals by peaceful rather than violent means and from within (in
established ‘““bourgeois” institutions) rather than without. The social dem-
ocratic route does not provide an unequivocal answer to the issue of whether
private property is to be supplanted by socialism through democratic means
or whether the purpose of participation is simply to reform the system, to
“use” it to extract a larger share of the benefits capitalism creates.

It is noteworthy that during the latter half of the nineteenth century and
first part of the twentieth, many socialists believed their advent to power
followed logically from the development of capitalism: The growth of capital
and its technical sophistication assured that more workers would be thrown
out of work than would be hired to tend new machinery. In other words,
proletarianization was proceeding apace. As Przeworski puts it:

Those who led socialist parties into electoral battles believed that dominant classes
can be ‘“‘beaten at their own game.” Socialists were deeply persuaded that they would
obtain for socialism the support of an overwhelming numerical majority. They put
all of their hopes and their efforts into electoral competition because they were certain
that electoral victory was within reach. Their strength was in numbers, and elections
are an expression of electoral strength. Hence, universal suffrage seemed to guarantee
socialist victory, if not immediately, then certainly within the near future. (1985a:16—
17)

While many socialists continued to believe in the inevitability of revolu-
tionary change, others experimented with a different brand of social democ-
racy, one where workers permanently accepted capitalism as the framework
for economic action and confined their struggles to improvements within this
system. The emphasis in this reformist strand of social democracy is on class
action — in the workplace and electoral arenas — to garner a larger share of
the product consistent with a large economic pie. Benefits pursued could
include higher wages, job security, pensions, control of work, and so on.

In sum, social democracy avoids many difficult questions associated with
violent revolutionary change, such as what happens apreés la révolution. It also
avoids problems inherent in radical redistributionist strategies, particularly
the accumulation (investment) crises that such uses of the surplus foster
(Weisskopf, Bowles, and Gordon, 1985). Workers may gain in the short run
only to see the size of the economic pie dwindle in the long run. And one
can question whether such strategies are available to labor in an increasingly
open and competitive world economy, where, if workers in one country take
a larger share, they will lose out to more abstemious rivals.

The main idea of the reformist social democratic approach is to foster the
material interest of workers within the framework of capitalism and liberal
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democracy. Its attempt is to “tame” capitalism, to make it beneficial for more
people, not just a narrow capitalist class. The core belief is that the welfare
of citizens (workers and capitalists) can be advanced ‘“‘by gradually ration-
alizing the economy [so that] the state can turn capitalists into private func-
tionaries of the public without altering the judicial status of private property”
(Przeworski 1985a:40).

Marxian state theory

The third type of political economy we discuss centers on Marxian theories
of the state. How does the state, considered as government or authority
system, relate to the economy under capitalism? The Marxian interpretation
of the state consists of a series of variations on a central theme: the necessity
that social order (and cohesion) be maintained where the social conditions
of persons set them into fundamental opposition. Classic statements of this
theme appear in Friedrich Engels’s The Origin of the Family, Private Property
and the State ([n.d.] 1984) and in V. I. Lenin’s State and Revolution (1932).
Lenin sets out from the following formulation of Engels:

The state is . . . by no means a power imposed on society from the outside. . . . Rather,
it is a product of society at a certain stage of development; it is the admission that
this society has become entangled in an insoluble contradiction with itself, that it is
cleft into irreconcilable contradictions which it is powerless to dispel. But in order
that these antagonisms, classes with conflicting economic interests, may not consume
themselves and society in sterile struggle, a power apparently standing above society
becomes necessary, whose purpose is to moderate the conflict and keep it within the
bounds of “order”; and this power arising out of society, but placing itself above it,
and increasingly separating itself from it, is the state. (Quoted in Lenin, 1932:8)

We must bear in mind that the “order’ that the state preserves, protects
and corresponds to the interests of one class and thus denies and leaves
vulnerable the interests of the other. By protecting a particular kind of order
the state works for one class and against the other.

According to Marx, the state is an organ of class domination, an organ of oppression
of one class by another; its aim is the creation of “order’” which legalizes and per-
petuates this oppression by moderating the collisions between classes. (Lenin, 1932:9)

To summarize:

1. Irreconcilable conflict exists between the economic interests of classes.
This conflict arises within society and is based upon its defined social po-
sitions.

2. This irreconcilable conflict threatens social order.

3. Social order means a social organization designed (so to speak) to work
to satisfy the economic interests of one class and not the other.
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4. Given irreconcilable conflict and the oppressive character of the social
order, preservation of order is maintained against the interest of one class.
Thus, the social order must oppress one of the two classes that compose
it.

5. The state, or organ that maintains order, is an organ of class oppression.

A theory of the state that arrives at a conclusion such as this seems radically
different from other theories of the state. Close examination indicates, how-
ever, that the key difference has less to do with the way in which the state acts
and much more to do with a different understanding of society. The pluralist
theory would clearly break down in the face of a polarization of interest groups
such as that suggested in the Marxian theory. Indeed, the idea of a repressive
state can hardly be avoided once we grant that society consists of groups whose
fundamental interests cannot be reconciled. In the Marxian theory, a world in
which pluralism applies needs no state, ““the state could neither arise nor main-
tain itself if a reconciliation of classes were possible’ (Lenin, 1932:9).

The Marxian formulation leads in the following direction. Objective di-
visions in society define the agenda for, and the reason for the existence of,
the state. The state is an organ that acts forcefully against a part of society;
it is not equivalent to ‘“government’’; it does not calculate, aggregate, or
transmit preferences. But, while the state works in the interest of part of
society (one social class), it does not do so directly, as would be implied for
example by the idea of the state as an “instrument” of class rule. Instead,
the state works to maintain a defined social order that favors one class over
another (see Poulantzas, 1973:50—4). Within that order, satisfying their in-
terests is something the members of the favored class do on their own (at
least under normal conditions). In principle (though not necessarily in all
cases) one class does not use the state to oppress the other even though the
state 1s an organ of class oppression. This may seem unnecessarily convoluted,
but it is important to understand the way in which the state goes about its
business and the specific sense of class oppression the Marxian theory con-
nects to it. As one Marxist puts it:

A given kind of relatons of production may be reproduced without the exploiting
(dominant) class defined by them being in “control” of the government in any usual
and reasonable sense of the word, even though the interventions of the state further
and/or allow these relations of production to be reproduced. And yet the fact that a
specific form of exploitation and domination is being reproduced, #s an example of
class rule and is an important aspect of power in society. (Therborn [1970] 1982:233,
italics in original)

If we follow this interpretation, we cannot treat the state as an instrument
of class rule for a striking reason. The capitalist class, partly for reasons
discussed in the previous section, lacks an adequate sense of its unified interest
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to act as a single agent capable of using an instrumentalized state. As Therborn
puts it, the capitalist class “‘is not a unified power subject” (p. 244), The
inability of the capitalist class to find its unified interest means that a state,
autonomous from the standpoint of individual capitalists or groups of capi-
talists, must act for a class that cannot act for itself:

The bourgeoisie’s incapacity to raise itself to the strictly political level stems from its
inability to achieve its own internal unity: it sinks into fractional struggles and is
unable to realize its political unity on the basis of a politically conceived common
interest. . . .

What then is the role of the capitalist class state in this context? It can be stated
as follows: it takes charge, as it were, of the bourgeoisie’s political interests and
realizes the function of political hegemony which the bourgeoisie is unable to achieve.
But, in order to do this, the capitalist state assumes a relative autonomy with regard
to the bourgeoisie. (Poulantzas, 1973:284-5)

While the capitalists exist, as we have seen, implicitly as a class within
society — their social condition defines a common purpose — they do not
succeed in coalescing into a unified political force. In a sense, the capitalist
class exists as a politically conscious agent only in the form of the capitalist
state, which, however, is relatively autonomous with regard to that class.
This can make it difficult for us to find the capitalist class as such and raises
questions about the sense in which the capitalist class can be said to exist.
If the capitalist class cannot define its agenda and establish itself as an agent
outside the state, the state cannot be its instrument and cannot act according
to the dictates of its private interest. The capitalist class does not tell the
state how to define its agenda, how to define the “order” that the state
protects. This means that the state must define and ensure this order. And
this means that the state defines the political interests of the capitalist class
whose interests determine state action and policy.

The Marxian approach to political economy, as we have characterized it,
attempts to deal creatively with the relationship between the state and the
economy. On the one side, it insists that the ends of the state have their roots
in class (and thus private) interests. This insistence sustains the idea that the
state works to perpetuate a social order based upon the exploitation of one
class by another and in this sense works in the interests of a particular class.
This makes the economy dominant. At the same time, the Marxian approach
maintains that the interest protected by the state is not that of any one
capitalist (for example, in enhancing the profitability of his own enterprise),
but that of the capitalist class, that this interest might not be recognized by
the capitalists involved, and that its defense might even adversely affect the
profitability of some individual capitalists. What the state does to defend the
interest of the capitalist class might even affect adversely the material con-
dition of capitalists and benefit workers. As Poulantzas puts it:
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[The] state, by its very structure, gives to the economic interests of certain dominated
classes guarantees which may even be contrary to the short-term economic interests
of the dominant classes, but which are compatible with their political interests and
their hegemonic domination. . . . this simply shows that the state is not a class in-
strument, but rather the state of a society divided into classes. (1973:190-1; see also
pp- 283, 301)

Understood in this way the class interest defended by the state is not, at least
in the first instance, a material (or narrowly economic) interest. This means
that when the state acts as agent of a class in this sense it represents the
political rather than material interests of that class. We can, then, understand
Marxian political economy in the following terms. The political institution
or agent (in this case the state) defines and protects the political interests of
a class and it does so on its own initiative, not as an “instrument.” This
means, more concretely, that the state defines and defends a social order
including a set of “rules of the game” for the pursuit of private interest.
Within these rules, the interests of the dominant class (for example, in private
wealth accumulation) are protected in principle, though not necessarily in
every case. Conversely, the system of private relations (the economy) per-
petuates a definite set of objective social positions (classes), certain of which
are favored by the prevailing rules of the game. The implicit interest of those
in such positions is to perpetuate the rules of the game and, in this sense,
the political interest defined and defended by the state can also be said to
originate in society.

The relation between economy and state becomes complicated in this way
for the following reason. It is in the nature of a privatized economy to focus
the attention of agents on their private circumstances and to impede their
development of an interest beyond the narrowly material. Thus, the economic
life of the agent tends to deny him an adequate understanding of his own
political interest (even though that political interest has economic roots). If
this is the case, economic and political interests tend to repel each other, and
social order will require a force working against this repulsion. Antonio
Gramsci identifies this force in the “educative and formative role of the state”
(1971:242).

According to Gramsci, the aim of the state is always that of creating new
and higher types of civilization; of adapting the “civilization™ and the morality
of the broadest popular masses to the necessities of the continuous devel-
opment of the economic apparatus of production, hence of evolving even
physically new types of humanity (1971:242: see also pp. 246-7). And, fur-
ther on:

In my opinion, the most reasonable and concrete thing that can be said about the
ethical State is this: every State is ethical in as much as one of its most important
functions is to raise the great mass of the population to a particular cultural and moral
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level, a level (or type) which corresponds to the needs of the productive forces for
development, and hence to the interests of the ruling class. (pp. 258-9)

According to Marx, the state is part of the superstructure, the political
shell of capitalism that is ultimately responsive to economic forces. Contem-
porary Marxian theory, particularly structural Marxism (see Carnoy, 1984:ch.
4), makes the relation between the state and the capitalist class a more com-
plicated matter. A key idea of structural Marxism is that the state may act
“on behalf of”’ the capitalist class even if not necessarily “at its behest.”” By
so doing, structural Marxism severs the tie between an agent-oriented view
(at least one based on acting out preferences) and the interests of capitalists,
or more broadly, capitalism.

Still, how one accounts for the existence of politicians motivated to preserve
and enhance capitalism while (many) capitalists are not is a troubling issue.
Nevertheless, we argue that this paradox can tell us something. Perhaps part
of the paradox emerges as a result of a conflict between the short-term and
long-term interests of capital, between individual capitalists and capitalists
as a class, or between proximal interests of capitalists (profits, market shares)
and systemic interests (property rights, competitive environment). Structural
and analytical Marxists are working on these issues, if in very different ways.
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Neoclassical political economy

The time since the publication of Adam Smith’s Inquiry into the Nature and
Causes of the Wealth of Nations in 1776 to the present day spans over two
hundred years. Although there are important elements of continuity from
Smith to the present world, neoclassical economics is not just a modern,
updated version of classical political economy. The beginnings of the neo-
classical system are placed in the 1870s with the rise of marginalist economics.
Before the 1870s economics as a system of thought was dominated by the
classical agenda: growth, distribution, and the labor theory of value. After
the 1870s, this agenda changed in important ways, although it did not change
overnight.

To simplify a complex chapter in this history of economic thought, the
marginalist revolution succeeded in doing two things. First, it advanced a
theory of value grounded in the intensity of subjective feelings (subjective
utility theory). And second, it developed the marginal calculus as a powerful
conceptual and methodological tool. The upshot of these two developments
was that, over the span of the next three to four decades, the emerging
neoclassical consensus succeeded in replacing the labor theory of value with
one grounded in subjective utility and placed the ideas of “‘marginal product”
and “final demand” at the center while elbowing into the wings the concepts
of total product and total demand. With these new ideas gathering momentum
as they spread during the last quarter of the nineteenth century, the economy
came to be thought of less in terms of material production and reproduction
and more as a logic of human action.

The structure of the neoclassical theory

Central to neoclassical thinking is the notion of “constrained choice.” In this
perspective, the individual is understood as a choosing agent, someone who
decides among alternative courses of action according to how he imagines
those actions will affect him. Economists educated in the neoclassical tradition

79
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assume that we are all motivated to seek the highest level of satisfaction of
our wants, thus the highest degree of happiness we can achieve given the
resources available to us.

The idea of human motivation translates into a definite theory of human
action. Individuals judge what to do according to how it will affect their
levels of satisfaction. How to spend one’s time, what to buy in the store,
whom to marry, and so on, all depend on a judgment regarding the likely
impact of choices on levels of satisfaction.

In order to choose we must compare the satisfaction of various alternatives.
This comparison results in a ranking of the options according to the level of
satisfaction or happiness each might provide. This ranking 1s termed a “pref-
erence ordering.” We place each option in rank order according to our pref-
erences and attempt to attain that option highest in the ranking of our
preferences or desires.

The term “rational choice” refers to decision making based on an internally
consistent ordering. A preference ordering is consistent if a preference for
any item A over another item B joined to preference for B over C implies
preference for A over C. Rational choice seeks the highest feasible level of
subjective satisfaction for the individual. By making rational choices that
follow our preferences, we ipso facto maximize our welfare. Rational choice
means maximizing behavior.

A complication arises when we look more closely at the underlying necessity
of choice. What about their circumstances requires agents to choose? Choice
between options may mean deciding which among a set of mutually exclusive
options we want and which we do not. Such a choice faces an individual
when he or she decides, for example, which school to attend or which can-
didate to vote for. Alternatively, choice between options may mean deciding
which among a set of desired options we want more (or most) when we would
like to consume the entire set but, for some reason, cannot. Such a choice
faces us, for example, when we would like to have a video recorder and a
microwave oven but have money enough for only one. In the latter case, our
welfare would be maximized if we make the “right” choice. The difference
between the two cases has to do first with the presence (in the second case)
and absence (in the first case) of mutually exclusive alternatives, and second
with the presence and relevance of an additional condition: scarcity.

The significance of the concept of rational choice depends on the ability
of competing goods to satisfy (if to different degrees) the same desire. In
order to assure that this condition holds, the neoclassical theories assume
that acts of consumption of different goods all provide a common result: the
satisfaction or utility of the consumer. Rational choice, interpreted in this
way, requires a foundation in the utilitarian image of persons as agents seeking
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a single end — subjective satisfaction, utility, or happiness — through alter-
native means. While the measure of this satisfaction remains unique to each
individual, so that we cannot compare or sum satisfactions experienced by
different people, within each person the consumption of different goods yields
a single result measured by a common unit (usually termed “utility””).

Given the possibility of comparing the degree of satisfaction (for a particular
agent) from different goods, choice also presupposes scarcity. When the
naturally available means are inadequate to satisfy desires fully, they are
considered scarce. Scarcity depends both on subjective conditions (desire)
and natural (or objective) conditions (availability of resources).

Although scarcity is a necessary condition for choice, it is not sufficient.
It may simply mean that even in consuming his entire endowment, the
individual will remain unsatisfied. Scarcity forces the individual to choose
when his endowment includes items with alternative uses. If, for example,
the individual’s labor can be used to acquire different means of consumption
but is not sufficient to acquire all that the agent desires, the agent must
allocate labor among tasks according to a decision-making principle. Within
this context, scarcity requires choice among competing ends.

Thus far, we have treated choice on the basis of competing goods. But the
ideas of choice and maximization can apply more broadly. Whenever we act
in ways that affect our level of subjective satisfaction, we are choosing on
the basis of maximization in the face of scarcity. In this sense we can interpret
nearly all of life as the application of economic calculation, as economizing
behavior. This result works against any effort, based on the neoclassical
approach, to identify a distinctively economic subset of our lives and our
social relations. It erases the distinction between the economy and the other
spheres of social interaction.

The neoclassical approach begins with the idea of the maximization of
individual satisfaction. The next step is to use this idea to define conditions
for maximization of the welfare of an interconnected system of individuals.
Welfare for the group must be defined differently from (although on the
basis of) the welfare of the individual alone. Maximum group welfare results
from maximization of welfare on the part of each member separately only
when the welfare of each is entirely independent. Group welfare takes on
meaning when either of two conditions is met. First, acts of consumption
affect individuals other than those who have chosen to engage in them.
Second, other persons provide opportunities for mutual enhancement of wel-
fare through exchange.

The first condition requires that the activity by which an individual ex-
periences utility (consumption) affects other individuals either positively (that
is, when my act of consumption yields an unintended benefit to someone
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else) or negatively (when my well-being is enhanced by an experience that
harms others). Neoclassical theory terms these effects on others ‘“‘externali-
ties.” When such externalities (or social consequences of private want sat-
isfaction) exist, the welfare of the group cannot equal the sum of the welfare
achieved by each individual on the assumption that satisfaction-yielding ex-
periences are separable.

Even where externalities do not exist, the problem of defining group welfare
arises when each member can (potentially) improve his or her level of sat-
isfaction by acquiring goods owned by others. In this case, we need a defi-
nition of group welfare that takes into account the possibility that voluntary
transactions between members can enhance their well-being. What consti-
tutes the maximum welfare of the group subject to the condition that each
pursues his private ends and that interaction takes the form of voluntary
transactions?

Consider the case of a group composed of two individuals. Each has his
own preference ordering and endowment of goods for satisfying his desires.
Consumption of his endowment will yield a given level of satisfaction. As-
sume, however, that if we treat the endowments as a single pool of goods,
there exists a distribution of those goods different from the one represented
by the initial allocation that would improve the well-being of each and can
be thought to maximize the joint or group welfare of the two taken together.

The implied notion of group welfare carries the same meaning as the notion
of voluntary transaction based on individual rational choice. Such transactions
must be welfare-improving or they would not take place. Given appropriate
information, the desire to maximize their individual satisfaction will drive
the parties to exchange elements of their endowments. In this sense, and
under these conditions, the institution of voluntary transaction based on
respect for property right (exchange) leads to an improvement in the welfare
of the contractors taken as a group.

Since the conditions specified determine an appropriate exchange of
goods between property owners, they must fix the prices at which goods
exchange. If a redistribution of x units of good A held by the first indi-
vidual for y units of good B held by the second improves the welfare of
both, a price of good B equal to x/y of good A allows for a welfare-
improving transaction.’

In a “perfect” market characterized by a very large number of participants
there will, under appropriate conditions, be a unique price for each good

! This may not be the only price that improves the welfare of both parties. In general, two-
party, two-good exchange does not yield a unique price in this sense. Increasing the number
of parties will reduce the range of indeterminacy.
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that allows all welfare-improving transactions to take place. Such a price
arises out of independent and voluntary actions of the individuals pursuing
maximization of private satisfaction. If prices are flexible in the sense that
parties are free to pursue transactions at whatever rates they deem murually
beneficial, they will, under appropriate assumptions, tend to settle at levels
that allow for all welfare-improving transactions. Under these assumptions,
free market processes yield an optimum of social welfare.” Economists term
this type of group welfare the Pareto optimum after its discoverer, Vilfredo
Pareto.

Clearly, criteria other than Pareto optimality could be used in the effort
to evaluate alternative allocations of the wealth held by the members of a
group. The attractiveness of the Pareto criterion stems from its loyalty to the
preferences of individuals taken by themselves. That is, it does not require us
to impose any preferences on the group as a whole other than those already
given in the orderings of its members, no one of which is given precedence
over the others. Thus, the attractiveness of the Pareto condition depends on
the attractiveness of the premise that social outcomes should derive from the
subjective preferences of individuals.

Acceptance of the Pareto criterion has significant implications for the
judgments we make concerning when to use markets to determine pat-
terns of group consumption. Because of the link between free markets
and optimization, acceptance of the Pareto criterion for determining the
allocation of resources appropriate to a group of persons constitutes a
powerful argument for the use of markets to determine production and
distribution. The strength of this argument depends both on the validity
of the theorem linking markets to welfare® and on our acceptance or rejec-
tion of its assumptions. The following assumptions are especially impor-
tant: (1) that markets are, or can be, perfectly competitive, (2) that social
welfare should be defined on the basis of individual preferences, and (3)
that the idea of given initial endowments provides a satisfactory basis for
making welfare judgments.

On a practical level, the neoclassical approach links welfare with choice.
The greater the range of choice, the greater the feasible level of social welfare,
all other things equal. Markets increase choice; nonmarket allocations inhibit
choice. Consider a favorite example of the application of economic reasoning
to economic policy:* gasoline rationing. The example involves resource al-
location in the face of a shortfall in supply of gasoline relative to existing and

? The theorem linking competitive markets with optimality is a centerpiece of General Equi-
librium Theory; see Koopmans (1957:ch. 10).

* For a more comprehensive discussion of these assumptions see Koopmans (1957:ch. 10).

? This example is taken from Schelling (1984).
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recent levels of consumption. In such cases, we can bring demand into line
with supply simply by allowing price to rise until demand falls to the point
at which it equals supply (assuming, of course, that demand and price are
inversely related, which they may not be, especially in the short run). Al-
ternatively, the government can bring demand into line with supply by fixing
the price level and rationing consumption. The government can, for example,
distribute rationing cards equal to supply and require that purchase of gas-
oline at its regulated price be limited by available rationing cards. The ar-
gument against rationing follows the contours of the argument linking choice
to welfare, optimality to free markets.

Assume that the government fixes the price of gasoline at a level that
stimulates more demand than can be met with the available supply. It does
so, for example, in order to prevent hardship for low-income consumers
resulting from a substantial increase in the price of a basic consumption good.
In order to limit demand, the government distributes rationing cards ac-
cording to some principle deemed equitable (that is, the same number of
cards to all individuals owning cars, perhaps adjusted in various ways to
particular circumstances).

Application of the kind of reasoning outlined immediately suggests that
under these conditions welfare gains will result if individuals can buy and
sell the rationing cards allocated to them. The existence of a market in
rationing cards allows those who would prefer to consume less gasoline, if
by so doing they will be able to consume more of other goods, to do so. Since
each person remains free to hold his rationing cards and consume gasoline,
the presence of a market brings together individuals in voluntary transactions
aimed at improving the welfare of each without adversely affecting the well-
being of others. The market provides a choice where none existcd previously,
without removing preexisting opportunities. Taken by itself, the result should
be a higher level of satisfaction for those who exercise this choice without
any necessary adverse effects on others.

The market for rationing cards sets a price for cards that in effect constitutes
a part of the price of gasoline (equal to the sum of its regulated price and
the market price of the rationing card). By allowing for a market in rationing
cards, we have, in effect, facilitated establishment of a market price for
gasoline. The sole remaining function for rationing cards is to redistribute
income from the producers of gasoline (or alternatively from those who are
taxed to subsidize gasoline producers).

Gasoline rationing combined with a market for rationing cards is now an
indirect method of income redistribution. We can also apply the neoclassical
method of reasoning to the determination of the price of labor (wage) so that
a market determination of incomes also yields maximum choice and a welfare
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optimum.’ Even if we refrain from taking this step, and deny the optimality
of market outcomes for income distribution, correcting inequities through
distribution of rationing cards must seem inefficient and even inappropriate
given the more direct methods of redistribution available, for example,
through the tax system.

The conclusion, with regard to product markets (if not labor markets also)
is that the connection between markets and choice argues against government
intervention. The issue of the limits of the market becomes that of the limits
within which choice enhances well-being. To specify such limits, we need
to consider principles (such as individual rights)® that take precedence over
choice. We return to this issue in Chapter 9.

To sum up, neoclassical economics sees the market as the institution al-
lowing maximum scope for free exchange and hence efficiency. The market
allows one to reshuffle (use in alternative ways) resources and commodities
so as to achieve their most desirable use. Viewed from the consumer’s stand-
point, there is a large number of bundles of consumer goods from which to
choose. From the producer’s position there is the possibility of combining
productive factors in many different ways. Land, labor, and capital — all of
which have important subcategories — can be mixed in different proportions
to produce goods for sale on markets. This process of substitution will go
on until societal resources have yielded maximum product for producers and
maximum utility for consumers (Dasgupta, 1985:78-9).

Given the preceding description, it should be clear that, once the values
of the exogenous variables (endowments, preferences, technology, and rules)
are given, the results on the part of choosing agents can be known with
precision. This prompts us to ask if neoclassical economics is an abstract
logic of choice or a behavioral science that makes contingent (hence refutable)
predictions about the activities of economic man in different situations. To
the extent that rationality and maximizing behavior are axiomatic and pref-
erences are derived ex post from the explained behavior, actions of economic
agents are assumed to reflect just what these preferences are as well as the
constraints that must have existed to prevent them from achieving more. To
the extent that rationality is treated as a hypothesis about economic agents,
an independent specification of preferences and a full account of constraints
(the information available to agents, limits on calculating ability) is needed
ex ante. If information on these factors is present, it is possible to treat

> The neoclassical theory of distribution applied to the labor market can be interpreted to imply
that the price of labor (wage) set by supply and demand reflects choices and achieves a socially
desirable outcome; see Friedman ([1962] 1982:ch. 10).

¢ For a discussion see Singer (1978).
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outcomes as tests of refutable hypotheses about rationality, self-interest, and
maximizing behavior.

Political economy in the neoclassical approach

How is the relation between economics and politics conceived in the neo-
classical framework? Economics is the process by which we seek to maximize
the satisfaction of our wants given the means available (and usually their
distribution among us). This process underlies the workings both of markets
and of political institutions. Whether we engage in private contract or col-
lective action, our objective is to satisfy wants to the greatest degree possible.
Thus, the ends of political and market action do not differ. Economizing
underlies both.

In the first instance, the market consists of a system of voluntary trans-
actions between independent property owners pursuing their self-interest.
To the neoclassical thinker, these transactions take place when they are
deemed welfare-improving for both parties. When contracts are in fact vol-
untary, when no impediments exist to welfare-improving transactions, and
when the consequences of those transactions affect only the contracting par-
ties, market interaction should allow individuals to exploit fully opportunities
to increase their level of satisfaction.

This observation regarding the neoclassical way of setting up the problem
leads naturally to two sets of political agendas. The first involves securing
the system of property rights so that transactions are in fact voluntary. This
means establishing and enforcing a set of property rights designed to support
the stated objectives of the neoclassical ideal of individual well-being. The
second involves circumstances in which parties other than those contracting
are affected by transactions or in which potentially welfare-improving trans-
actions cannot be undertaken for reasons other than limitations on property
rights.

Neoclassical political economy applies the basic economic logic of con-
strained choice to circumstances in which private transactions fail to maximize
welfare. The term economic is used here in two of our senses. Most fun-
damentally, economic means economizing or constrained choice; it applies
to politics and markets. Second, economic refers to markets as one method
for achieving an improvement in individual want satisfaction. Politics is an-
other. Thus political economy sometimes refers us to the study of the limits
of the market as an institution for want satisfaction and sometimes to an
economic theory of politics. In this chapter, we explore the first sense of
political economy.

This idea of political economy is, for reasons suggested above, synonymous
with that of market failure. It points us toward circumstances in which the
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market falls short of enabling individuals to achieve the highest level of want
satisfaction available given their endowments. In the remaining sections of
this chapter we focus first on the idea of property rights as the framework
for private want satisfaction, a framework for the market but not created by
it. Politics can play an important role as the process for setting up the frame-
work of property rights and contract. We then go on to explore three
important classes for market failure: externalities, public goods, and
monopolies.

Property rights

A system of self-interested exchange requires some prior understanding of
rights of ownership and use of property. Yet neoclassical economics has
tended to omit discussion of rights from its analysis. The position generally
taken is that rules specifying rights may be important but that they are outside
the structure of economic models. They are not only exogenous in the sense
that the distribution of endowments is exogenous, they are also outside the
model in the sense that they are assumed not to vary in the short run, hence
they do nort affect allocative behavior in the short run. As Field points out,
neoclassical economists have made ““a categorical distinction . . . between the
modeling of short-term self-interested behavior within rules and the rules
themselves” (Field, 1979:53).

In recent years neoclassical economists have started to address property
rights. They have treated these rights not only as part of the framework of
economic activity, but also as part of a system of rules that itself results from
economic processes, that is, rational maximizing behavior. This section offers
a definition of property rights and provides some examples of the different
forms taken by these rights and their significance for political economy.
Property rights are rights of ownership, use, sale, and access to wealth.
Property includes physical property (consumer objects, land, capital equip-
ment) and intangible property (such as ideas, poems, chemical formulas, and
investment algorithms for the stock market). Perhaps the most important
forms of property for economic theory are labor and the means of production.
A well-defined system of property rights would limit permissible uses of
owned capital, that is, the ways in which it could be invested, joined to labor
and other productive factors, and who has what claims to the output. It could
also limit the range of external effects. During certain periods of history there
have been prohibitions on lending capital beyond certain rates of interest,
hiring labor below a certain wage, reaping profits beyond a certain level and
so on. However, a private property rights system gives broad scope over
disposal of property by its owner. With respect to financial capital, one can
invest it, hide it, use it for consumption, transform it into physical assets,
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use it to hire wage labor, or purchase unproductive holdings such as art,
antiques, jewelry, and so on.

Similarly, one could specify alternative property rights for labor. Under
capitalism, everyone’s labor is self-owned. It cannot legally be coerced or
pressed into service. One may feel the compulsion to work, but this comes
from the need to have an income to purchase the essential consumption goods.
Thus, under capitalism, one sells his or her labor in return for a wage. By
the same token, workers do not have entitlement to a job. Unemployment
may be a structural part of the economy and may not be the result of people’s
unwillingness to work. But productive capital is privately owned and owners
are not forced to make this capital available for the employment of the labor
of others. Denial of access is an important property right of capitalists.

The specification of rights and limits to property is crucial for the pro-
ductive inputs — land, labor, and capital. Some of these rights are so ele-
mentary that violation of them is immediately recognized as criminal. Theft
— acquiring the property of others through coercion or stealth — comes readily
to mind. Other examples are more subtle; they include selling “insider in-
formation™ on the stock market or establishing a consulting firm on the basis
of knowledge acquired by serving in a governing administration for a brief
period. But the principle is the same, the extent of rights to property (in-
tellectual property in the case of the stock market and consulting examples).
Finally, even governmental policies, though of shorter time horizon than
more elementary rights, have important property rights implications. Tax
policy defines how much of output goes to the state; minimum wage legislation
sets a floor to the price at which labor may be hired, and unemployment
insurance establishes rights to income (usually temporary) when people are
out of work.

How do issues surrounding property rights bear on political economy? The
political process institutes property rights and, in so doing, sets their limits.
Over time, these limits change and develop as society’s conception of rights
and property themselves change and develop. In some ways this process of
development occurs outside of politics. But eventually it expresses itself
within the political arena in the form of contention over rights. In this sense,
the issue of property rights has an important political dimension.

The presence of such a dimension may or may not justify us in charac-
terizing rights as inherently political, however. Two different theories of
rights express different responses to the notion that rights are political. The
positivist school argues that rights are created by the political system. Our
rights are whatever that system designates as such and are limited to what
can be enforced in courts of law. Rights are historically and empirically
determined. The natural rights school argues that we have innate rights
(sometimes referred to as inalienable rights). We can claim such rights against
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the state. In other words, even if law does not recognize our right to freedom
of speech (for example) we still have such a right due to its close association
with the universal claims of human dignity. Thus, the positivist school iden-
tifies rights with law, while the natural rights school tries to ground rights
outside of existing laws.

For the positivist school, it would seem appropriate to consider rights
political in that they are the output of a political process. They may be
contested in the same way all outcomes are contested. But the winners can
make no special claim for their position beyond that of its (perhaps temporary)
political dominance. The existence of such rights is a political fact (which is
not to deny, as suggested previously, that the political struggle has links to
broader social conflicts). For the natural rights school, it would not be ap-
propriate to treat rights as essentially political. The claims rights have over
us stem not from their success in a political debate, but from their significance
to our sense of what is demanded of a society organized to respect and protect
the dignity of its members. Such rights may be politically instituted, but
they are not in essence political.

Second, property rights are not static. They do not refer only to an original
condition that must exist for exchange relations to emerge and deepen. The
nature and extent of property rights are open to change. Legislation can
create or eliminate property rights by establishing which classes of goods can
or cannot be privately appropriated (for example, handguns, gold, or slaves),
or it can alter the degree and limits of rights over classes of goods. Modern
capitalist societies are concerned with the ““best tax rate” (to encourage in-
dividual motivation and the provision of social services), the ‘“‘optimal tariff,”
the control of externalities, and the stimulation of technical innovations. A
property rights structure in which individuals do not gain from wealth-
producing activities may lead to low levels of output. The current concern
in the United States about our “litigious society,” ‘“‘paper entrepreneurialism”
(Reich, 1983), and rent-seeking (Krueger, 1974; Bhagwati and Srinivasam,
1980), attests to the significance of property rights in our contemporary
setting.

Externalities

The voluntary transaction is the sine qua non of the neoclassical conception
of human interaction. It is the archetype of all forms of human relatedness.
This is so for reasons suggested earlier in this chapter. Indeed, the elevation
of the exchange contract to this special status follows from the idea that
human life is ultimately about maximizing private satisfaction in the context
of resource constraints. The voluntary character of exchange, together with
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the assumption that each person knows best what he or she wants, leads
naturally to the theorem stating the optimality of free markets.

But free markets are not always optimal by neoclassical standards. The
first reason for this is that the theorem that links free markets to welfare
maximization assumes that no one is affected by a transaction who is not
party to it. That is, no one has his level of want satisfaction affected by a
contract he does not voluntarily enter into. The term “externalities” refers
us to a set of effects of transactions on persons not party to those transactions.
If transactions have such effects, they are not necessarily welfare-improving.
If they are not, the market has failed to achieve its purpose, and other than
market methods must be introduced to fulfill the end of maximization of
private want satisfaction. These nonmarket methods include those instituted
by political processes and political institutions.

What exactly are externalities? Externalities refer to “effects on third par-
ties that are not transmitted through the price system and that arise as an
incidental by-product of another person’s or firm’s activity” (Rhoads,
1985:113). In ideally functioning markets, all transactions are either private,
or, to the extent that third parties are involved, they are compensated or
charged. Under such conditions, the cost to producers equals society’s costs
and benefits to society equal producer benefits. If these conditions obtain,
the market sends the correct signals to the producers and neither “too much”
nor “too little” of the good in question will be produced. But in certain cases
this equation of private and social costs and benefits does not hold. In practice,
there are often uncompensated external effects of production (and con-
sumption).

Let us emphasize a point that is important for understanding the theoretical
linkages between externalities and the state. It is best illustrated by starting
with several questions: Why is it undesirable for externalities to exist?

What special problems do they create in neoclassical theory? One could
argue from the standpoint of social justice that, with externalities, people are
required to pay for or benefit from certain states of affairs they had no part
in bringing about. They are rewarded or punished on grounds irrelevant to
their own performance. While this argument has some appeal, the neoclassical
economist reasons on a different basis: that of efficient operation of the
economy. Mansfield argues that the pattern of resource allocation is distorted
when externalities exist.

If a man takes an action that contributes to society’s welfare but which results in no
payment to him, he is c/ertainly likely to take this action less frequently than would
be socially optimal. The same holds true for firms. Thus, if the production of a certain
good, say beryllium, is responsible for external economies, less than the socially
optimal amount of beryllium is likely to be produced under perfect competition, since
the producers are unlikely to increase output simply because it reduces the costs of
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other companies. By the same token if a man takes an action that results in costs he
is not forced to pay, he is likely to take this action more frequently than is socially
desirable. The same holds true for firms. (1982:453-4)

Consider a negative externality produced by a firm, such as pollution that
imposes a cost on agents outside of the firm in the form of ill health and
medical expenses. The cost is imposed on agents independently of their will.
In a sense these agents are victims of an imposed exchange (in which they
receive ill health in exchange for no payment) and as such is not to the agent’s
benefit. By the Pareto criterion, the outcome cannot be optimal. We can also
see this by considering the firm’s calculation of the profit-maximizing level
of production.

Assuming that the firm aims to maximize profit, neoclassical theory tells
us that it will increase its level of production until the cost of additional
output, the marginal cost, equals the price at which it sells that output. If
the marginal cost exceeds the price, the sale of the additional output costs
more than the revenue generated, which implies a loss to the producer. If
the marginal cost falls short of the price, additional profit can be made by
producing more. So long as the price (therefore the revenue) exceeds the
additional cost, the firm should continue increasing its level of production.
Only when the additional cost is just offset by the additional revenue (that
is, marginal revenue equals price) will no incentive exist for the firm to change
its level of production.

If we take the price to be given and assume diminishing returns, we can
easily see how externalities will lead to inefficient levels of production. Di-
minishing returns means that higher levels of production impose higher unit
costs (marginal cost rises as output rises). The profit-maximizing output,
given price, depends on the level at which marginal cost equals price. The
higher the level at which marginal cost equals price, the more output pro-
duced. But the higher the level of marginal cost at each level of output, the
lower the level of output at which it equals the price. As the firm increases
its level of production, its marginal cost rises, so it continues to increase that
level until the marginal cost rises to the price.

Now, consider two situations. In one, part of the cost of production (that
part borne by those suffering the negative externality) is not calculated into
the firm’s marginal cost; in the other, it is (for example, by a tax on the
producer). When the cost to the agent suffering the externality is not cal-
culated into the firm’s costs, the profit-maximizing level of production must
be higher than it would be were that cost included. This is for the following
reason. When we force the firm to include in its own calculation of its cost
this additional cost imposed on others, its marginal cost is higher at each
level of output so that given the price, the profit-maximizing level of output
is lower. Thus, the market, left to its own devices, since it is incapable of






