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Development and Judgment of the Surplus

Historically, economists have been interested in the fundamental question of how to grow the economy.

From Aristotle on, a primary issue has been the differences between money, value, and wealth. A 2

turning point came in the 18" century with the Physiocrats, who identified a surplus in the economy.

The identification of the surplus required a theory of value to find its source, which then required a

clarification between money and value. As the concept of growth transformed from an accumulation of

money to the production of commodities, economists also separated the ideas of money and wealth.

However, with a theory of value, economists were capable of examining the distribution of value,

wealth, and money in the nation. As money became less relevant as a measure of wealth, the

discrepancy betweenvalueandrealwe al t h b ec ame t heitiqgneofaldssicad dolitiddla r | Mar
economy, whi ch h esideasafaxdlaegd andjusticédr i st ot | e’

Aristotle’s under st andi rapceptidnof judtice. Heobservedtimaty i s r oot e

exchange is fundamental to human existence as a member of a community. According to Aristotle, a

person cannot survive without being part of a com
self-s u f f {Adsiotie,Pdlitics, 350 BC). Fortunately, the natural state of man is not solitary. Aristotle

claims that “the efsatnablyi sihse d hbey ansastoucrieatfiocorn t he s upg
(Aristotle, Politics, 350 BC). As the family is established by nature, it implies that man is naturally born

into a family which can fulfill his everyday wants. However, it seems Aristotle makes a connection

between the size of the community and prosperity. He explains that several families come together in a

community to aim at “ s onteaihliyn@nseodedPsetiticst3b0BC),antl he supp

that the state is “several v i | | largg ensughto.betneadyroi t ed i n
quite self-s u f f {Awstotte,Pdlitics, 350 BC). Aristotle implies that the larger the community, the
more it is capable of supplying its citizens’ dai

Aristotle does not state that exchange is the reason that larger communities are more prosperous, but
he does draw the connection between the size of the community and the amount of exchange that
occurs. Aristotle claimsusbaul siwmphet bxdAidodep get ybe

Politics,350BC)and people in the community (Adstotle®@ditgser have
350BC)as they did in the first community, thle family
* .+ the necessaries of I|ife and nothing more * ..+

satisfaction of (Aristetle, PoliticsyBB0BA). Aratbtle racagnizesshe relationship
between the size of the community, the degree of specialization, and the amount of exchange. As the
community expands, the number things which all people have in common decreases; people make
different things, which they need to exchange to satisfy their natural wants. Exchange is a distinguishing
feature between the family and all larger communities, and is necessary to both the community and the
individual.

While exchange may be a necessary part of human existence as part of a community, Aristotle does not
endorse all exchange. He distinguishes between just and unjust exchanges. A just exchange consists of
“having an equal amount AdsfotterNomacimesh Ethick, B5@BC). t he t r an
There must be a proportionate equality bettween th
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equal, and (drstetls, Nicoroatheah Ebhicsgd350 BC). If all transactions are just, then

people cannot build wealth by exchanging for a profit, since that would imply one person has a greater 3
share of the transaction than the other. This criterion also means that value cannot be justly

appropriated from the person creating that value. Aristotle claims that injustice damages the

community; conversely, just transactions benefit the community. The criteria of just exchanges leads to

two questions: first, how does someone acquire something to trade, and second, how do people

measure the value on either side of the exchange?

The implication of the criteria that exchanges must be just, that neither party can gain or lose during the

exchange, is that people are compensated in proportion to the value they bring to the community.

However, in Aristotle’s conception the only natur

that depend on Nature. He outlines the three ways of obtaining wealth, whi ch are “fir st , t he
of |l ivestock * ..+ secondly, husbandry, * .+ a third

their profitfromthee ar t h, and fr om t hi nArisotleyPolics) BSORL). Attheo m t he e
sametime,Arist ot | e i mplies that other forms dAristoleeal th ge
Politics, 350 BC), including service-for-h i r e, ar e not the " tgreutet(Adstogl®, pr oper
Politics,350BC)and i ndeed ar e atth-g e“tut fhesfid, Polititsa360tBE). Aristbtle w

does not supply reasons for his condemnation of forms of wealth-getting reliant on exchange such as

commerce, which includes the conveyance of goods. One implication of Aristotle elevating the practices

which depend on nature is that the same quantity of work by an individual in the community can result

in a different amount of value. For example, the productivity of a farmer depends on quality of the land

he employs; an individual with good land may work considerably less than an individual with poor land,

yet have the same amount of value to exchange. Ar
account the degree of work involved in obtaining something, only the value of the product in the

community.

The second requirement for just exchanges is a measure of value that can equate both sides of the

exchange. It would be impossible for people to perform just transactions if they could not determine the

value of what they were exchanging. Aristotle explains that if everyone was exchanging the same thing,

they could easily compare the value on either side; but when the things people are exchanging for are

“di ffer ent (Ardstot, Nivomazhgan EtHic$, 350BC), ever yt hi ng bé exchanged
somehow c o(Aristetle, Bidorhaeh&an Ethics, 350 BC). Ari stotle concludes tt

therefore be meas u(Aratdtle, Nigpmasheamihic)350B8C)t hamd) "t hat “ i t i
this end that mon gAristolleaNscomacheanEthits, 330 BCp. d Moende”™y i s “ i n a
an i nt e fAnstoidej Nedmechean Ethics, 350BC)t h a't “me as u(Aratstle,a | | things”
Nicomachean Ethics, 350 BC). I n Aristotle’s conception, money i s

to enable people to equate considerably different
is defined as something different than mere curre
but b (Aristbtie, Witomachean Ethics, 350 BC), and “it is in our power to
(Aristotle, Nicomachean Ethics, 350 BC). Money has no intrinsic value in and of itself: its sole reason for

existence is to measure the value of goods so that they can been exchanged.
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Aristotle condemns the practice of obtaining money for its own sake, as in retail trade. The retail trade
“originat*ed+ (AtistotletPdiitics, 380sB€), out df a peoper uge’of money. A proper use 4

of money is for what Ar i §(Arstotle, Nicomaehkae Hthics, 350BC);des “ f ut u
explains that “ m QAristye, Nicasnackean £thics, 850 BC)shatpedleyah obtain a

good in the future if they do not need it now. This practice allows people to keep money on hand

instead of stockpiling goods that they may need in the future —a considerably more convenient state of

affairs. However, once people realized that money was a measure of value, and that they could acquire

things of value merely by trade and not the creation of value from nature, they sought to obtain as

much money as possible. Aristotle points out the uselessness of thisgoal,as* man may have a gr

abundance [of coin] and yet perish with hunge r | i kAastotM,iPaliticss 350 BC). Money has no

intrinsicval ue in itself, it was ofaristgtle, Poiitics, 1350 BCY andifort 0 b e u
the purpose of ensuring that exchanges are just. It was not intended to be treated as a product, and

acquired for itself. He also condemns the practiceoft he r et ai | trade, for which

ri ches *f r o(mistatle Rolitits,|1350 BC}, & dneatural, and by extension injurious to the
individual and the community.

I n Aristotle’s concepti on,ueankitbehsale) Rpaple pwoallgwed @mluieway s e q
and exchanged within a community for products of equal value that they needed. There was no

accumulation of wealth, because the value people had to exchange was always equal to the value that

they created; preferably from interacting with nature as opposed to interacting with other people. The

total value within the community was always equal to the total value that its members produced; to

grow the economy, one would need to grow the number of members of the community.

Over 15 centuries later, the Mercantilistsabandoned many of Aristotle’s tel
the idea of money as a measure of value. The Mercantilists, unlike Aristotle, were not interested in the

status of individual transactions. Instead, they endeavored to show how a nation could increase its

wealth. The Mercantilists had a good understanding of what Aristotle had condemned as the retail

trade, so to understand the finances of the kingdom, the Mercantilists simply scaled up. They applied

their knowledge of how an individual established to wealth to infer how a nation should. Thomas Mun

states that “it cometh to pass in theindcdtigck of a
that the best way to understand the economics of a kingdom was to understand the economics of an

individual.

The goal of the Mercantilists was to increase the wealth of the state. The Mercantilists believed that

money was a measure of true value, andthus® money i s * . . + 't h d&hertmeansén me a s ur e
t he Ki ngdo mimopdylidamacdurGté Measure of value, it seems to follow that more

money indicates more value. It is using this logic that Mun proclaims“ * by + pl enty of money

Lands i (kipl6ad)vHe Explains that the more money in the state, the higher the prices of goods

and lands; a )seemingly desirable eventuality. This eventuality seems desirable because Mun implies

that money has an intrinsic value; it is not, as Aristotle claimed, only a matter of law. Mun claims that

foreign coins that have been debased when compare
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enter the economy at a value equivalent with the
1664) that would give an inaccurate measure of the value in the nation. The implication is that money 5

has a value related to a fundamental attribute of
money represents value is not merely a convention established by law, but a physical attribute of the

currency itself.

The Mercantilists saw nothing wrong with either commerce or the unlimited pursuit of coin, despite

Aristotle’s condemnation of both. I ndeed, t he Mer
of wealth-getting. Munobserv es t hat “the ordinary means therefor
treasure i s bapdthartr d&diwegre Trusde ,ever observe this ru
yearly than wee consume of theirs in hvbastwaetd ( Mun

increase wealth is through commerce with other nations. They make little reference to the productive

powers of people within the state, are entirely unconcerned with the nature of transactions that occur

within the state, or how theindividual f it s i nto the state. I ndeed, t hc
other means which are commonly supposed to enrich the Kingdom with Treasure are altogether
insufficient and meer fallacies” ( Mun 1664) when compared to foreign

However, the Mercantilist notion of understanding how the individual acquired wealth and simply

scaling up was a fallacy of composition. David Hume, writing almost a century after Thomas Mun,

showed that not only was money not an indicator of wealth in a nation, but that it could be injurious to

the interests of the nation. Money is not the indicator of wealth; instead, David Hume draws wisdom

from Aristotle and proclaimsthat* men and commodi ties are the real s t
(Hume 1752).

Hume demonstrates, from his empirical observation, the same conclusion about the nature of money

that Aristotle arrived at nearly two millennia ea
subj ects oflumeldsa)nté notaegdod that can be traded as any commodity can be.

I nst ead, onlgtaerinetryiment srhich men have agreed upon to facilitate the exchange of one

commodi ty fHane 1782 Buindiseems’to believe that money is a result of people agreeing

to use money as a means of comparingcommodi t i es; just as Aristotle expl é
by nat ur e (Astotte, NiooynacHeam Bthics, 350 BC). Money, in itself, has no inherent value

beyond that which people agree it has. Its sole purpose is to compare different goods. People rarely

trade like-for-l i k e, SO money acts as an intermediary; it i
commodities, and serves only a(Bumal7sa)ePdoplemgteeof r at i n
amongst themselves, or within a state, to use money as this intermediary that allows a direct

comparison of one good for another.

Hume arrives at his conclusion by observing that the amount of value money represents is not invariant

across either space or ti me.eatétplantg[.] oghestes quantitysof t hat
it is required to repr qiumenll52).The ienpliatomsethatgvbilathet | t y o f
nature of money has not changed across different locations, the amount of value that the money
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representsisdiffer ent i n “pr opor t i o(Humé1952)tHe g@vespheidsampleoftkep ul enc e
English spending the same amount of money on their army as the French do on an army twice the size, 6

implying that the increased cost is not a measure of the quality of the army, but merely a symptom of
England’s greater wealth. Hume also makes the poi
example that the English fleet “required as much
kept the whole worldins u b j u gHuind 1952)."The tendency of money to vary the amount of value

it represents across time and space means that money is not a measure of value. Of course, Hume

assumes that the Roman legions were more valuable than the English fleet, but that may be a safe

assumption. Traders can take advantage of the variable nature of money to reap a profit: they can

purchase at a low cost, in a nation without money, and sell at a high cost to a nation with a great deal of

money. This approach is what the Mercantilists advocated; buying from Asia at low prices and selling to

Europe at high prices. Thomas Mun gives the example that the East-l ndi a Co mpeadbytoneoul d
hundred thousand pounds * ..atd receive home * ..tHe [.] value of three hundred thousand pounds”

(Mun 1664). The only thing that the merchant has done is ferry goods from one location to another,

taking advantage of the variation in the value of money.

Not only is money a variable measure of value, but too much money may actually damage the economy

of a state. Hume notes that “the greater plenty o
wi t h f o(Henke Iy52)ebecsule it allows other nations to produce at a lower money price. As the

“pay sefrvants must rise in pHoe0/52)dgeaterplestyof he publ i
money results in higher costs of production in terms of money. Conversely, a nation lacking a plenty of

money will have lower costs of production.

Hume uses this observation to refute the Mercantilist proposal that the “ordinary means [.] to encrease

our wealth and treasure is by Forraign Trade” ( Mun 166 4) . Hume <c¢l aims that
plenty of money is rather disadvantageous [to foreign trade], by raising the price of every kind of

| a b dHume"1752). A country needs to produce goods to export if it to engage in foreign trade;

however, if the price of labor is too high, the cost of production can never be recouped by selling

abroad. The wealthiest nation will be incapable of selling goods it produces in foreign trade. This is what

Hume call s t he f{Hbnep7p2yt hcaotn c“utrirrednecres *t rade and ri ct
to entir el(Humeldse) Hpneeexpldinet”h at “ manuf dualy[uleae[¢]hose® . + gr a
countries and pr oV i(Humels52)%nd traveatd couatdes whereethereis ¢ h e d ”
“cheapness of p(Homeil7582(¢ Ehsconalusioh thht &ume drafws’is that an

accumulation of money in one nation cannot be sustained beyond a certain point.

Hume' s r eV i vcankeptiorfof marrey dsstrogetl theeMersantilist prescription for growing

the economy. If the amount of money in the nation did not explain the size of the economy, then Hume

needed to find another explanation for the increase in value, represented in part by the increase of

commodi ti es, in the nation. He al so observed that
abundance than former | y fHume 17624 Bumeainpticed thad theinatiehss st ry g
with the largest economies were also those with the greatest plenty of money. If money did not
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represent value in the economy, and the “price of
commodi t i e s(Humalds52)mieemtieese heeded to be some explanation for the relationship. 7

Hume explained this discrepancy by pointing out t
money and t h¢Humeil752% and that tigelinter@akirswhich plenty of money is increasing

is “favour afimel752p iHudes tsr X pl anation for the corr
economy and the plenty of money in the economy is that the economy of the nation grows as money

enters the ecownwbdbamg+ahnd+i s o(Hutmdripse)ef thasdwhaimporaigle ”

the time it takes for the prices of commodities to increase with the import of money into the economy,

the people who import the money can increase production as it traces its path through the economy.

However, the economy could not grow unless money was injected from some outside source.

Hume demonstrated that money is not value, and that growth involves increasing the number of
commodities in the economy. His rejection of the Mercantilist tradition opened the way for alternative
explanations of the economy. Writing roughly a decade after Hume published his essay On Money
Francois Quesnay provided an alternative explanation of growth: the surplus. However, the Physiocrats
differed from Hume in some key respects, particularly with the role of money.

Jacques Turgot, often considered to be a member of the Physiocrat school®, presented a theory of the
economy that rested on the notion of the surplus. Si mi | ar t o Ari stotl e who said
t hi ngs (Aristgtie, Nibomachean Ethics,350BC), Tur got pointed out that
exchange of wants *. .+ ma (Tikgdotria3). Pebpte are broeghte ssary f or
together via mutual demand, and participate in the economy to fulfill those demands. Since demand

brings people together, anything that aids commerce is a good thing. Turgot thus saw money as

i mportant because it enabl es asprodigiowlphtseenredtitbke gr ee o f
progr ess (Targot 1398).dndeed, Tyrgot viewed the circulation of money that Hume stressed

as so important as “ f(urgan¥793)nHpwevet, ThePhytiooratsdlisagrded s oci et y
with the idea that money is by convention, and not by nature, which Aristotle and Hume argued. Turgot

cl ai med that a money offurgat b798)Vbeernctaiucsre i“swe* .c+a ni nhpadckses
which has a value f or (Tmgotd73nmwonldimpesas bt e, of nvalbuoghbdt
to use something inherently worthless as a measure of value. He believed this because he observed that

it was possible to express the value of any commodity as a ratio of any other commodity. He concluded

that “everythat +cabpmmedabhyobject of commerce, may
(Turgot1793). 1t then follows that “every *commodity+ ms
(Turgot1793). Turgot’'s insight is his canbeexpresssdiasa ratiot hat , k
of any other commodity, then gold and silver mustalso be commaodities. If gold and silver are

commodities then they, l' i ke al l other commoditi es
are not * ..+ sigms imft rvalsu e; vi@brgoye7938).ahe dgrifiecamsocé | v e s ”
Turgot’s insight is that if a measure of value ex

! And the only one | had an English translation of.
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measure of value (money), then it is mathematically impossible for the measure of value to have no
value: the ratio would be undefined. 8

Turgot then sought to explain why gold and silver had been used so widely and for so long, for which he

was influenced by Mercantilist. Turgot a@rgeai med th

on account o f (Tutgdt £793). Gold, decbélievad, twis hat vialyaBle because it functioned

as a currency, but because it Wagtllol) thdebdyTurgpto ught a

claimed that *“gadlidudred gi.ltvemiare sadnsnoney, i ndep
of al (Turgdt®w’98so’n t he basis that gold and silver all ow
expr es s i ofTurgod 1f793)vGald andssilver are endlessly divisible, easy to transport, and the

easiest commodi tyego est dmbrgomicd)i hbg bUgb & he use of *

chemi cal (@uogetn7a3). Tugat lslieved that gold and silver were the best commodities to

act as currency, because of their nature. Other commodities were considerably less convenient, since

they were unstable, difficult to measure, or hard to transport. For example, the Romans used cows as a

measure of value; however, cows were difficult because each cow was worth a different amount, the

value of the cow varied over the lifespan of the cow, the cow could spontaneously die, the cow was not

divisible into smaller units (without destroying the value of the cow), and so on.

However, Turgot did not succumb to the same fallacy of composition that the Mercantilists had fallen

i nt o. He pointed out that ®“it would be a gross mi
riches with the mass qTurgom@a)eHis untelstantling of khé veeditlsof i N a st
““mo v e a bd (€urggt ©783fin a nation had a great deal to due to his understanding of how the

economy grew. Similar to Hume, Turgot believed th
tot al of moveabl e riches * ..+ aafe «uwhheec afagavma | seag eesd”
1793). However, whereas Hume believed that the economy only grew during temporary periods when

money entered the economy, the Physiocrats believed that an economy grew year over year.

Francgois Quesnay observed that in agriculture, a small amount of seed would yield a large amount of

corn. Indeed, the amount of corn harvested replenished both the seed corn and the food the cultivator

(farmer) consumed during the year, with more left over. The Physiocrats identified the amount left over

asthesurplus Tur got explains that “the first persons wh
worked as much land as their strength would permit, and [.. had] more than was necessary for their own

nour i s (Turgetn703). Before the advent of modern society, land was not scarce; as such, man

could work as much of it as he pleased. Some would choose to work more land than they needed to,

while others would only work enough land to fulfill their daily needs. Turgot identified two forces which

led people to try and gain a living from labor, as opposed to cultivation. First, as the population

increased, the amount of free land available diminished. At some point, people would have to earn a

living from some other fashion than having land of their own. Second, some materials from nature are

not “proper f ¢TargotlBunsiel of hemanhave had “such prep
render *(Tudgot IM93)sThesetwo forces would inevitably lead to the establishment of three

distinct classes in society: the landowners, the cultivators, and the artificers. As soon as the landowners
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realized they could hire a landless individual to do the work of farming for a minimal fee, they would do

so; |l eaving them t o atihe astu p psloymddarfhotldnbglitichyss5qateer ds’han
as Aristotle puts it. The surplus becomes somet hi
of o t(Targot 1393), creating a class that lived by virtue of their own labor: the artificer class.

The Physiocrats believe that the cultivator is “t
of hi(Twmrgot1@®) "because nature provides him an “exces
(Turgot 1793). They believed that *“the artificer does not

ot h dTurgot 1793), and referred to the(Tmgptt7O3).Aseer s as t he
consequence, the Physiocrats brevenueeviichservadstopag t he cu
al | t he diff er e(@ugota7b3n Ehsseeof the furplasdittaitef thecize of the

artificer class, the manufacturers. Furthermore, the Physiocrats believed that the surplus built year over
year,sothesize of t he moveabl e riches Turgot refers to
economy has collected since it began. The surplus is thus the source of all wealth in society.

Turgot observes that “neither d¢thaeabareardcdmpedsaforor nor
hi s [TerdotdlT93), despite the fact that the | andowners
cul t i(wmdt X¥93)’ The landowner admittedly had an essential role in the functioning of the

economy, as explained by Francois Quesnay: he spent his ill-gotten gains, the surplus appropriated from

the cultivator. This spending sustains the artificers, the circulation of money giving life to the economy

as Hume explained.

The Physiocrats, and particularly Jacques Turgot, contributed a great deal to classical political economy.
They identified distinct classes in the economy, including the first distinction between wage-laborer and
capital-holder. They invented the idea of the surplus, an excess —in their case provided by nature —that
grew the economy year over year.

Adam Smith inherited a great deal from the Physiocrats, and his friend Jacques Turgot. Where the

Physiocrats envisioned the distinction between wage and rent, Adam Smith added the notion of profit.

S mi t rbates bregk with the Physiocrats is in his understanding of the surplus as occurring

everywhere as a result of the natural division of labor. Like the Physiocrats, Smith believed that the

economy produced a surplus year over year. Indeed, he claimed that if the economy was at full

empl oyment, “the produce of every succeeding year
f or e g(emithng7é).

However, Adam Smith thought that limiting the surplus to only agriculture was downright

incomprehensibl e . He c¢l ai med that “the cdSpithtt7ad)waeir r or of *
describing manufactur i n(@mithaz). AbtherttimegEnglarmwada unpr oduct

wealthy and highly industrialized nation, and it seemed as if the principal cause of this wealth was

related to industrialization. This situation was not mirrored in France during the time of the Physiocrats,

which had a crippled agricultural system and an u
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suited?”.snitGwas leddonhe conclusion that the surplus, far from occurring only in agriculture,
was in fact also a feature of industry. 10

He noticed that “the greatest i mprovements in the
the effects of the divis i 0 n 0 f(Smitha7@6d. mitH explains how that the division of labor could

increase productivity per worker from twenty pins per day to in excess of four thousand pins per day. He
claimed that the division o propdriodalteintreaseafthd d “ i n eve
producti ve p ¢Swmith736).10wWas thiséntrease in the productive powers of labor that

could increase the size of the economy. Of course, if the increase in productivity was due only to either

t he “ i ndkeaxtaerei tof *or + t he s avi ng(Snuth 177)hthere wouldne whi ct
be some limit to which productivity could be increase. A set of tasks can only become so specialized

before; at some point, either the task would become physically impossible to subdivide further. Indeed,

Smith made the observation that “agriculture *. +
ma n u f a Smithn 7863, and that the inability to subdivide beyond a certain point could be why the

productivi t y of agriculture had “not al ways k@mith pace
1776). This observation led Smith to hold essentially the opposite position of the Physiocrats, who held

that agriculture was the sole source of the surplus. InSmi t h’' s vi ew, whil e agricult

some surplus, a more effective way to grow the economy was the increase the division of labor in
manufacturing.

Productivity in manufacturing, unlike agriculture, could be increased almost without limit due to the

| ast, and in many ways most critical, attribute o
of machines which facilitate and abri d@mthl abour,
1776). Smith attributed a great number of inventions to the division of labor; something that doubtless

more frequent than it is today, where productivity improvements may require a degree in computer

science to implement. The core advantage of machines is that there seemed to be no natural limit, no

global maximum, to their productivity improvements.

However, increases in productivity are inevitably tied into discussions of what happens to the increased

output. If the economy is at a point where all individuals have enough to live on, than any increase in

productivity leads to a situation where the economy has morethat it needs to sustain itself. Smith noted

that before “both the appropriation of | and and t
| abour bel ong Smith 776} Howevel, & thoPbysiograts’noted, this situation is

unsustainable. As land is scarce, at some point people will have no choice but to work for someone who

has land, separating society into two classes: the landowners and the workers, the wage-earners. If

there were no | andowners, then “the wages of || abo
i mprovements i n i(Sm&h1p76).¢avavertwithvtre apprapsation «f [and, this no

longer occurred. As the Physiocrats explained, landowners paid workers only a subsistence wage, and

collected the rest —the surplus —themselves. Therefore, any increase in productivity would increase the

size of the surplus that the landowners collect.
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Whil e the Physiocrats bel i eeamsyevetubeitherfot Hindefforar t 1 f i ce
o t h dTourgot 1793), Adam Smith pointed out that there was a substantially greater possibility for 11

growth in manufacturing than agriculture. Therefore, he argued that the same thing must occur in

manufacturing as in agriculture; that is to say, that at some point the artificer will produce more than he

consumes, and his employer will collect the surplus.

S mi texpans®n of the surplus into all areas of the economy forced him to re-define the economic
classes the Physiocrats had identified. The Physiocrats defined three groups: cultivators, artisans, and
landowners. The two former groups earned only a subsistence wage, while the latter group collected
the entire surplus. The two wage-earning groups differed only in that one produced a surplus, and the
other did not. As Smith expanded the surplus to all forms of work, such a distinction disappeared.
However, Smith noted that the manufacturing class was real: instead, though, of consisting of wage-
earners, it consisted of capitalists people who created industry and collected the surplus of the workers

they employed. And since agriculture, under Smith
there was no reason to consider land especially valuable. However, there remained a finite amount of

l and. Smith explained that “as soon as the | and o
| andl or ds, l i ke al l ot her men, | ove (Sndthl778)dop wWher e

any use of the property. Since all tasks, of whatever sort, required a certain amount of land, anyone
would need to rent land if they wished to produce something. Smith therefore defined three groups of
people: wage-earners, capitalists, and landowners. The former earned a basic wage, the latter rented
land, and the middle class collected the surplus.

The core distinction between Smith’s definition o
Smith separated those who rented an essential finite good — land —and those who collected the surplus.

There was no reason to assume that the landowner, from whom the capitalist rented land from, would

be entitled to any more of the surplus than the wage-earner the capitalist employed.

Smith therefore claims thadee “wraiggisnalprod Enithe anaf r
1776), corresponding to each of the three classes. While one individual could occupy more than one

class —for example, a farmer who works his own land —the component parts of revenue would remain

separate. After all, the farmer could conceivably either employ someone else to work the land, or he

could rent the land to someone for another purpose. Thus even though the farmer would refer to the

amount of his revenue minus costs as profit, only a portion of it would be profit —the portion resulting

from the use of stock. Smith explains that “somet
the wor k, who hazar ds(Sniith 1376)sThe prafiks of statk rdsuftfromaadvent ur e
combinationofthe ri sk involved in hazarding his stock, ac

di r e dSmithame). Adam Smith’'s conception of the structur
that of the Physiocrats, with control over the means of production allowing appropriation of the surplus.

Adam Smith, like the Physiocrats before him, explained the interrelationship that the surplus has with
trade. Smith traces the beginning of exchange to back before the appropriation of land and
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accumulation of capital. Like Aristotle, who believed that each individual would need to join a

community for his own survival, Adam Smith bldliev
hel p of h(bnsth 1B76)edchindieidudl needs the support of others to survive. Smith further

notes that “it is in vain for (dmithm776),andtatgeeplet it fr
need t o i ntleorvees’t otfh eo t“hseerlsf. O-interestwbayothér B to offarhi@r e st t h
something thathewant s i n exchange. Adam Smith thus states *

(Smith 1776); echoing Aristotle’s conclusion that exchan

The division of labor allows each individual to do one thing well, and produce something far in the

guantity of what he needs. However, by doing so he is left without other things that he needs to live.

Smith explains that “eVvYewrybwgpokthawhhasha himsgqlUan
every other workman being *.+ i n (bnfitlel778)dtieehe si t uat i
division of labor, across all elements of society, that allows exchange to occur.

However, the benefits of the division of labor imply that people would specialize wherever possible;

something that has not occurred in history, or even everywhere in a developed nation. Smith explains

that while the division of labor increases production, it does not causeexchange. Rather, exchange

causes specialization. Smith notes that it is the
of the produce of his own | abour * .+ that encoura
0 C C u p &Siith @77A6]. An individual would have little reason to specialize in making miniature ships

if he did not believe that he could make a living selling them. Indeed, he would either be compelled to

do something else for which he could make a living, or die; the net outcome is the same, which is that all

individuals participating in the economy specialize in producing something they can exchange. Adam

Smith therefore concludes that “the di@mitsi on of |
1776).

The rise of exchange raises the significance of money.The Physi ocrats observed t ha
prodigiousl y hast en €ugottl193, ang AdangSmith sxglainowhy: lecauwsei et y ”

money increases exchange, which increases the division of labor, leading to an increased surplus. Like

the Physiocrats, Adam Smith believed that money i
commodities * ..+ wer e (Smithclg76)assurrehdel.y * ..+ empl oyed”

He al so agreed with Ttahawg loeén ddtehminéd by'irrasistible eagoasmo at | a st
gi ve pr ef er e n(@ih1776).While lte agned twith Tusgdt that both the durability and

ability of metals to be subdivided and combined without loss were the key qualities that made metals so

attractive, he happened to disagree that the ability to purify money and bring it to a known standard

was i n any fashion important. Il nstead, he argued
a s s a Ysmith §776) money that led to the creation of coins. Adam Smith argued that, at some point

“in all countries that have many a(Smithle7e)mtbead der abl e
become necessary to create coins. Nations were | e

such parti cEnitlz7e)met al SsPprevent *. + abu®nahsl776)and+ f aci
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Coined money was another means of increasing exchange in a nation, and therefore contributed to the
increase in production as a result of the division of labor. 13

However, unlike Turgot and like Hume, Adam Smith was convinced of the inadequacy of gold and silver

as a standard measure of wvalue. He observed that
i n t h e (Smith 1726), inisenie cases dramatically. He explained that the discovery of mines in
American “American reduced, in the sixteenth cent

third of what (bntith1A78)drhud) vehite metdds &vdrecusefal to increase exchange,

they were not a constant measure of value. Indeed, whereas the Physiocrats asserted that onlysuch a
commodity could be a measure of value, Adam Smith
continually varying in its own value, can never be an accurate measure of the value of other

c 0 mmo d {Srhith ¥86). Instead of relating the value of gold to its intrinsic use-value, as the

Physiocrats did, Adam Smith related the value of gold to the labor required to acquire gold —in most

cases, to minegol d . Therefore, when gold was discovered in
metals from the mine to the market, s($mith*1776). t hey ¢

Gold and silver, as commodities themselves, function as an imperfect measure of value. However, that
has little to do with wealth. Adam Smith extends the conception of wealth from the Physiocrats and

Hume, concluding that “it is the great multiplica
occasiwmisv &r..sta [(Smitha7rd). e nicned’e e d , Smith pointed out th
consists in money * .+ is a *.+ notion that *. .+
i nstrument of commer c e, (Smitnld76).dmith fedmeto efereneur e of v al
Aristotl e, and says that it “would be too ridicul
consi st (Smihth1TA®.n elyist ead, Smith concludes that it i ¢

which * .+ BBuglpll itese inewedsaries and conveniences ¢
(Smith 1776), since it is the labor of the nation which results in the production of goods.

Smith notes that “the wor d (Smithl7es)fdrpegpleeh @amet wmaydibief
called *“value i n use; (Smithh726). Redplb @rrderive'greatiuketiran i n e x c h a
objects that have no conceivable value on the market. For example, water and air are substances

essential to human life —indeed, it is difficult to think of anything more useful to someone who desires

to maintain his life. However, neither water nor air has any real value in exchange. From an economic

point of view, the only value of real use is exchange value. The difficulty with the exchange price is that

there is a difference between what the commodity should be exchanged for, and what it is exchanged

forAdam Smith explains that there is a difference
commodities and | aobfo ucro n*s.i. dwehriacbh(Sreithmizaye THei eral priter act i c e ”
is the value embodied in the good, while the nominal price is the amount the good exchanges for. Smith

attempts to locate the difference between the priceof commodities and the valueof commodities. The

exchange value should always drop to the latter over time, while supply and demand shocks can

influence the price of a commodity.
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However, Adam Smith employs two theories of value in his work, which serves to answer two different
questions. While he switches between both theories in a confusing manner, it is possible to identify the 14

t wo perspectives in which Smith’s measuquantye nt of
of labor embodied in a good as its measure of value when referring from the macroeconomic
perspective, andthepriceof | abor when speaking from an individ:

value can better be identified as a theory of comparative valugand a theory outlining willingness ¢
pay.

Smith explains that “labour is the realSmtheasure o
1776),He notes t hat “l abour was the first price, t he

t hi Seith’1776), and therefore money can only obfuscate the role of labor, not replace it. Money

can only represent labor. As Aristotle explained, the role of money is to equalize the value on both sides

of the transaction. However, the real value came from the work each individual did, the labor embodied

in the product they exchanged. Money was thus just as much a representative of labor as the product

each individual created themselves. Smith explain
purchased by labour, as much as whatwe acquir e by t he t oi (Bmitwlf776)ofurther o wn body
expanding on the idea that money and commodities are, for each individual, equal to the amount of

labor they themselves exert. Money only becomes confused with labor as a measure of value because it

is a storeof value, and one that —compared to other products —does not depreciate. Smith observes

that “it was not by gold or by silver, but by | ab
p ur c h @nsite I¥76). Individuals can work to acquire some amount of gold or silver; value, then,

remains as a function of labor employed, and not of the amount of gold and silver which was merely a

measure of the amount of labor exerted. However, because money is a store of value, people can

acquire substantial amounts of money, and lose sight that in ideal circumstances the amount of money

they have is a reflection of the amount of labor they have exerted. Of course, this relationship only

applies either in Aristot | eforwagelahodessvhoeameoneymy of j u
equal to the value of their labor.

An obvious problem if labor is a measure of value is the value of different types of labor. Smith

acknowledgesthat* i t is often difficult t o awstcgeantitic;adfn t he pl
| a b dSmith"1776) when determining the comparative value of products. He explains that several

factors need to be taken into account, such as *“t
i ngenui t ySmahi#’é).dliladbeed’i s not of equal worth; instead

t r o u(dnlitke1776) related to acquiring it. Smith is concerned with the toil and trouble embodied in a

product because he approaches the issue from an individual perspective. No one is obliged to purchase

a product for someone else; given perfect liberty, they are entirely capable of obtaining that product for
themselves. The relative values of labor are then explained as the difficulty of another individual
acquiring the same good. Thisconc |l usi on | eads Smith to state that *“
measure of value, [.] the only standard by which w can compare the value of different commodities, at

al | t i mes a(Bndth 1a76). Teelvalue offal canenadiy’is related to how much labor it

embodies; it follows, then, that the value of a commodity will not fluctuate as the value represented by
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gold and silver fluctuates. A good does not change in value unless its means of production changes;

unless the amount of labor embodied in the good changes. 15

Adam Smith ties the value of | abor back to the in
at all times and places, may b(&nithsla’é)tecatisweach e of equ
person “musowal wagsshmeg portion of hi(SmiteladZe, hi s

It is the universal nature of labor, and the fact that goods are produced by human labor, that allows
labor to serve as a measure of comparative value.

However, it is this focus on the individual that leads Smith to confuse the value of labor and the price of
labor. If the value of a good is equal to the labor embodied in production, then Smith attempts to
conclude that this is also equal to the price of labor at the time. Smith finds that the value of money or a

commodity is “precisely equal to the quantity of
¢ 0 mma(Bndth 1776), because the degree of labor commanded seems, on the surface, to be the

same as the amountoflabore mbodi ed i n the good. Smith also not e:
according to the quantity of that | abour, which h
(Smith 1776). The relation to the amount of labor embodied in a good and the price of labor of the good

is easy to see, and springs from an assumption of

of everything * ..+ is t HSeithtlZy6), the osarchtioh thavlad Brlitleto o f  a c q u
conclude that the value inherent in a good was equal to the labor it embodied, then if an individual

wanted to acquire something that required more than merely his labor, he would need to purchase the

labor of others. For example, if an individual wanted to build a factory to produce knockoff Barbie dolls

instead of paying Mattel for the privilege, he would need to purchase labor: labor to build the factory,

|l abor to acquire the raw material s, | abor to desi
involved on a larger scale is equal to the price of labor at the time. However, Smith has now confused

the difference between the amount of labor represented in a good, and the price of labor at the time;

something that is critical when comparing value across both time and place, thereby inheriting the same

weakness which Hume pointed out money has. The price of labor may be substantially lower in a

different country, or at a different time such as before —for no particular reason — gold mines are

discovered in America, while the value embodied in the good remains the same.

Adam Smith extended the Physiocrat concept of a surplus to all aspects of production in the economy.
His extension of the surplus to non-agricultural sectors of the economy forced him to adapt the class
system the Physiocrats envisioned, separating the landowner class into two classes: the landowner, and
the capitalist, only the latter of whom collected the surplus. Smith also established the notion of labor as
a measure of value, but attempted to extend it in too many directions, and ended up confusing the price
of labor with the quantity of labor.
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David Ricardo makes no such mistake®. For Ricardo, the surplus something assumed; the problem is

identifying where it comes from and how to increase it . Ricardo was unsati slbied -
generalization that the “division of | abour” was
accumulation of capital couldhave.He al so extends Smith’'s | abor theor

to an economy where labor is the only finite resource.

While Adam Smith rooted his idea of wealth in labor, David Ricardo made the natural extension that

“val ue *. + essent(Ricardohgy7). Wealthfs the asmourt of output fromehb e s ”

nation, the number of products people enjoy in the course of their daily life. Value, however,” d e pend s

* .+ on the dif f(Ricardo 1817} andnbt onpthre antbuntoof productidn. Ricardo
generously states that “many of the errors in pol
considering an increase of ri ches, a(Ricdrdoa®?7).i ncr eas
The confounding no doubt arises from the conception that money is a measure of value, therefore to

increase the amount of money in a nation also increases its value. However, as David Hume

demonstrated, increasing the amount of money in a nation in no way increases its production, and in

some cases can diminish it. Ricardo emphasizes the distinction Hume implied, formally separating

wealth from value. Value cannot be increased, but wealth can; the purpose of political economy

becomes to increase the wealth of the nation, as opposed to its value.

Ricardo statesthatwealth can be increased in two ways: by incr
mai ntenance of (Rcardod8d7¢t iowe blyamoakri'ng “t he same quan
pr o d u (Ricardw 1817). Ricardo explains that the latter is always the superior method, because the

former does not increase the productivity of labor. Ricardo states that the idea that labor represents

val ue is a doctrine of the (RiqQrdod&l1). Inireaspngtliet ance i n
productivity of I abor, though, l eads to “diminish
pr o d u(Ricerdb1817), because the amount of labor is finite, and therefore the amount of value is

finite.

I n Ri ceony,dthevalse oftantpbject is solely a function of how much labor was involved in its

production. Ricardo can make such a sweeping claim because of the simplified universe his world takes

pl ace in. Whil e Ri @mmodtesdaiw kerexshbngedbly ealbie frontaad  “

sources: from their scarcity, and from the quantity of labour requiredtoo b t a i n(Ridartod 8m7), he

is not interested in the implications of scarcity on value. Instead, Ricardo restricts his analysis to only

“such commsdonly as can be increased ({Rimardguantity
1817). By virtue of this limitation, labor is essentially the onlyremaining scarce resource in the economy.

Labor becomes the limiting factor in production, the only resource that cannot be increased infinitely®.

2 Instead, he makes different ones.

® |t seems to me that this is what the modern theory of value, which assigns value exclusively upon scarcity, seems
to be rebelling against. It is ironic that Ricardo chose one side —value from labor —and in modern times, we have
only succeeded in rebelling against that side and choosing the other; as opposed to some mediation of both, or a
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From that standpoint, all value in the economy can be expressed as a ratio of labor, because any

decision to create one good implicitly means less of all other goods in the economy. Ricardo concludes 17
t hat ihceeasesofthe quantity of labour must augment the value of that commodity on which it is
exercised,aseveryd i muni t i on (Ridardotl817).ower it "

Ricardo explains that value is not affected by fluctuations in the market economy, which prevents him

from becoming likewise confused as Adam Smith, who conflated the quantity of labor with the price of

labor. Ricardo explains that just as the value of a commodity does not depend on the amount of the

commodity produced, it does not “mperpsaiRdatdy A8L7)+Flucduationsin.+ € O

the price of labor does not change the quantity of labor required for production, nor does it affect the

upper bound of labor in the economy. Ricardo abstracts away from the problem Smith identifies in the

different values represented by types of labor. Smith states a general rule, that the quantity of labor is
influenced by time, hardship, and ingenuity inves
the comparative skillkedsdsicareestiyt peobttaebded 1t o.+
(Ricardo 1817) across time.

Ricardo makes the critical observation that capital is accumulated labor. Since the singular scarcity of

labor allows Ricardo to express the value of any good in the economy as a function of the amount of

labor it represents, capital simply becomes a commodity that is exchanged like any other. The only

di stinguishing feature is that ®“capital is that p
view to future produc t i (Ridardo 1817), and not the satisfaction of daily needs. Ricardo explains that

labor is commutative wherever it is bestowed in the production chain; hesaysthat®* t he exchangeabl
value of the commodities produced would be in proportion to the labour bestowed on their production

* ..and+ on all those i mplements or machines requi
t hey wer (Ricamplpll7)i Tiee dole distinguishing feature of capital is that it is devoted to

future production; it increases the production of commodities in the economy, and increases the wealth

of the nation. The accumulation of capital means an increase in wealth; and thus, as Adam Smith said,

that “the annual produce of iebterqubnatpodlabourthatiwhadt al way
was employed in * ..+ Dbr i(SmithilZ76) Capithl & driticgd, becadsalitalowst 0 mar k
productivity —and thus wealth —to increase. Indeed, capital — particularly in the form of machinery —is

the true source of wealth, because “these mute ag

thatwhich t hey di spl ace, even whe (Ricardb18y).Rearde of t he sa
observes that machines allow people to increase output beyond the simple commutative law that

governs labor. A small amount of labor, invested in machinery, can grow output more than simply

applying that same amount of labor to production in the normal sense.

Ricardo observes that capital has a unique position in the production chain. Capital is accumulated labor
which adds value to the output of the workers employing it. However, capital is also vulnerable to age

dialectical unification. Of course, given my lack of real knowledge about modern theories of value, this opinion has
no real basis in fact.
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and use; it needs to be replaced over time. Ricardo thus explains that the durability of the capital

influences the value of the product, because a machine that needs to be replaced twice as frequently as 18

another will obviously embody more labor.Ri car do expl ains that i f people
same value and the same durability * .+ the value
the * ..+ quanti t yRicodo1817a Ibisnot merety thpsunoof l&al ihvested in

production at any one time, but rather the integral of labor over a significant period of time that

determines the value of commodities. Howe v er , t he accumul ation of capit
principle of a labor theory of value, and is essential to his theories on increasing wealth.

A prescription for increasing wealth in a nation leads Ricardo to the obvious question, like Adam Smith

and the Physiocrats before him, to the distribution of that wealth. While some of the surplus —

production beyond subsistence —would go to the workers, it does not follow that all of it would. Ricardo
explains that “if the reward of the | abourer were
qguantity of labour bestowed on a commodity, and the quantity of labour which that commodity would
purchase, would be eqgu@itardd181#). bide U ey &@miet mos e
revenue into the forms of wages, rent, and profit for his analysis of the distribution of value. He explains

that “it is not by the absolute quantity of produ
the rate of profit, rent, and wages, but by the ¢
(Ricardo 1817), because while the amount of products consumed could increase year over year, the

amount of value the workers consumed could decrease. Basing the measure of value in labor enables an

investigation of the distribution of value in the economy, as opposed to wealth, and an analysis of how

that distribution changes over time. The important measure is the amount of value consumed.

Ricardo observes that wages and profit are always at odds. He explainsthat* t he pr oporti on whi
be paid for wages, is of the utmost importance i n t h e ( u eRicérdo 0807), o fb epcraaufsiet s'"t h
profits would be high or | ow, exicatdd1817)iThe pr opor t i
relationship between profits and wages is adversarial, while rent plays little part, because the owner of

the capital benefits from all production in excess of cost. Rent, along with wages, is a fixed cost

dependent only on the demand for land.

Ricardo talks about a minimum wage for labor. He points out that the laborer needs to earn enough to

sustain  hi msel f ; and that therefore “there can be no
fall of the necessar i eRRicanl81W).hustasthdamwanghaederredltothe e X pe nd
real price of | abor as(Snithlg76)sRitdods poiats oatmhat ehe labdrert he | ab
needs to | ive to c¢ont ihanataral pricelofkaboar§]depdddsonshaprie t hat t

of [.] food, necessaries, and conveniences required for the support of the labourer” (Ricardo 1817). In

the event that he worker cannot sustain his existence, he is removed from the labor pool —somewhat

permanently. Ricardo seems to conceive of a long-run market in which the amount of labor fixes itself to

the demand of labor over time, because the attime s when t here i s an excess sl
privations [will] [reduce] their number” (Ricardo 1817). Far from the laborer benefiting from the
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accumulation of capital and wealth, the laborer is restricted to the bare minimum to sustain his
existence. 19

DavidRicardoadvanced Adam Smith’'s analysis of the econol
increasing the surplus and building national wealth. Ricardo also articulated a clearer labor theory of

value, that Karl Marx inherits. Marxe X p | a i thesexchargeavélues‘of commodities must be capable

of being expressed in ter m@anolp99)slte thivgcdmmongocall o mmo n t
commodities i s “that (Mafx1989 Ih emgloyipgrthis conceptios of valle, | abour ”
Marx is thus also inheriting the simplifying assumption that labor is the only fixed good in the economy;

that while labor can vary over time, it is at any one point. Furthermore, all other goods in the economy —

all raw materials — are themselves infinite and obtain no value from their scarcity.

Mar x makes a further simplification than Ricardo.
the comparative skil/l and intensity of |l abour * ..+
(Ricardo 1817), Mar x ignores any potential differences 1in
one and the same sort of | eMbro1998), Mark dacosasitoudeasthe ur i n

unit of his measure of mogkuneu$ahm@analoob)avhrgiet &t i on
not interested in the comparative values that arise from different occupations; he is only interested in

labor as a measure of value, and how labor relates to production. As all labor is homogeneous, this

simplifi es Mar x’s analysis to measuring value as “the
(Marx 1999).

However, it is not the absolute | engt Haboortimet i me so
socially necess évary1999)oMarx agdinempioys andverage of labor;"in this case,
it is the labor time required on averagefor the production of a commodity. He explainsthat* t he | abour

time socially necessary is that required to produce an article under the normal conditions of production,

and with the average degr ee o f(Masxkob9). Tosomeegtent, Nt ensi t

Mar x’' s empl oyment of the average | abor and averag
understanding of value. Smith impliest hat t he value of a commodity is t
i t(Stnith 1776), which can involve the difficulty of creating the commodity oneself. This difficulty would

correspond to the average labor and average labor time; thus, the average labor and labor time implies

the cost of replacement.

Marx observesthat* t he value of a commodity would *.+ remai
production al so(Marelf®9g)i ndadwewvwarst anhé amount of “soci
time constantly diminishes with the addition of machinery and other capital. Therefore, the value of a

commodity will decrease as the labor required to create each individual commodity decreases. This

conclusion is no different from the conclusion Ricardo came to: that the value in any one commodity

decreases as the productivity of the worker increases; as the worker was able to produce more

commodities in the same amount of time.
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Karl Marx follows the grand traditionofthePh y si ocr at s, whom rhedathereof erred t o
modern pol i tSurglw’Value§ andenvisiomynioney as a commodity. He explains that over 20

time“ a particular kind of commodity acquires the ch
commodities make it the materialinwh i ch t hey uni f or (Marx198)xTher ess t heir

commodity that becomes this universal equivalent® becomes t he money commodity,
mo n gMatx 1999). As a commodity, money inherits the issues of supply and demand that other

commodities experience; and as Marx implies, is not an actual measure of value but merely the

character of a (Marr1998)eMosenakts agaq aquivalentlbecause it is convenient,

as the Physiocrats explained, and for no other reason.

Marx clarifies the distinction between wealth and value that Ricardo employed. Marx explains that while

use values are in no way related to exchange value,they* const i t ute t he dMakxst ance
1999). As use value is an attribute of a commodity, the more commaodities created, the greater the use

value available. Ricardo did not explain why more commodities were always better; Marx links it to the

expansion of use value embodied in the commodities. Of course, as use values are not related to

exchangevalues,“ a use value * ..+ has value only because hu
embodi ed or m@gMbrelpdd)aluse aleedhatidoes nat teduire human labor to be

materialized in it has no price because there is no need to exchangeanything for that use value. Under

Rl carodo’s assumption that only |l abor is scarce,

sort —whether it be mining, transportation, etc —are functionally a gift of nature, and free.

The key to increasing wealthist he same thing Ricardo identified: c

o}

produces a yearly surplus-v a | (@erx 1999). As the surplus value in a nation accumulates in capital,
the wealth of the nation increases, because the magnitude of the output increases for a given amount of

| abor . Ricardo says that t [RearddJ817)pahdithat sotidtyss+ benef i t
better off the more capital it accumulates and surplus it creates. Marx, however, does not offer such a
rosy prognosi s. Marx is interested in the distrib

conclusion that if the total wealth of a nation has increased, then public is better off. He distinguishes

between the classes of the wage-earners, and those who own the means of production: the bourgeois

and the proletariatt Mar x ¢l ai ms t hat the accumul ati@ax of cap
1999), and not the increase of society as a whole. The wage-earners will inevitably do worse over time.

Marx attempts to prove that the bourgeois, the wage-earners, will do worse over time by understanding

“t he <compo s i*t.inotwo-fobdkense” @viark 199)| which is the value-composition and the
technical composition. The value composition of ¢
capital,” such as machinery, and the “variable ca
Ricardo explained, overall production will be increased by increasing the value of the constant capital

involved in production, while either maintaining or reducing the variable capital. The technical

composition of capital involves the mass of the constant capital and the mass of labor necessary for

production. The distinction is important because, as Marx pointed out, wealth is related to use-value

and value to labor; it is thus possible to increase one without also increasing the other.
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The ability for wealth to increase without also increasinglabor ° s s hare of valwue, whic
recognized by theclassicalp o | i t i c al economists. Adam Smith 2dai d
a d v a n (Snaith ¥76) in negotiating wages, and implies that the only thing preventing wages from
being driven down to nothing is that there is “a certain rate, below which it seems impossible to reduce
* ..+ w(andtel376). The certain rate, however, (9mghed only
1776); in other words, for the wage-earner to live. As “productionof surplus-v al ue i s t he absol
(Marx 1999) of capitalism, then as Marx pointsout® wages * ..+ al ways imply the |
certain qguant i tMarx1999). Iruthe papitblist sydtean bwage-aarhers always earn less
value than they produce, and it is this excess value that then drives capital accumulation. Capital
accumulation then accelerates whenever the value share of wage-earners decreases.

However, as capital accumulation accelerates, so does the demand for labor. As Marx explains, in the

short term a -v@lue turhed iatb additibnal cagital mystlalwags be re-transformed into

var i abl (ancl999)iwhich Willincrease the demand forlabor. Thi s i mpl i es that th
capital involves growtho f  * ...+p ol wadMau1999). Therefore, an increase of capital will always

involve an increase of |l abor, and at some-point t
power or of the number of labourers; the demand for labourers may exceed the supply, and therefore,

wages m@ygrx 189D).9viark implies that political economists saw the potential for labor to rise,

and then stopped; assuming that the rise of wages is inevitable and the lot of the laborer would

improve. However, this is only true if the technical composition of capital remains the same; that is, the

more constant capital increases, the more labor is necessary to drive that constant capital. As Ricardo

pointed out, thisis not true; hesaidt hat machines “are always the prod:u
t hat whi c h (Richrdoy817). M=&hinks &hat éisplace more labor than their construction

demanded change the technical composition of capital.

Marx finds thatcthomubhbat I'@®nelhor) assvazas incteasa this speed

decrease is only temporary. He explains that “wit
v ani $Mare 1¥99), because the amount of labor will increase faster than the demand for labor since

the demand is driven by the accumulation of capital. As the amount of labor increases beyond the

demand for |l abor, “the price of |l abour falls agai
ex pansi on(MarxX199¢),and thd capitalist can increase the rate of capital accumulation.
Therefore, Marx concludes that “the mechanism of

very obstacl es t hdgMarx1999).As marhineryaadiothel cypitatcontinaettee s ”

displace the need for labor, the amount of labor needed to maintain a given level of output continually
decreases with the accumulation of <capital. Mar X
* .+ the means by whi c ltMarx 1999)nTaekesust is that tse@dtpltofsu per f | uou
nation increases, but the wages of the laborers do not increase in proportion to the output. Wage-

earners will never be in a position to demand an increase of their wages from the subsistence level.

Furthermore, because the amount of labor needed decreases with the accumulation of capital, it
“‘constantly produces * ..+ a relatively redundant po
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popul & ark 1999)’ The creation of a surplus population is both a byproduct of the effect of capital
accumul ation, and occurs “yet more rapidly t2dan t
(Marx 1999). While it may take some time for capitalists to create machines to increase productivity, it is

easier to create machines to take advantage of unskilled labor. Capitalists are thus capable of replacing

skilled workers with unskilled workers, or women and children, to whom they can pay a lower wage.

The skilled workers then become part of this surplus population, the chronically unemployed. Marx

explains that this surplus population “forms a di
materi al al ways (Marald9g). Theaurplusspappldtian tohsiats of peoplé eager to

work for even the most basic wage, allowing any capitalist to expand production. However, the

existence of this surplus population was somewhat unpleasant.| nde e d, it establishes
of misery, correspondi n(garxdo99). Marxaanhcudesmhettiereisamn of cap
inextricable relationship between the accumulation of capital and the degree of misery in the working

classs.Capi talism does increase the wealth of the nat.i
produces privation for the w0 r(Maex 1844).

The defining feature of the wage-earning class, that their value share of production decreases with the

accumulation of capital, that leads Marx to declare an end to the economic classes that Smith employed.

As Mar x powotr&keoutbecoOmes poorer t(Mexldnd beausewe al t h h
his value share decreases and he is able to purchase a smaller proportion of the wealth of the nation.

The third class Smith identified, the landowner, does not experience this relationship because rent

varies with the demand for land and capitalists will always need land for production. The inverse

relationship between value share and productivity only applies to the worker. This relationship leads

Marx to the conclusion thatastheval ue share of the | aborer decreases
classes] disappears and the whole of society must be split into the two classes of property ownersnd

propertyless workers (Marx 1844). Workers have a smaller value share of the economy as capital is

accumulated.

The transaction between the worker and the property owner is not, as Aristotle understood it, a just

transaction. The worker is producing value greater thanthe capitalists compensates him for. Aristotle

said that “the |jAristétle, NiewmathéaeEthjasy 360BO); tht dropantian bétween

what the worker creates and what the worker consumes. In the Capitalist system, the compensation the

worker receives it not proportionate to what the worker creates. This leads Marx to condemn the unjust

relationship between the capitalist and the worker as exploitation The surplus value that they produce

is appropriated from them; taken, because they lack the ability to prevent their exploitation. The entire

capitalist system is rooted in this unjust exchange, and the accumulation of capital only increases the

degree of injustice. The analysis of distribution that the separation of value and wealth allows reveals

the tremendous disparity within the capitalist system.l nde e d , because Aristotl e s
action is intermediate bet ween (Migotlg Nicgnadheanf ust | y an
Ethics, 350 BC), capitalism practices no justice: for the capitalists, the property-owners, commit injustice

on the workers, who are unjustly treated. Marx observes this disparity, and uses the tenets outlined by
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Aristotle to condemn the capitalist system. There is no justice in the capitalist system, for no part of it is
just. Therefore the entire system is unjust, and thus not damaging to the state. 23

Ari stotle explained that (Ajistotk, Pdlitse350BQ), tared b“otntde o f
principl e or de (Aristothe, Pgliticd, 350 BC).Hawleversifahe verg dapjtdlist system is

unjust, the implication is that there is no state, no order in political society. Marx observes that the
foundation of the capi t atlirsmsadnasfrnaspbsabiaintot laspiritdal vi si on
and physi cdMarx82n s tHeer "p o i n t she separstiontoflabotr, cdpiteleand farided
property f r omdeaonsaateaelf-estrahgentent Both.ith the form of self-estrangement
andinthatofmut ual e s t(vaax 19328, imdkicating that the foundation of political economy is

in fact the estrangement of man from man, and implicitly the dissolution of the community. Aristotle

explained that men come together in a community because man needs other men to survive. However,

in political economy man becomes estranged from other men, removing himself from the community. If

the man “who is unable to | ive i(AristagleRoliti®, B5S9BC) ...+ mu s
then estranged from t heaspriotmumaulni & ryd mahiWasil9z2g | brao rf st..¢
Marx objects to capitalism on the grounds that it inevitably destroys the true community of men, and

repl aces communityil.jicdnceiteth by political economy in the form of exchangeandt r ad e ”

(Marx 1932). Political economy purports that its organization is natural and inevitable; Marx proclaims

that in violating Aristotle’s notion of justice,
monster.

The great accomplishment of political economy was in answering the key problem presented to it: how

to increase the size of the economy. However, in answering this question, economists were capable of

asking questions about the distribution of wealth and value in the economy. From the Physiocrats on,

economists disregarded the moral and ethical implications of the capitalist system and the appropriation

of the surplus, preferring to believe that the distribution of wealth inherent in the system they described

was natural and thus acceptable. Thisoversights er ved as t he foundation for K
political economy, and constituted his core objection to capitalism: justice is essential to a state,

essenti al to man i f he i s t o (@r&stotle, Bolitiesj358080).ed mor e t
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