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Power — The béte noirein much of modern economics’

HeinzD. Kurz

1. Introduction

In 1971, thelate Austrian economist Kurt Rothschild published awidely circulated Penguin modern
economicsreader entitled Power in Economics (Rothschild 1971), which contained afervent pleato
take power seriously in economics. Alas, the book’s success was modest, to say the least (see Rothschild
2002). Numerous other economists expressed similar views. The philosopher Bertrand Russell (1938)
had even maintained that economics ought to be a “science of power”—to no avail. Power has been and

dill isthebé&enoirein much of modern economics.!

Thereare, of course, exceptionstotherule. It sufficesto mention especialy Industrial Organization and
Game Theory.? In non-mainstream economics, inthe classica, the Marxian, the Ka eckian and the Post-
Keynesian currentsof thought, power isanimportant, and frequently, acentra anaytical category However,
inthe main parts of contemporary mainstream economics, especially in much of conventional micro- and
macroeconomics, the concept of power hardly ever makes an appearance and no attempt is made to
cometo gripswithwhat power meansand what itseffectsarewith respect to crucia economicrelaionships
and important economic magnitudes. And when power isdedt with at all, itistypicaly donein apartia
equilibrium framework, focus ng attention on single marketsor agents, leaving out the systemicimportance

of power relationshipsin theeconomy and society at large.

This neglect should be enough to justify an attempt that bringsto the foreideas of past economistsand
social and political philosophers, who basically saw soci o-economic affairs and outcomes as driven by,
andreflecting, power relationships. They wouldthereforein al probability havereceived with astonishment
and disbelief the view that economic matters are best studied as if people lived in a “powerless vacuum”.



THE IDEAS WORKING PAPER SERIES I 0/2016

If economicsisan Inquiry into the Nature and Causes of the Wealth of Nations (Smith[1776] 1976),
as its sung hero Adam Smith put it, and if according to Thomas Hobbes “wealth is power”, a judgement
Smith expressly shared, then power shouldindeed be acentral concept in economics and the study of
power relationshi psshould permeatelarge parts of itsanalyses.

Things have not dways been likethis. At thetime of the advent of systematic economic analysesinthe
seventeenth and eighteenth centuries, with thewritingsof late mercantilist and early classical economidts,
fromWilliam Petty to James Steuart, from Francois Quesnay to Anne-Robert-Jacques Turgot, and from
Adam Smith to David Ricardo, the argument often revol ved around the problem of power.* Krishna
Bharadwagj rightly stressed thisin her Themesin Value and Distribution: Classical Theory Reappraised
(1989). Therel aionship between |andlord and tenant, master and worker, moneyed man and investor, she
observed, wastypically seenfirst and foremost as a power relationship, with one side possessed of a
superior socio-economic position that may evenimply the domination or subjugation of the other side®

However, power isoften difficult to see: it ishidden and works secretly. Therearetwo common responses
tothis. Itslow vigibility ismistakento mean that power isunimportant or even absent. Its secret character
givesriseto conspiracy theoriesof various sorts. How to separatethe whesat from the chaff in all this? How
to find out the power that pullsthe strings (see Figure 1) ®
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Fig. 1: The power that pulls the strings

THE POWER THAT PULLS THE STRINGS.
Will Dyson Courtesy of 1.P.C. Newspapers

Thequestionsasked inthispaper includethefollowing: What isthe meaning of power in economics? What
areitssources and its effects? How did some of the early authorstakeinto account theroleof power in
socio-economic affairs? How did later authors e aborate on their analyses and which findingsdo we owe
them?Why did the attention in economics shift away from the problem of power inthelatter part of the
nineteenth century with the rise to dominance of marginalist economics? Do recent events, such asthe
redistribution of income and wedlth, crisesin the banking and financia sector of the economy that carry
over totherea part, and the ensuing tendency towards economic stagnation provide argumentsin favour
of taking power serioudly againin economics?
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It hardly needsto be stressed that in this paper | can dedl only withasmall subset of authorsand contributions
to the problem under considerations. For obviousreasons, no comprehensiveaccount of theliteratureon
power inthehistory of economicsisintended. It isto be hoped, however, that many of themost important
aspects and facets of the problem at hand will betouched upon.

The composition of the paper isthefollowing. Section 2 dealsbriefly with what somepeoplestill consider
to be the core of modern economics—general equilibrium theory and the methodological individualism it
endorses. According tothelatter, society must not betaken asweencounter it, but ought to bereconstructed
intermsof theinteraction of self-seeking, independent individuds. Itisshownthat onthe basisof theusud
assumptions, or axioms, entertained by the theory, society in any meaningful sensedoesnot exist. This
spelIstroublefor the research programme of methodological individualism and the promises associated
with it. Section 3 deals with the concept of power, drawing the reader’s attention to its multifaceted nature,
and has a closer look at Bertrand Russell’s view on the issue. In addition, an analogy between Piero
Sraffa’s distinction between basic and non-basic commodities, on the one hand, and differently powerful
agents in a power structure or network, on the other, is drawn. Section 4 turns briefly to Thomas Hobbes’
treatment of power in Leviathan and the social theory he erected thereupon. Hobbes’ advocacy of the
absolutist state involved amajor challengeto scholars opting in favour of asocial order based on the
principles of “equality, liberty and justice”, as Adam Smith famously put it. Section 5 therefore provides a
detailed account of the Scotsman’s sophisticated approach to the problem of power and the reasons for
his rejection of Hobbes’ social theory. In Smith’s alternative view, asymmetries in the distribution of wealth
and inthe accessto information and knowledge amongst people bel onging to different strataof society
assume centre stage. But in awell-governed society, Smith insisted, the worst dangers emanating from
such asymmetries can be contained. It isshown that Smith suggested that power be measured interms of
the difference between thelabour commanded by acommodity and thelabour embodied init. Interestingly,
Sraffa pointed out that his Standard commaodity amounted to basically the same thing as Smith’s labour
commanded standard. Section 6 hasaquick |ook at David Ricardo, who corrected certain propositions of
Smith and degpened theand ysi sinimportant respects, especidly asregardstheimpact of technical change
on thebalance of power betweenthedifferent socid classes. Section 7 providesabrief summary account
of Karl Marx’s view, focusing attention on the “silent compulsion of economic relations”. According to
Marx, capitalism is characterised by “commodity fetishism”, which involves a false consciousness about
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thingsthat supportsthe given social conditionsand makesit appear asnatural and immutable. Rudolf
Hilferding developed Marx’s ideas of the rise of joint stock companies and finance capital. Antonio Gramsci
elaborated the concepts of “hegemony” and the “manufacture of consent”. Michal Kalecki saw the power
of capital rooted in the economic system’s generation of unemployment, which keeps workers’ aspirations
incheck. Section 8turnsbriefly to theviewsof those economists, who saw private property of land asthe
ultimate source of power and advocated itsabolition. The authorsdeat withinclude magjor marginalists
such as Herrmann Heinrich Gossen and Léon Walras. Section 9 discusses Eugen von Bohm-Bawerk’s
highly influential essay “Macht oder 6konomisches Gesetz” (Power or economic law), in which he argued
that economistsdo not go significantly astray when basing their reasoning on the assumption of perfect
competition, which involvesan economy in which nobody is possessed of any power whatsoever. This
view appearsto still dominateimportant fieldsin mainstream economics. However, aready at thetime
when theessay was published, itsmessagel ooked anachronigtic vis-avisthetrend towards monopolisation
and trutification stressed by theAmerican ingtitutiona istsfrom Thorstei n Veblen to John Maurice Clark.
Section 10 showsthat Arthur Cecil Pigou and Abba L erner assumed aless extreme position and sought to
demonstrate the impact of power viaits effect on demand and supply functions and afortiori on the
resulting economic equilibria. Theimpact of power isto be discerned, they argued, in deviations of the
pricesof productsfrom their marginal costsand of therates of remuneration of factorsof production from
(thevalue) of their marginal productivities. Theargument presupposes, of course, that themarginalist
theory of value and distribution can be sustained, aview which accordingtoitscritics, especialy Piero
Sraffa, isunfounded. Section 11 turnsto Friedrich von Wieser, one of themain architects of marginalist
theory, who however later in hislifedistanced himself fromit and put forward aview that contradi cted the
oneentertained by hisbrother-in-law, Bohm-Bawerk. Echoinginter diatheideasof the socid psychologist
Gustave LeBonin histreatise Das Gesetzder Macht (Thelaw of power), Wieser saw the ultimate source
of power as residing in an elite’s capability to capture the minds of people (Wieser 1926). Section 12
containssomeconcluding observations.

Beforel turnto themain argument, afew provisosarein place. First, it hardly needsto be mentioned that
severd other authorsand currents of thought in economics, and the social sciencesmoregeneraly, would
deserveto bededlt within somedetal and not only in passing. Theseinclude, for example, ingtitutiondists
suchasThorstein Veblen and John Maurice Clark, psychol ogistsand phil osophers such as Georg Wilhelm
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Friedrich Hegdl, Friedrich Nietzsche, George L ukacsand Michel Foucault, and sociologistssuch asEmile
Durkheim, Max Weber and Pierre Bourdieu. Secondly, power manifestsitsdf indifferent waysin different
stages of socio-economic development—in a society of gatherers and hunters differently from a feudal
society, inthelatter differently fromacapitalist one, and so on. Inthis paper, thefocuswill be on capitalist
societies characterised, inter alia, by private property in the means of production and by wage labour.
However, even capitdist societiesdiffer from oneanother both across spaceand time. Financiaisation, for
example, has deeply affected capitalism and has substantially changed economic and political power in
favour of thebanking and financial sector of the economy. A closeanadysis of such changesand structural
breaksisbeyond the scope of this paper. Third, economic policy isan effectivetool to changethe balance
of power between different strataof society. Thetax system, theinheritancelaw, the accessto high schools
and universities, the pattern of public investment, to name but afew, have been and arebeing used to
redressthat baancein favour of some such strataand against others, workers and employees, financia or
industrial capita, landowners or manufacturers and so on, asthelate Tony Atkinson and Thomas Piketty
have shownwith regard to long periods of time and numerous countries. Finally, with structural socio-
economic transformation, power relations also change. A major changein Western capitalist societiesin
recent decades hasbeen the remarkabl erise of the service and information and communication industries,
and very recently, the beginning of the revol utionising of the manufacturing sector and the economy asa
whole by means of what is frequently called the “digital revolution”, that is, cyber-physical systems, artificial
intelligence and thelike. These can be expected to affect in fundamental ways how the economy works
and it also affects power relations, persond identities, cultureand politics. For lack of space, inthis paper
many of the fascinating aspects of the theme under consideration and the contributions of itsforemost
investigatorscan bementioned only inpassing, if at dl.

2. The “competitive economy” in general equilibrium theory

In much of 21%-century economics, power plays hardly any role whatsoever.” The neglect of power is
epitomised in the concept of “perfect competition”, which presupposes a state of affairs in which no agent
has any market power whatsoever. It isasociety inwhich liberty and equality ruletheroost and thereis
typically noroom (and, asweshal seeinamoment, no need) for fraternity. Thisisclearly regarded asan
abstract and highly idedl state of affairs, but the majority of itsadvocatesinsiststhat it tellsus something
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important about thereal world.2 However, the question is close at hand whether we can meaningfully
speak of a “society” made up of such powerless agents. An answer can be sought by first addressing the
issueof what guaranteesthesurvival of al agents, becauseif their number changes, thetheory or rather
model hasto be changed aswell. In order to guaranteethe constancy of the number of agents, somebold
assumptionsregarding theinitial endowmentsof agentshaveto beinvoked.® Sinceno apriori reason can
be given why it should always be preferable for an agent to engagein economi ¢ transactionswith other
agents, the surviva condition requiresthat each agent must beabletoliveexclusively onhisor her initid
endowment until theend of thearbitrarily given time horizon of themodel. Kenneth Arrow and Gérard
Debreu in their 1954 paper expressed this condition in the following unwieldy way: “Impossible
combinations of commaodities, such as ... the consumption of a bundle of commodities insufficient to
maintain life, are regarded as excluded from [the set]” (Arrow and Debreu 1954: 269). There are no exits
from and entriesto the given popul ation within the given timehorizon (whichinlater contributionsto
generd equilibriumtheory surprisingly even becameinfinite). Genera equilibrium theory formalisesthis
ideal state and speaks of a “competitive economy”. An aspect of the solution of the model then is, whether
and which agentsengagein trade and which do not.

Within thisframework, socia relations may be relatively unimportant and economic interaction weak.
Depending on the set of givens or data of the theory—(i) preferences of agents, (ii) their initial endowments
and (iii) the set of technical alternatives from which they can choose to produce the various goods—an
equilibrium may exist inwhich severa agents(intheextreme: dl of them) remainin astate of autarky and
only afew (none) get involved in what a commentator once called “a little trading on the side” (McKenzie
1981). Interestingly, as David Starrett (1978) demonstrated, socia cohesion vanishesentirely when one
takesthe spatial dimension of economic activity into account inthe simplest case possible. Thenthe
competitive price mechanism formalised by Arrow and Debreu can explain neither the emergence of
gpatia economic concentration nor extendvetrade streams. In fact, with constant returnsto scale, economic
activity will be evenly distributed acrossahomogeneous plain, carried out by autarkic unitsof production
and consumption. Thereisno society in any meaningful sense.

Thisrunscounter to the chall enge assumed by methodol ogical individuaismto reconstruct society asit is.
Apparently, without “contaminating” the usual assumptions of general equilibrium theory with crucial features

of thedesired result, it cannot be excluded that the entireexerciseamountsto little more than abstraction
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mongering.’® Assumptions gpparently do matter: some can sharpen our understanding of theworld, whereas
others can obstruct it. According to the physicist John Wheeler, “space is what prevents everything from
happening to me”, and “time is what prevents everything from happening at once.” We might add that the
exertion of power iswhat preventsanumber of thingsfrom happeningin ajust and fair way.

Thisbringsusto abrief discussion of the concept of power and the view that power ought to beacentral

analyticd category inthesocid sciences.

3. Themultifaceted concept of power
(a) Several meanings of power

There are several meanings of “power” encountered in economics and in the social sciences more generally.
However, al of them boil down to the concept of power as an asymmetry or disproportionin human
relations, whether thereferenceisto pairsof individualsor to different groupsor social classes. Max
Weber (1972: 28) defined power as “the opportunity that one actor within a social relationship will be ina
position to carry out hisown will despite resistance, regardless of the basis on which this opportunity
rests.”*! Inasimilar vein, Herbert A. Simon wrote: “influence, power and authority are all intended as
asymmetric relations” (Simon 1957: 4). With Robert Dahl (1957) we can express the asymmetry under
considerationin acausal way asfollows: to say that personi exertspower over personj isequivalent to
saying that i’s behaviour causes j’s behaviour, not the other way round.

We shall seebelow that whilethesedefinitionsare useful, they area so somewhat narrow, becausethey do
not real ly touch upon the socio-economicingtitutions, thelegd, political and cultura systemsthat support
agiven power structure and the mechanisms by means of which this power structureis reproduced.*?
Theseinstitutions and mechanisms have an influence on the perceptions, aspirationsand mind-sets of
people and cause the dominated strata of society to acquiesceto the situation. Couched in marginalist
verbiage, one might say that frequently, power allows some people to affect some other people’s preferences:
those dominated then optimisewith regard to different preferences from those they originally had and
different constraintsthat they now face. In this case, the distinction between preferencesand constraints
getsblurred. Theimpact of power may a so extend to the kind of technical and organisationa knowledge
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that can be employed by certain groups, whereas other kinds of knowledge are denied to them. The set of
datatypically invoked by general equilibrium theory thusloses much of its appeal asproviding asolid
platformto stand on.*®

Asregardstheoriginsor sourcesof power, numerous have beenidentified, aswe shall seebelow insome
detail. They go from physical strength via various means and devices to enforce one’s will, to the capability
of capturing other people’s minds.

Ispower ubiquitousin humanrelations, or isit arare occurrence that can be neglected without greatly
distorting our perception of the facts? (And what are “the facts”?) The latter view underlies much of
economic theory and was most forcefully advocated by Eugen von Bohm-Bawerk (see Section 9 below).
Bertrand Russell, theauthor of Power, aNew Socid Analysis(Russell 1938), amongst others, formulated
the opposite standpoint and insisted that power, not wealth, should be “the basic concept in social theory”,
because the “love of power” is said to “outweigh” all other motives of human action ([1961] 2009: 449).
Russdl| criticised the classical economistsand Marx for focusing on wedlth rather than power. However, as
we shall see below, this is a misconception on Russell’s part, because the classical authors and Marx
insisted that wealth and power areintimately intertwined. Thelove of wealth may thusbe considered a
version of Russell’s love of power. Russell (2009) argued:

Love of power isclosely akinto vanity, but it isnot by any meansthe samething. What vanity
needsfor itssatisfactionisglory, and it iseasy to have glory without power. ... When Bllcher, in
1814, saw Napoleon’s palaces, he said: “Wasn’t he a fool to have all this and to go running after
Moscow.” Napoleon, who certainly was not destitute of vanity, preferred power when he had to
choose. To Bl icher, this choice seemed foolish. Power, like vanity, isinsatiable. Nothing short of
omnipotence could satisfy it completely. And asit isespecially thevice of energetic men, the causal
efficacy of love of power isout of all proportiontoitsfrequency. Itis, indeed, by far the strongest
motiveinthelivesof important men.

He continued: “Love of power is greatly increased by the experience of power, and this applies to petty
power as well as to that of potentates.” (Russell 2009: 449)
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Russd| wascriticd of basicaly dl traditionsin economicthought, becausein hisview they had not understood
the overwhel ming importance of power in socio-economiclife. Hewasmost critical of marginal utility
theoristswith their endorsement of methodol ogicd individuaism, which prevented them from fully grasping
thesignificanceof power inexplaining socid facts.

However, according to Russell, power has many faces and is not always a bad thing: “Curiosity and the
pursuit of knowledge should [also] ... be regarded as a branch of the love of power. If knowledge is
power, then the love of knowledge is the love of power” (Russel 2009: 331-2).% Hence in Russell’s view,
the love of power by one person is not of necessity detrimental to some other person: “Love of power can
be satisfied in many ways that involve no injury to others” (ibid. 2009: 343). He stressed: “It would be a
complete mistaketo decry love of power dtogether asamotive. Whether you will beled by thismotiveto
actionswhich are useful, or to actionswhich are pernicious, depends upon the socia system, and upon
your capacities” (ibid. 2009: 450).

The reference to the “social system as a whole as an abode of the production and reproduction of power
relationshipswill be encountered time and again bel ow, most notably in thewritings of Hobbes, Smithand
Marx. In his autobiography, Russell (1967-69: 14) summarised the implications of Power, aNew Social
Analysis:

Inthisbook | maintained that asphere of freedomis<till desirableeveninasocidist state, but this
sphere has to be defined afresh and not in liberal terms. ... It was intended as a refutation both of
Marx and of theclassica economists, not onapoint of detail, but onthefundamenta assumptions
that they shared. | argued that power, rather than wealth, should be the basic concept in social
theory, and that social justice should congist in equalisation of power to the greatest practicable
degree. It followed that State ownership of land and capital was no advance unlessthe Statewas
democratic, and even then only if methodswere devised for curbing the power of officias. A part
of my thesis was taken up ... but otherwise the book fell rather flat. I still hold, however, that what
it hasto say isof very great importanceif theevilsof totditarianism areto beavoided, particularly
under aSocidlist regime.

10
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Thereferencehereisto theperilsof state power. Interestingly, Thomas Hobbes had argued that without a
strong state and ruler—an absolute monarch—things would be worse for the members of a nation or
commonwedth. Whileastateisnecessary to contain the powersof individualss, itisat thesametimeitself
apotential source of the abuse of power. Friedrich August Hayek ([1979] 1982: 128) aptly described the
dilemmainthefollowingwords:

Theé€ffectivelimitation of power isthe most important problem of social order. Government is
indispensabl efor theformation of such an order only to protect al against coercion and violence
from others. But as soon as, to achievethis, government successfully claimsthe monopoly of
coercionand violence, it becomesal so the chief threat toindividua freedom. To limit thispower
wasthegreat aim of thefoundersof constitutional government in the seventeenth and el ghteenth
centuries.

Headded:

But the endeavour to contain the powers of government was almost inadvertently abandoned
whenit cameto be mistakenly believed that demaocratic control of the exercise of power provided
asufficient safeguard againgt itsexcessive growth.

Thefear of state power suffocating individua freedom isadominant themein Austrian economicsand
economic philosophy. Thisisunderstandablein view of the experienceof totditarianismsof varioussortsin
Europe and elsewherein the twentieth century. It deservesto be mentioned that Austrians, surprisingly,
devote much lessattention to the power amassed in the private sector of the economy, whether inindustry
or financeor any other business. Thisisnot theleast dueto thewidespread view amongst their ranksthat
(lasting) monopoliesetc. aretheresult of stateintervention and not theresult of the normal working of the
market system. Thelatter would activateforcesthat tend to erode the concentration of economic power
and undermine monopolies, as Bohm-Bawerk had argued (see Section 9 below). Thisview wasadopted
by Ludwig von Misesand hisacolytes (see, for example, Rothbard 1970). Thefocusof attentionisthe
stateand itsingtitutions, the central bank that control sthe money supply and trade unions.

11
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(b) Power structures: a simple conceptualisation

Whenweta k about power inthe economy, wemean power structuresor networksamongst heterogeneous
agents. Some agents may strictly depend on others (such as children on their parents) or they may be
interdependent (astradersin the stock market). Some power structuresarefairly resilient and stable, while
othersare short-lived. But none of themiseverlasting. Thereforeitisimportant to study both thefactors
supporting and preserving given power structuresand thefactorsundermining them and givingriseto new

ones.

In order to describe agiven power structure, we have recourse to an analogy that hopefully is of some
use.”® In his analysis of production structures, Sraffa (1960: 7-8) distinguished between “basic”” and “non-
basic” commaodities. This means that commaodities are not all ranked equally: while basic commodities
enter directly or indirectly into the production of all commodities, non-basic commoditiesdo not. One
group of non-basic commoditiesentersinto the production only of itself and al other non-basics, another
group of non-basicsentersintoitself and al other non-basi csexcept the group mentioned before, and so
on. Thereisa so the case of pure consumption goodsthat play no rolewhatsoever asinputsin production.
Inthe caseof single production, thismeansthat the (square) matrix of materia inputsM = [mU.] , Where m
givestheamount of commodity j needed to produce one unit of commodity i, isdecomposableand canbe
reduced toitscanonical form

Mll ﬂ s CI
M;; My - 0
Msl Msﬂ Ms's

M., M., ..., M_arenon-decomposabl e square matrices, though not necessarily of thesameorder. In
the case of pure consumption goods, matrix M _ isthe zero matrix. Theblock triangularisation brings out
thefact that thereisahierarchy of commodities, with basicsat thetop in termsof productiveimportance

and pure consumption goods at the bottom.

Theanad ogy iscloseat hand: peopleareaso not all ranked equally. Think, for example, of adictatorship.
Inthiscase M, would consist of asingleelement only and represent the self-sameness of the dictator.

12



THE IDEAS WORKING PAPER SERIES I 0/2016

MatricesMZl,

different, reflecting differences in the dictator’s (deliberate or constrained) impact on other people. This

M, ...,M_  wouldaso consist of singleelementsonly, whose weights may, however, be

impact would be “filtered” through intermediate agents of the first order (ministers, generals and so on),

represented by itemsM_,, M, ..., M, who communi catewith, give ordersto, and control intermediate

227
agents of the second order, and so on.

At each step of ahierarchy, that is, any kind of hierarchy and not just the onein adictatorship, what matters
arethemeansof the variousranksof peopleto exercisetheir power and enforcetheir will. Power, the
German sociologist Heinrich Popitz ([1986] 1992: 22) maintained in accordance with Max Weber, “is the
capability to prevail over other forces”. He distinguished between various fundamental forms of the exercise
of power, themost important of which arethefollowingthree:

(1) “Power of action” (Aktionsmacht) isrooted in thefact that people can hurt othersand can
also be hurt. It often involves the use of violence and need not seek to change other people’s
behaviour (for example, inthe case of actsof revenge). Power of actionistypicaly short-lived and
disappearsthemoment itisused.

(2) “Instrumental power” is employed to influence the behaviour of other people by means of
promisesor threatsand generaly positiveor negetivesanctions. Instrumenta power ismoredurable
than the power of action, becauseit isapplied with regard to alonger time horizon.

(3) “Authoritative power” relies on the need of people to be respected by their peers. Such
respect, whether real or imagined, increases a person’s self-esteem and ties it to its peers. This
kind of power can be used to affect not only the observable behaviour of people, but asotheir
unobservabl eatitudesand mind-sets, the normsthey follow and possibly even theunconscious. It
typicaly doesnot employ force or violence, but suasi on, manipul ation and professional excellence
inthefield under consideration.

Inthe abovematrix, re-interpreted properly, it isclear that each agent istypically in contact with severa
other agents. Those we may call “basic agents” are bound to deal with one another, being exposed to
reciproca influences. At the sametime, they exert someinfluence, directly or indirectly, viaother agents, on
all “non-basic” agents, without being influenced by them. Agents belonging to distinct groups of non-basic

13



THE IDEAS WORKING PAPER SERIES I 0/2016

agents, that is, those congtituting matricesaongthediagond (M, M ,, ..., M ), areexposed to reciproca
influencesby al other agentsin thegroup and exert someinfluence, directly or indirectly, onal non-basic
agents of lower orders, and so on. The basicness or non-basi cness of some agents may bemore or less
closely related to whether, for example, the firmsthey control produce basic or non-basic products. A
business|eader in the energy sector, for exampl e, can be expected to be possessed of greater economic
power than a business leader in the industry producing napkins. The degree of concentration and
monopolisation withinanindustry a so mattersagreat deal and affectstheweight to be attributed to the

businessleader. Thisweight may differ as between agents he does businesswith.'6

Within agiven power structure, thelocation of aparticular agent, that is, whether heor sheisabasicor a
non-basic agent, and if the latter, whether a non-basic agent of the first, second and so on order, is
obviously a factor co-determining his or her power. Another factor is the kind of means at the agent’s

disposal relativeto those at the disposal of hisor her counterparts or opponents. A third factor isthe
ingtitutiond setting, thechannd sof communication, theruleof law and therules of thegame, theopportunities
to build coalitions or monopolies, the social security system and so on, which have animpact on the
outcome of the soci 0-economic process.

A specification of the power structureintermsof matrix M can bethe starting point of aninquiry bothinto
thereproduction of thisstructureandintoitserosion and eventua abandonment in favour of somenew
structure. Asinthetheory of innovations, technical change and economic growth, important moversand
shakersof agiven power structure are breakthroughsin technical and organisational knowledge. These
may have variouseffects. First, they may affect therowsof matrix M by changing the magnitudesof its
coefficients, leaving the structureintact. Second, they may e evate anon-basic agent of agiven order to
somehigher order or even to the position of abasic one, or, conversely, downgradethe agent inavariety
of ways.'” Third, disruptive changes may affect the dimension of the matrix: some rowsmay disappear
entirely from the sceneand others may enter it. Theincreasein variety (new goods and the emergence of
new industries) need not be exactly matched by apardle decreaseinit (the obsolescence of certain goods
and the shutting down of old industries). Hencethedimension of thematrix cannot be expected to remain
the same. Asregardstypes of agents, they may changetheir positionsin the power network, moving down
from basic to non-basic positions or climbing up the power ladder to basic ones. Or they may losetheir
positionsbecauseof their imination, or occupy entirdy new positionsbrought into existence by technol ogica
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and organisationa change, theformation of monopoliesand thelike.

We now turnto theinvestigation of power rel ationshipsby oneof themost influentia political philosophers
ever: Thomas Hobbes. We shall see that many of the aspects mentioned above recur in Hobbes’ work.

4. ThomasHobbesand theabsolutist state

In Chapter X, “Of Power, Worth, Dignity, Honour and Worthiness”, of Part I, “Of Man”, of his Leviathan,
published in 1651, Hobbes defined “the power of man, to take it universally, as his present means to obtain
some future apparent good”; this power, he added, “is either original or instrumental.” (Hobbes 1651: 53).
He distinguished between “Natural Power” possessed by people with extraordinary qualities, such as
intellectual eloquence, physical strength, prudence and so on, and “Instrumental Power”, which refers to
means or devices used to increase one’s personal power and includes especially wealth, but also reputation,
influentia friendsand networks. The quest for power, Hobbeswas convinced, isultimately a quest for
command over the power of others. If aperson can get another person to usehisor her power on behal f
of the first person’s interests, then the latter can add this power to his or her “arsenal”’. Hobbes observed:

Thegreatest of human powersisthat whichiscompounded of the powers of most men, united by
consent, inoneperson, natura or civil, that hasthe use of dl their powers depending on hiswill;
such as is the power of a Commonwealth ... Therefore to have servants is power; to have friends
ispower; for they are strengthsunited. (Hobbes 1651: 53-4; emphasis added)

Hobbesthen enumerated thefollowing sources of instrumental power: riches, reputation, popularity, to be
loved or feared, success, affability if aready in power, reputation of prudence, nobility, eloquence, form
and appearance (Hobbes 1651: 54). The sciences, he added, “are small powers; because not eminent,
and therefore, not acknowledged inany man ... For science is of that nature, as none can understand it to
be, but such as in a good measure have attained it” (Hobbes 1651: 54). Instruments of war, fortifications
and so on contribute to a sovereign’s power. Wealth and riches are seen as an important source of power
(seeHobbes 1651: 57).
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One way of increasing one’s power is to buy the compliance of others. Hobbes stressed: “The value or
worth of amanis, asof al other things, hisprice; that isto say, so much aswould begiven for theuseof his
power” (Hobbes 1651: 54).1°

Hobbesins sted that power isarelative concept—relating the powers of several people. If one person
has|ess power than another one, then theformer personiseffectively powerlessin the presence of the
latter. This was, in his opinion, the origin of a perpetual struggle for power amongst men, initiated by “puer
robustus”, atroublemaker, always vying for greater power and seeking to acquire the power of others on
his behalf. The condition of men, Hobbes insisted, “is a condition of war of every one against every one, in
which caseevery oneisgoverned by hisown reason, and thereis nothing he can make use of that may not
be a help unto him in preserving his life against his enemies.” He concluded:

it followeth that in such a condition every man has a right to every thing, even to one another’s
body. And therefore, aslong asthisnatura right of every manto every thing endureth, therecan be
no security to any man, how strong or wise soever he be, of living out the time which nature
ordinarily aloweth manto live. (Hobbes 1651: 80)

According to Hobbes, thereisonly one possibility to escape the state of nature and perpetua war, the
bellum omnium contra omnes: intheinterest of peace, manisto cedeall power to acentra authority.
This leads to a monarch or absolutist state endowed with absolute power—Hobbes’ “Leviathan” (see
Figure 2), the monstrous and fearsome sea creaturein the book of Job that endsthe state of nature and
brings about a condition of social equilibrium by keeping the “children of pride” in check.
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Fig. 2. Leviathan
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Numerousauthorsafter Hobbestook up hisview that wed thisanimportant source of power. For example,
Sir James Steuart (1713-1780) in his Inquiry into the Principles of Political Economy publishedin
1767— ten years before Adam Smith’s Wealth of Nations—supported Hobbes’ conviction by stating:
“wealth will give power” (Steuart [1767] 1966: 213). With the rise of nation-states in Europe, the discovery
of new worlds, the expans on of long-di stancetrade and the growing tensionsamongst nationsover their
overseas dominions, a major concern of mercantilist authors was with a nation’s performance in foreign
markets and its capability to prevail in the case of conflict and war. This directed the attention to a nation’s
economicand military power. In addition, these authors were often concerned with therel ative power of
themonarch and the great |ords of the country. Thedispersion of power withinanation and strugglesover
it could weaken the position of anation relativeto that of its competitorsin the dispute over spheres of
influenceaoroad.

We now turn to Adam Smith, who took issue with Hobbes’ doctrine. The richness of his argument and the
influence he had on Ricardo and Marx justify adetailed treatment of hisidess.
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5.Adam Smith and thewell-gover ned society

The problem of power—economic, political, institutional—permeates Adam Smith’s The Wealth of
Nations.® The characteristic features of his perspective on the problem arethefollowing. Smith saw
power rooted invariouskinds of asymmetriesespecidly regarding wedth, education, information, and the
ease or difficulty with which groups of people can organiseand defend their interests. Hewas perfectly
aware of the problem of collectivedecision and action largegroups (for example, workers) facevis-a-vis
smaller ones(for example, employers). Hispoint of view wasfirst and foremost systemic: it concerned the
working of thesocio-economic system asawhol e. The power rel ationshipsin any such syssem aretypicdly
expressed in the existence and continual reproduction of social classes. These aredefined intermsof the
roles of their membersin the process of the production and appropriation of the socia product, their

different degreesof information about and understanding of what isgoing onin theeconomy and their very
uneven participationin publiclifeand capability of defending their interests. The persistence of socia

classesandthelow rate of circulation of elitesreflect aremarkabl e persistence of power asymmetries,
which often erodeonly dowly, if at al. At theroot of such asymmetries Smith saw differencesin property,
political power, accessto information and knowledge. Society moul ds people, and while people aso
mould society, thelatter ishardly noticeablein the short and medium run. The social backgrounds of

peopleand how they have been brought up shape their motives, mind-setsand economic opportunities.
Needs for achievement, attitudes and behaviours, consumption patternsand so on reflect in no small

degreethe particular socia stratum to which aperson belongs. Treating tastesand preferencesasgivens
that deserve no further examination, asin marginalist theory, mistakestheeffectsof the socia fabricfor its
ultimate cause. Thewidespread ideathat marginalist economicsisdeeply rooted inthe Smithian tradition
cannot be sustained.

(&) Smith on Hobbes

Smith advocated a socio-economic order in which large parts of economic life are coordinated via
interdependent marketsin conditions of free competition. Such an order, hewas convinced, wasnot only
economically fairly efficient, by favouring “equality, liberty and justice” (WN IV.ix.3) in society it was also
to be welcomed from an ethical point of view. He was convinced that pursuing one’s interests did not
necessarily lead to chaos and anarchy-at least not in a well-governed society. The Wealth of Nationswas

18



THE IDEAS WORKING PAPER SERIES I 0/2016

explicitly designed to elaborate a “science of the legislator” that showed the way towards good government.
Smith wasdecidedly not of the opinionthat isfrequently, but wrongly, ascribed to him, that nothing but
selfishnesswasneeded to yield socialy beneficia outcomes (seethediscussioninKurz 2016). Thisview
was exactly the opposite of theone Hobbeshad advocated. To Smith both werefundamentally flawed: the
former shut itseyesbefore the dark sides of man, whereas Hobbesignored the bright sides. In The Theory
of Moral Sentiments, published in 1759, Smith frontally attacked Hobbes’ doctrine by calling it “odious”
and “offensive to all sound moralists, as it supposed that there was no natural distinction between right and
wrong; that these were mutable and changeabl e, and depended upon the mere arbitrary will of thecivil
magistrate” (TMS: 504). In order to refute Hobbes’ doctrine, Smith stressed, “it was necessary to prove
that, antecedent toall law or positiveinstitution, the mind was naturally endowed with afaculty, by which
it distinguished, in certain actionsand affections, the qudities of right, laudable, and virtuous, and in others
those of wrong, blameable, and vicious” (TMS: 504). In short, Smith disputed Hobbes’ philosophical
anthropology and the social theory erected upon it. Hobbesis said to have advocated afundamentally
wrong view of man’s dispositions and features. Peace and an agreeable state of social affairs, Smith was
convinced, could not be attai ned by meansof aleviathan, who would spell troublefor most of hissubjects,
but rather by good government that did not unduly limit the freedom of action of agents.

While Smith rejected Hobbes’ overall construction, there is an element in it, which in The Wealth of
Nationshefirmly endorsed:

Wealth, asMr. Hobbes says, ispower. But the person who either acquires, or succeedsto agreat
fortune, doesnot necessarily acquire or succeed to any politica power, either civil or military. His
fortune may, perhaps, afford him the means of acquiring both, but the mere possession of that
fortune does not necessarily convey to him ether. The power which that possessionimmediately
and directly conveysto him, isthe power of purchasing; acertain command over all thelabour,
or over al the produce of labour, whichistheninthe market.

This echoes Hobbes’ concept of the price that would be given for the use of someone else’s power. Smith
wenton;
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His fortune is greater or less, precisely in proportion to the extent of this power; or to the
quantity either of other men’s labour, or, what is the same thing, of the produce of other men’s
labour, which it enables him to purchase or command. The exchangeabl e val ue of everything
must always be precisely equal to the extent of this power which it conveys to its owner.
(WN I.v.3; emphases added)?

(b) Labour commanded vs. labour embodied: Smith’s measure of power

Thedifference between the amount of labour embodied in acommodity and theamount of 1abour that can
be commanded by the owner of a unit of it is Smith’s measure of the owner’s power. (Here we put on one
sidethefact that Smith included in the concept of labour aso, for example, thelabour of horsesand oxen).
Let us expound his idea with the help of some formal analysis. Assume a classical system of “natural prices”
(or “prices of production” as David Ricardo, Robert Torrens and Karl Marx called them) in the simple
caseof circulating capita only (and abstracting from scarce natura resources),

p=(1+r)(Ap +w),

with p asthen-dimensiond pricevector, A asthemateria input matrix, | asthe n-dimensional vector of
(homogeneous) labour inputs, r as the genera rate of profits and w as the wage rate (see Kurz and
Salvadori 1995: chap. 4). All vdlue magnitudes are expressed intermsof some standard of value, asingle
commaodity or abundleof commoditiesd; that is,

dp=1

(Vectorsare here defined as column vectors; superscript T indicatesarow vector). Labour commanded
prices, p°, equa pricesof production divided by thewagerate, p° = p/w, and thus

p°=(1+r)(Ap°® +I)
Solvingfor p°, gives

p’=@+n)[l -1 +r)A]™M,
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with| asthenx nidentity matrix.
Thevector of quantitiesof labour embodiedinthedifferent commodities, v, isinstead given by
v=Av+| or v=(1-A)1

Comparing thelast two systems of equations, one can see at aglancethat when therate of profits happens
to beequal to zero, labour commanded and |abour embodied magnitudes coincide:

p°=v, iff r=0
Yet whentherate of profitsispositive, labour commanded pricesexceed |abour embodied values:
p°>v, iff r>0,

where 0d” r d” R, with Rasthemaximum rate of profitsof the given system of production corresponding
to zero wages. Given that, as can be shown (see, for example, Kurz and Sa vadori 1995: chap. 4), |abour
commanded pricesare positivefunctions of therate of profits, i.e.,

dl.'.l
L:}{]'
dr

thehigherisr, thelarger isthe difference between |abour commanded and |abour embodied.

This corresponds to Smith’s conviction that all property incomes, here profits (but also rents),

indiscriminately imply a “deduction from the produce of labour” (WN L.viii.7). This “deduction” is caused
by the existing asymmetry with regard to the economic power of capitaistsrelativeto that of workers. The
sizeof thededuction reflectsthe magnitude of the asymmetry.

The measure of power that Smith suggested found an echo in Piero Sraffa’s concept of the Standard
commodity.Z While the latter evolved from a reformulation of David Ricardo’s concept of an invariable
measure of value (invariable, that is, with regard to changesin incomedistribution), Sraffa (1960: 94)
pointed out that it “should be found to be equivalent to something very close to the standard suggested by
Adam Smith, namely ‘labour commanded’”. With the Standard commodity employed as the measure of
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vaue and wagestaken to be paid post factum (at the end of the production period), the constraint binding
changesintherateof profits, r, and the share of wagesin national income, W, or wagefrontier, isgiven by

r=R@A-"T),

with Rasthemaximum rate of profits. Solved for 2, we get

R—r
R

1 =

Theinversegivesthelabour commanded value of the net socia product,

R
R—r

Nt =

Obvioudy,
(@™

d
dr

=0

With r approachingitsfinite maximum value R (and correspondingly, the share of wagesvanishing), the
labour commanded value of the net social product tendsto infinity. In Figure 3, the abscissagivestherate
of profitsand the ordinate the labour commanded val ue of the net socia product. At r =0, the share of
wages equalsunity, = 1, and so doesthelabour commanded vaue of the net socid product, * =1, which
forr =0equalsasoitslabour embodied value? If r approachesitsupper limit R, thelabour commanded
vaueriseswithout limit. Theupward bending curve[ ()] illustrates the relationship. Following Smith’s
suggestion, for any givenvalueof r, such as, for example, r =r*, thedifferencebetween|[ (r*)]-*and 1is
ameasure of the power of capital relativeto labour.
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Fig. 3: Ameasureof thepower of capital

()"

v

o
-
*
b= e
-

(c) Different stages of society and the *“dispute” over income distribution

It is remarkable how large arole Smith attributed to power in each of the three stages of society he
distinguished with regard to the di stribution of the product amongst thevarious claimants. Thethreestages
aredefined intermsof whether or not the objectsand instrumentsof labour arein private ownership and
are unevenly distributed amongst people. In the “original state of things”, there are no significant means of
production employed by men and land is not yet privately appropriated. In this case, “the whole produce
of labour belongs to the labourer. He has neither landlord nor master to share with him” (WN Lviii.2). All
economic power isinthehandsof producers, that is, |abourers.

Assoon asland becomes private property in the hands of only afew members of society, the situation
changesmarkedly. Now thereisatwo-class society with workersand landlords, thel atter demanding and
obtaining a rent for the use of land, which “makes the first deduction from the produce of the labour which
is employed upon land” (WN L.viii.6). Smith explicitly called renta “monopoly price” (WN I.xi.a.5) to be
paidtothefeudal aristocracy. A rent hasto be paid, because landlords could otherwise withdraw their
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lands from productive use by others. The more concentrated the property of land is, the larger isthe
economic power of thelanded gentry and the higher will betherents.

With regard to thethird stage, in which produced means of production play asignificant roleand arein
private and concentrated ownership, Smith provided a first reason why the workers’ bargaining position in
the conflict over the distribution of the product is weak: “It seldom happens that the person who tills the
ground has wherewithal to maintain himself till he reaps the harvest” (WN L.viii.7). The same applies
essentially also to “all arts and manufactures”, to which masters, that is, the proprietors of “stock” (plant
and equipment and all kinds of means of production and subsistence), “advance the materials of their
work, and their wages and maintenance till it be completed” (WN Lviii.8). This leads to a “second deduction”

from the produce of labour, which constitutesprofits.

Smith then asked what determines the “common wages of labour”. These depend, he observed, “every
where upon the contract usually made between those two parties, whoseinterestsare by no meansthe
same”, which is shown by the fact that “The workmen desire to get as much, the masters to give as little as
possible. Theformer are disposed to combinein order toraise, thelatter in order to lower thewages of
labour” (WN Lviii.11; emphasis added). Smith insisted that

Itisnot, however, difficult to foresee which of thetwo partiesmust, upon al ordinary occasions,
have the advantage in the dispute, and force the other into compliance with their terms. [1]

Themasters, being fewer in number, can combine much moreeasily; and [2] thelaw, besides,
authorises, or at least doesnot prohibit their combinations, whileit prohibitsthose of theworkmen.
... [3] Inall such disputes the masters can hold out much longer. A landlord, a farmer, a master
manufacturer, or merchant, though they did not employ asingleworkman, could generdly livea
year or two upon the stockswhich they have dready acquired. Many workmen could not subsist
aweek, few could subsist amonth, and scarce any ayear without employment (WN I.viii.12;

emphasisadded).

Because of reasons [1] to [3], the bargaining position of the “labouring poor” is weak and they must
typically accept the conditions dictated by employers in the “dispute” over wages. “Masters”, Smith added,
“are always and every where in a sort of tacit, but constant and uniform combination, not to raise the wages
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of labour abovetheir actua rate. To violate this combination isevery whereamost unpopul ar action, and
a sort of reproach to a master among his neighbours and equals.” He went on: “We seldom, indeed, hear
of this combination, because it is the usual, and one may say, the natural state of things which
nobody ever hears of”” (WN l.viii.13, emphases added).

We might say: power walkson silent paws.?

To summarise: workersareat adisadvantage on three counts: they find it difficult to organisetheir interests,
which weakenstheir capability to engagein collective action; the law and political bodiesdiscriminate
against them; and they lack the wherewithal that would support themin case of strikesor lockouts by

employers.
(d) Power due to information asymmetries

Workers, Smith observed, aretypicaly little educated, they often do not know what their interestsrea ly
areand how these can most effectively be pursued, and they hardly understand the working of the socio-
economic system. They arethuseasly thevictimsof otherswho deliberately midead theminfavour of their

owninterests.

Information asymmetries permeate The Weal th of Nations. Interestingly, Smith’s classification of people
aslandlords, workersand capitalists corresponds not only to whether or not they possess some property,
and which, but also to their accessto information and knowledge. Landlords, aswe have already heard,
“love to reap where they never sowed”: they receive revenue (rent) that “costs them neither labour nor
care, but comes to them ... independent of any plan or project of their own”. This makes them indolent and
“renders them too often, not only ignorant, but incapable of that application of mind which is necessary in

order to foresee and understand the consequences of any publick regulation” (WN |.xi.p.8).

Thesituationisagreat deal worse with respect to the great majority of people, its second order: the
worker’s “condition leaves him no time to receive the necessary information, and his education and habits
are commonly such as to render him unfit to judge even though he was fully informed”. The worker, Smith
stressed, is most in danger of being manipulated: “In the publick deliberation, therefore, his voice is little
heard and |ess regarded, except upon some particular occasions, when his clamour isanimated, set on,
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and supported by hisemployers, not for his, but their own particular purposes” (WN I.xi.p.9, emphasis
added). Theideaentertained in much of economic theory that peoplearewe | (and often even perfectly)
informed and capable of sound judgement is entirely alien to the Scotsman’s view. The concept of rationality—
maximisation of expected utility, given awe l-defined utility function, with respect to given and wel l-perceived
constraints—may apply to some members of society, but clearly not to workers.

According to Smith, the peoplethat are best informed about economic and political mattersaremerchants
and master manufacturers, who “during their whole lives ... are engaged in plans and projects” and who
therefore “have frequently more acuteness of understanding than the greater part of country gentlemen”
(WN 1.xi.p.10). These men, possessed of a “superior knowledge of their own interest”, are on the one
hand the source of economic development. Their selfishnessmay, onthe other hand, harm theinterests of
the other classes and society at large. Smith emphasised with special reference to the “dealers” or market
intermediariesthat their interest isawaysin somerespectsdifferent from, and even opposteto, that of the
publick. Towiden the market and to narrow the competition, isalwaystheinterest of theded ers. Towiden
the market, they may frequently be agreeable enough to the interest of the publick; but to narrow the
competition must always be against it, and can serve only to enable the dealers, by raising their
profits above what they naturally would be, to levy, for their own benefit, an absurd tax upon the
rest of their fellow-citizens.

Smithinferredfromthis;

The proposal of any new law or regulation of commerce which comesfrom this order, ought
awaysto belistened to with great precaution, and ought never to be adoptedtill after having been
long and carefully examined, not only with the most scrupul ous, but with the most suspicious
attention. It comes froman order of men, whose interest is never exactly the same with that
of the publick, who have generally an interest to deceive and even to oppress the publick,
and who accordingly have, upon many occasions, both deceived and oppressed it.
(WNI .xi.p.10, emphases added)

Those who are better informed and able to assess the facts—business people of all kinds—can be expected
to usethe r superior knowledgetothedisadvantage of others, whether in discussonsof political or commercia
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matters. Their counterparts—consumers and workers—are exposed to what nowadays is called “moral
hazard”. Smith did not use the notion, but he was perfectly familiar with the concept and illustrated it in
termsof numerousexamples. Hea so stressed varioudly that asymmetricinformationin combinationwith
moral hazard can lead to what is now called “adverse selection”. An important case in point is the banking
sector, aswasevidenced by then recent eventsin Scotland and France: bankersarewillingto takerisks,
knowing that in case of failure the potential costs of their decisionswill be borne by others (seeKurz
2016a: section 6).

Smith left no doubt that the banking trade ought to be regul ated. The question was, which regulations
would look after “the security of the whole society”, and at the same time, leave enough room for the
pursuit of self-interest and allow banksto provide the needed credit for doing so. Hewas clear that a
regulatory framework installed at onetime could not settlethe matter oncefor all, but had to be adjusted
inresponsetoinnovationscarried out inthe banking trade, many of which weredesigned to circumvent the
regulations (see, e.g., Minsky 1986). To the extent to which thelaw, socia institutions, regul ations etc.
accomplishtheir tasksor fail to do so, they tend to diminish or strengthen existing power asymmetries.®

Theimportance of power in classical economics can be put in sharp relief by contrasting the classical
concept of “free competition”, on the basis of which Smith, Ricardo and many others developed the main
parts of their analyses, with the marginalist concept of “perfect competition” (see also Salvadori and
Signorino 2013). Intheliterature, thetwo are frequently confounded, although they ought to be strictly
kept gpart. Thesystem of equationsgiving naturd pricesintheabovereflectsasituation of freecompetition,
but not astate of affairsinwhich none of the agentsis possessed of economic power. Free competition
meansthat there are no significant barriersto entry into or exit from any market. In such astate of things,
therewill be atendency towardsauniform rate of profits throughout the economic system and hence
acrossall industries, and towardsauniform wage rate for each kind of labour (and auniform rent per acre
for each qudity of land). It doesnot mean that therewill beatendency for profits (and rents) tovanish: the
resulting prices exceed costs of production and include a positive rate of profits as an expression of
capital’s power.?’
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(e) Wages and the general rate of profits

Whether therate of profitsishigh, and thereal wagerate correspondingly low, depends on anumber of
factors, including those mentioned above in the context of the discussion of the dispute over wages. Two
important factorsare now added. They concern, first, the paceat which capital accumulatesintheeconomy
and, secondly, therate at which popul ation grows. Smith stressed that it isonly in conditions of rapid
economic expans on, when the growth rate of the demand for hands exceedsthat of supply, that masters
tend to violate their combination: “The scarcity of hands occasions a competition among masters, who bid
againgt oneanother, inorder to get workmen, and thusvol untarily bresk through the natural combination of
masters not to raise wages” (WN l.viii.17). Concerned predominantly with the causesthat improvethe
living conditions of the *“labouring poor”, it comes as no surprise that Smith would focus attention firstand
foremost on thefactorsaffecting capital accumulation and economic growth.

This concern also explains Smith’s repeated attacks on what he called the “wretched spirit of monopoly”
that was congtantly seeking to restrict competition and establish monopolistic conditions. Themonopolist
doesnot haveto fear competitors, who underbid hisprice, reducehismarket shareand curtail hisprofits.
Monopolies are able “to keep up the market price, for a long time together, a good deal above the natural
price” (WN Lvii.20). This allows them to pocket the difference as supernormal or extra profits. Restricting
competition, Smith was convinced, isanother devicefor singlefirmsor entire sectors of the economy to
increasetheir profitability (and can thus be compared toimprovementsin the productive apparatus).® We
may illustrate the argument with the help of the wage frontier (see Kurz and Salvadori 1995: 50-51) in the
caseinwhichthereare only two industries, one of which managesto regp supernormal profits. Thewage
frontier in the example under consideration givesthe constrai nt binding on changesin the distributive
variables, thereal wagerate, w, and therates of profit inthetwo industries, r and r, where rl_ >0,j=1,
2. Each set of (feasible) rateswould typically be accompanied by adifferent set of relative prices® In
Figure4, theread wagerate (intermsof oneof the commoditiesor abundl e of them) ismeasured d ong the
vertical axis, whereastheindustry-specific profit rates are measured al ong the two axes on the bottom
plane. In conditions of free competition, at agiven natura wageratew*, therate of profitswouldtend to
beuniform, that is, r=r= r*. It would be given by theintersection of the45° lineand theintersection of
thewagefrontier and the planeparallel tothelevel w* of thered wagerate.
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Fig. 4: The wage frontier
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Clearly, if inoneindustry because of amonopolistic privilege or position ahigher rate of profit thanthe
natural one can be obtained, andif therea wagerate happensto be unaffected by this, thentherate of
profitintheother industry will haveto besmaller than thenatural one. In thefigurer2 >r* > r,represents
such acongtdlation. Obvioudly, thethreedistributive variables are not independent of oneanother: given
any oneof them, theother two areinversaly related. Smith showed someawarenessof this(although there
are passagesin The Wealth of Nationsthat shed doubts on the depth of hisunderstanding). Heal so saw
that changing incomedistribution, that is, hypothetically moving along the surface of thewagefrontier,
would typically be accompanied by changesin relative prices (seeKurz and Sturn 2013: Section 2.6.3).

To Smith, the English East IndiaCompany and similar companiesin the Netherlandsand Francewere
frightening examples of the enormous damage monopolies can cause. And while Smith was afervent
advocate of freetrade, heleft no doubt that hisrespective doctrine wasincompatiblewith such monopolies,
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because they restricted free trade on behalf of one side. He deplored the fact that “The savage injustice of
the Europeansrendered an event, which ought to have been beneficial toal, ruinousand destructiveto
several of those unfortunate countries” (WN IV.i.32).%

Smith’s work had a huge impact on the subsequent discussion of the problem of power.3* While some of
hisanalytica propositionswere shown to be untenabl e, others were approved of and adopted by later
authors, often with some adaptation to their own analytical schemes.® Space constraints make usfocus

atention only on David Ricardo and Marx.

6. David Ricardo on the “mute agents” of production

David Ricardo thought highly of Smith’s achievements and saw his own contribution as concerned
essentially with correcting what in Smith wasincorrect or based on too narrow afoundation, or adding
what he felt was missing in the Scotsman’s analysis. For the rest, he was in agreement with the doctrine of
the Scotsman.® Here we will limit the discussion to just four aspects. The first one concerns Ricardo’s
theory of profits and rents, which was meant to rectify Smith’s theory, the second Ricardo’s criticism of the
Corn Laws, which was based on his new theory of profits, the third Ricardo’s sophisticated analysis of
different formsof technica progressand their impact on workers, and thefourth hiscriticism of the Bank
of England anditsmonetary manoeuvres. In each case, afew remarks must suffice.®

(&) The surplus approach to property incomes

Prompted by amove before Parliament to restrict the corn trade in early 1813, Ricardo began to study the
impact of such arestriction ontherate of profitsand ontherate of capital accumulation. He scrutinised
critically Adam Smith’s doctrine and swiftly saw that it was flawed. In February 1815 Ricardo published
hisEssay on Profits, whichlaid theground for histheory of va ueand distribution that wasfurther devel oped
in hismagnum opus, On the Principles of Political Economy and Taxation, which came out in April
1817. Like Smith, Ricardo saw all property incomes—tents, profits and interest—as originating from the
surplus product that remains after all necessary costs of production, including the necessary wages of
labour, have been deducted from gross outputs.® He insisted, for example: “Profits come out of the
surplus produce” (WorkslIl1: 128). For agiven system of production characterised by given outputs and
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given methods of production used to producethese outputs, different level s of proportional wageswould
be associated with different levels of the general rate of profits. This is Ricardo’s “fundamental law of
distribution”—the inverse relationship between the rate of profits (r) and the share of wages—arguably
one of his most important analytical discoveries. As he put it in a letter of 13 June 1820: “The greater the
portion of theresult of |abour that isgiven to thelabourer, the smaller must betherate of profits, and vice
versa” (WorksVI1I: 194). Real wages and therate of profits could not both rise, given the system of
productioninuse, assomewritershad erroneoudy contended. Theharmoniousview of society implicitin
thiscontention was naive and ignored the constraint binding changesinthedistributive variabl es.

Smith had explained the rent of land as a “monopoly price” and had argued in a straightforward Physiocratic
manner that rents reflect the “generosity” of nature: in agriculture, he opined, nature collaborates with
labourers, but doesso for free. Thisled him to the peculiar view that productivity inagricultureishigher
than anywhere e sein the economy, from which he concluded that economic policy should promotefirst
and foremost the devel opment of agriculture and not that of manufacturing and other sectors. Ricardo
objected that all this was mistaken. First, rents reflect the “niggardliness” of nature and not its generosity: if
land of thebest quality wasavailablein unlimited quantity, there could be no rent. Only becauseits quantity
islimited, landsof inferior quality have eventualy to be cultivated in case the effectua demand for wheat
rises. Thedifferencesin unit costsbetween theleast fertilequality of land that hasto be employedin order
to meet effectual social demand, later called “marginal land”, and intra-marginal lands give rise to differential
rents obtained by the proprietors of thelatter. The price of wheat hasto rise asthe quantity produced of it
increases, but since the price is determined on the no-rent bearing quality of land, rent “cannot enter in the
least degree as a component part of its price” (Works1: 77), contrary to Smith’s view. Rent was not the
cause, but the effect of ahigh priceof corn.

Ricardo developed his argument on the assumption of free competition and showed that no “monopoly
price” concept was needed in order to understand the phenomenon of rent. He confirmed, however,
Smith’s proposition that the proprietors of (intra-marginal) lands “reap where they never sowed” and are
thelucky beneficiariesof economic growth that tendsto increasethere ative scarcity of landsand swell the
rentsof land. Sincethe price of an acre of agiven quality of land (an asset with infinitelife) equalstherent
divided by therate of interest, also the price of land will rise (given aconstant or even afalling rate of
interest) and makelandlordsricher and richer, athough they have done nothing at al for thisto happen.
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Rentsareeffortlessincomes, tied to thelegd ingtitution of private property of land, andreflect thedynamism
of the economic system asawhole. Theinstitution of property in land gives power to landlords, which
tendstoincreasetogether with theexpang on of the system (inthe case of insufficiently land-saving technica

progress).
(b) Criticism of the Corn Laws

Ricardo devel oped histheory of vaueand distribution in adeliberate moveto provideasolid foundation
for hiscriticism of the Corn Laws, which, after having been suspended during thelate e ghteenth century,
were reinstated again after the Napoleonic Wars in 1815. Against the background of Ricardo’s new
theory, the effects of the Corn Lawswere straightforward. By reducing imports, the priceof cornwould
riseonthe Englishide. Thiswould beimmediately favourableto landlords, whose money rentswould
increase, and it would beimmediately detrimental to workers, whose real wageswould decrease, given
money wages, and to consumersat large. Eventually money wageswould haveto risein case population
growth happened to be negatively affected by afall inreal wages. (Thismay, but need not bethe case).
Risingmoney wageswouldinturndepressprofitability, and afdling rate of profitsdecd eratetheaccumulaion
of capital and economic growth. Because of rising domestic costs of production, the Corn Lawswould
a0 negativey affect theinternational competitivenessof the manufacturing sector. Thereforetheargument
of thosewhoin Parliament supported thereinstatement of the Corn Lawsontheground that it wasinthe
interest of society asawhole could not be sustained: the only classthat benefited from thelawswerethe
landlords, whereas both workersand capitalistswould suffer fromit. The Corn Lawswerethusatypica

caseinwhich privateinterestsweremis eadingly passed off ascollectiveones.

In Parliament, Ricardo bel onged to asmall minority of advocates of freetrade.* Hediscussed theissues
at hand inter aliawith Thomas Robert Malthus, who did not share his, Ricardo’s view. In a letter of 26
June 1814, Ricardowrote:

| cannot partake of your doubts respecting the effects of restrictions on theimportation of corn, in
tending to lower the rate of interest. ... The rate of profits and of interest must depend on the
proportion of production to the consumption necessary to such production [i.e. itsphysica costs
of production including means of production and means of subsistence],—this again essentially
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depends upon the cheapness of provisions, which is after all, ... the great regulator of the wages of
labour.

Ricardo added:

Nothing can tend moreeffectual ly to diminish the demand abroad for our manufacturesthan to
refusetoimport cornand all the commoditieswhich we had usually taken in exchangefor such
manufactures. ... I never was more convinced of any proposition in Polit: Economy than that
restrictionsof importation of corninanimporting country haveatendency to lower profits. (Works
IV: 108-109)

Looked upon more closely, according to Ricardo the reinstatement of the Corn Laws was just an
expression of thefact, ashe emphasised in the Principles, that “the interest of the landlord is always
opposed to that of the consumer and manufacturer” (Works1: 335; emphasis added)®’. He insisted: “All
classes, therefore, except the landlords, will be injured by the increase in the price of corn. ... [T] he loss
iswholly on one side, and the gain wholly on the other; and if corn could by importation be procured
cheaper, the loss in consequence of not importing is far greater on one side, than the gain is on the other.”
(Works: 336)%

(c) Changing the balance of power between capitalists and workers: machinery and unemployment

Ricardo had amuch clearer understanding than Smith that technical changewas an essentia part of the
development of modern society. Hea so saw thet different typesof technica changehaveto bedistinguished
becausethey typically entail different effects. Thewidespread view that Ricardo saw the stationary state
lurking around the corner mistakes his method of counterfactual reasoning—What would happen in the
absence of technical progress?—for a statement concerning the actual tendency towards a stationary
gate. While Smith had argued that the manuf acturing sector produced essentidly only luxuriesfor therich,
Ricardo can be said to have glimpsed itskey rolein economic devel opment as an engine of growth.

Ricardowasa so clear that certainformsof technica changeweredetrimental to theinterests of workers.
Under theimpact of the Luddite movement, he re-considered hisposition on the question of improved
machinery, and in thethird edition of the Principles published in 1821, added a new chapter. In “On
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machinery” he recanted his previous view that “the application of machinery to any branch of production,
as should havethe effect of saving labour, wasageneral good, accompanied only with that portion of
inconvenience whichin most cases attendsthe removal of capital and |abour from one employment to
another” (Works|: 386; emphasisadded). Previoudy, he had been convinced (in accordancewith John R.
McCulloch’s theory of automatic compensation) that any displacement of workers due to technical change
will swiftly be compensated by agrowthin effectual demand either inthe same or in some other sectors.
Technical progress, Ricardo now insisted, was not an unambiguousand immediateblessngfor al members
of society. The system may rather experience prolonged periods of what was later called “technological
unemployment”. He stressed: “l am convinced, that the substitution of machinery for human labour, is often

very injurious to the interests of the class of labourers” (Works|: 388).

Whereasprior tothethird edition, Ricardo had maintai ned that maxi mis ng profitsand maximising employment
levelswent in paralel, he had now convinced himself that thisneed not be so. Heargued:

My mistakearosefrom the supposition, that whenever thenetincome|[ profits] of asociety increases,
its gross income [net income plus wages, which equal a year’s labour] would also increase; | now,
however, see reason to be satisfied that the one fund, from which ... capitalists derive their revenue,
may increase, whilethe other, that upon which thelabouring classmainly depend, may diminish,
and therefore it follows ... that the same cause which may increase the net revenue of the country,
may at the same time render the population redundant, and deteriorate the condition of the labourer.”
(Works1: 388)

It is interesting to note that Ricardo called machines the “mute agents” of production because, unlike
workers, they do not ask for higher wages or better working conditions. He saw machinery and labour “in
constant competition” with one another (Works|: 395) and insisted that “these mute agents are always the
produce of much less labour than that which they displace” (Works|: 42). He even contemplated, in 1821,
the limiting case of a fully automated system of production and the problems this implied for workers: *“If
machinery could do all thework that 1abour now does, therewould be no demand for |abour. Nobody
would be entitled to consume any thing who was not a capitalist, and who could not buy or hire amachine”
(Works V111: 399-400).
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Ricardo therefore saw clearly that theintroduction of improved machinery was not only adevice used by
firmsinthe competitive strugglewith other firms, it a so affected the bal ance of power between capita ists
and workersinfavour of theformer. In the extreme case, when no labour was needed any longer, workers
were deprived of any power whatsoever. This echoes Adam Smith’s statement: ’In the long run the workman
may be as necessary to his master as his master is to him; but the necessity is not so immediate” (WN
1.viii.12)*. Inthe case of afully auttomated system, Ricardo ing sted, thisnecessity hascompletely vanished.

Business leaders’ quest for power and control impacts their choice of technique and organisation of business.
Thiswasespecialy stressed by Marx and then by Kalecki (seebelow) and it isa so echoed in Stephen
Marglin’s essay “What do bosses do?”” (1974). Marglin insisted (against Adam Smith) that the “social
function of hierarchical work organization is not technical efficiency, but accumulation”, and that “the origin
and success of the factory lay not in technological superiority, but in the substitution of the capitalist’s for
the worker’s control of the work process and the quantity of output.” As a consequence, “the workman’s
choicefrom one of how much to work and produce, based on hisrelative preferencesfor leisureand
goods, [changed] to one of whether or not to work at all, which of course is hardly much of a choice.”
(Marglin1974: 62)%

(d) Criticism of the Bank of England

Ricardowashighly critica of theBank of England (which remained aprivateingtitution until 1946) andthe
governor’s and bank directors’ policy, which often consisted in little more than self-enrichment. In February
1816, Ricardo published some Proposalsfor an Economical and Secure Currency (seeWbrks1V: 43—
141), inwhich he put forward anew his “Ingot Plan”. The plan suggested a return to the Gold Standard by
making bank notes convertiblenot into specie (coins), but into bullion (gold ingots), which implied the
demonetisation of goldin domestic circulation. Thiswould have severd desirableeffects:. it would alow
Britain to continueto use paper money asthe actual means of payment, which Ricardo endorsed; it would
reducethe need for gold reserves held by the Bank of England and thus dampen the upward pressureon
thevalue of gold; and, last but not least, it would curb the huge profits pocketed by the governorsand
directorsof the Bank, who benefited from the gppreciation of gold. Theseprofits, Ricardoing sted, bel onged
to the public. The House of Commonsdecided on aplanfor the gradual return to note convertibility in
bullion, starting in early 1820 and ending in May 1821 at the pre-1797 parity. During this period, Ricardo’s
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Ingot Plan wasimplemented. However, immediately after the old parity had been restored, the Bank of
England decided toreturnto note convertibility in coin. Thisled to huge profitsbeing regped by itsdirectors,
who in anticipation of the move and reflecting some sort of insider trading avant |a | ettre had amassed
large amounts of gold, which they now sold to their bank at very favourable terms—precisely the kind of
self-enrichment Ricardo chastised.

In 1823, Ricardo composed a Plan for the Establishment of a National Bank, which was published
posthumously in February 1824 (seeWbrks 1V: 271-300). His plan had first taken shape in 1815, while
hewas composing the pamphl et Economical and Secure Currency and wasthen put forwardinthefirst
edition of the Principles(Works|: 361-3). Of the two operations that the Bank of England performed—
issuing paper currency and advancing loans to merchants and other investors—the former should be taken
away fromit and given toindependent commiss oners, who acted asbankersto the government, but were
“totally independent of the control of ministers”. This would not thwart the provision of the economy with
money, but “in a free country, with an enlightened legislature” (Works|: 362) it would transfer apart of the
profitsof the Bank to the national Treasury and thusto the public.

7.Karl Marx on thesilent compulsion of economicrelations

The classical economists’ analyses had an important impact on Marx’s thinking. The core of Marx’s
contribution to political economy consiststo aconsiderableextent of acritica discussion of Ricardo and
Smith’s analyses and his endeavour to improve upon them. Like Smith, Marx was convinced that private
property inthemeansof production and their unequd distributionisthe main source of power in capitalism.
Hea soins sted that power isdifficult to observe. In apassagein Capital, Volumel, that summariseshis
view of theessence of capitalism, he wroteabout the silent compulsion of economic relations:

The organisation of the capitalist process of production, oncefully devel oped, breaksdown al
resistance. The constant generation of arelative surplus-popul ation keepsthe law of supply and
demand of labour, and therefore keepswages, in arut that correspondswith thewantsof capital.
Thedull compulsion [stumme Zwang] of economic relations compl etes the subjection of the
labourer tothe capitalist. Direct force, outs de economic conditions, isof coursestill used, but only
exceptionally. In the ordinary run of thing, the labourer can be left to the “natural laws of production”,
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i.e. to hisdependence on capital, adependence springing from, and guaranteed in perpetuity by,
the conditionsof production themselves (Marx 1954: 689; seead so MEGA?11/5: 591 and MEGA?
11/10: 662).4

This fact is closely related to the ruling class’s domination of the way people think about and perceive the
society inwhichthey live. AsMarx put it in The Ger man | deol ogy:

Theideasof theruling classarein every epochtherulingidess, i.e. the classwhichistheruling
material force of society, isat thesametimeitsrulingintellectual force. The classwhich hasthe
meansof materia production at itsdisposal, has control at the sametimeover themeans of mental
production, so that thereby ... theruling ideas are nothing morethan theideal expression of the
dominant material rel ationships, the dominant materia relationshipsgrasped asideas. (Marx and
Engels[1945] 1976: 67)

Marx did not manageto complete hisintellectual project: only Volumel of Das Kapital was published
(Marx 1867) asatext heauthorised, whilst Volumes|| and I11 were edited and published only after his
death by Friedrich Engelson the basis of the manuscripts and noteshe had |l eft. Asthe MEGA? ediition
shows, Engelsdid not |eave the substance of the material untouched, but changed it in anumber of places.
Especialy when Marx expressed doubts asto the correctness of some of hispropositions, such asthe
falling tendency of the rate of profits, Engels unswervingly kept on course. Marx’s vacillations (and not so
much health problemsand political involvements) are perhapsthe main reason why hefailed to compl ete
hiswork.

There is therefore some uncertainty clouding Marx’s analysis. Interpreting him is also difficult because of
therichnessand complexity of histhinking. It presupposes readersthat are versed not only in various
traditions of economic thought, but also in philosophy, history, jurisprudence, literatureand soon. Inview
of these difficulties, a full-fledged analysis of Marx’s treatment of the role of power in the different modes
of production hedistinguished, and especially in capitalism, would by far exceed the scope of thisessay.*2
Instead only a few aspects of Marx’s analysis are dealt with in terms of a few observations on each. The
heritage of the classical economistswill becomeclear inthis, whereas other influencesand especialy
German and French philosophy, will remainin the background.*®
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(a) History — a history of class struggles

According to Marx’s historical materialism, history is essentially a history of class struggles over power and
domination in society. In any given epoch, onesocia classtypically exerts power over and dominates
some other class (or classes) and uses the capacity to work of the latter’s members to its own advantage.
Suchrel ationshipsare exploitative. However, Marx was convinced no such constel lationwill 1ast forever:
each one is subject to self-transformation from within. This and the dominated class’ efforts to shake off its
yokewill eventual ly bring about anew socio-economic order characterised by new power asymmetries
amongst (partly new) social classes. Marx’s vision involves a version of the doctrine of the unintended
consequencesof human action, asit had been put forward especidly a thetimeof the Scottish Enlightenment,
most notably by Adam Smith: it consists of a particular kind of “invisible hand” argument. Adam Ferguson
had famously coined the dictum: “History is the result of human action, but not the execution of any human
design.” In essentially the same vein, Marx stressed that people variously act individually rationally on
behalf of what they consider to be their interests, but “behind their backs”—so his recurrent formulation—
something emergesthat they neither intended nor could possibly foresee, which intheend underminesthe
social status quo: the “relations of production”; that is, the property and class relations, come into contradiction
with thefurther development of the productiveforcesof society. Consequently, any mode of production,
including capitalism, istrangent and will eventudly giveway to someother mode. Thereisasingleexception
tothis: socialismistaken not to be ridden with class conflicts and thus to escape the necessary social
metamorphosistowhichdl other modesof production are said to besubjected. Inthisconception, socidism
ischaracterised by the di sappearance of (marked) power asymmetries.

Marx’s major concern was with unravelling the “law of motion” of capitalism. He wrote: “Development of
the productiveforcesof socia labour isthe historica task and justification of capital. Thisisjusttheway in
whichit unconsciously creates the material requirements of a higher mode of production” (Marx 1959:
259; emphasisadded). Ascapitaligstire esdy seek toincreasetheir profits, they trigger aprocessthefina
result of whichisthe corrosion of their socia power and domination of the working class.* The self-
defeating forcesthey set in motion gradual ly gain momentum. Marx apparently counted upon aruse of
history: precisaly by squeezing ever larger surplusvaue (profits) out of workersviathe use of methods of
production that exhibit larger and larger “organic compositions of capital”, capitalists unintentionally precipitate
thebirth of aclassdesssociety.
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Inthe Grundrisse, Marx called the “law” of the tendency of the rate of profits to fall “the most important
law from the historical standpoint” (MEGAZ?I1/1: 622), becauseit capturestheimpermanence of the
capitalist mode of production. Thelaw revolves essentially around that form of technical progresshe
considered to be congeniad to, or rather anatural implication of, capitalism. Close scrutiny showsthat,
interestingly, itisthe specia form Ricardo had contemplated in the chapter on machinery asbeing most
detrimentd to theinterestsof workers. In Marx it istaken to bethemost detrimental to capitalistsasa
class, a leastinthelong run. Whilein Ricardo it isoneform amongst severd others, in Marx it becamethe
dominant one and wastaken to shapethe secular trend of the capitalist economy.* Thistypeischaracterised
by a growing ratio of “constant capital”’, C, that is, dead |abour incorporated in the produced means of
production, to freshly performed, living labour, L, that is, arising organic composition of capitd. Itsinverse
gives(inlabour valueterms) the maximum rate of profits, R=L/C, associated with hypothetically zero
wages and thus a zero “variable capital”, V. Obvioudly, if the organic composition tendsto infinity, the
maximum rate of profitswill tend towards zero, and sooner or later the actual rate of profitswill aso

vanish.

Marx felt entitled to accuse Ricardo of having fled “from political economy into organic chemistry” by
explaining afal intherate of profitsin termsof diminishing returnsin agriculture and thusin termsof a
decreasing productivity of labour. He, Marx, wished on the contrary to show that therate of profitswould
fall, “not because the productivity of labour decreases, but because it increases”—it would fall despite
technica progress (MEGA?11/4.2: 309; my trand ation). We now know thanksto Piero Sraffaand Nobuo
Okishiothat Ricardo wasright and Marx wrong: for agiven and constant real wage rate (and putting on
one side the problem of land), technical change would increase the general rate of profitsor leaveit
constant, but would not diminishit.

(c) Alienation, commodity fetishism and “false consciousness”

Under capitalism, capitdists have power over workers. Thisisreflectedinthefact that workerswork for
longer hoursthan would be necessary in order to produce and reproduce the quantities of commodities
congtituting their real wages.* What are the sources of this power? These, Marx was convinced, cannot
be understood by just looking at singleagents, but require an understanding of theworking of the system

asawhole.

39



THE IDEAS WORKING PAPER SERIES I 0/2016

We mention in passing that Marx agreed with Smith that capitalistsare keen not to exposetheir power
openly, except inlabour conflicts, when forcemay be used and the assistance of state power sought. What
matters in the present context is that the exposure of power is not necessary, because capitalismis
characterised by commodity fetishism, which createsafal se consciousness about thingsand | eads people
to misread redlity: the dominated strataof society do not seethat they are dominated. Marx considered the
institution of private property to bethe source of an encompassing aienation: manisalienated from the
product of hiswork, from hisnature asahuman being, and from other men ashuman beings. Alienation
characterisessocia statesinwhich peopletreat othersinan insrumenta way, as meansto theful filment of
their owninterests. The commodity theworker producesisnot for him but for the capitalist, and even the
latter isnot interested in the commodity itself, but only intheprofit itssaleyields. Social relationslack
mutual recognition and appreci ation of the peopleinvolved. Under capitalism, Marx maintained, human
beings develop aquasi-rdigiousrel ationship to products and attributeimaginary and supernatura features
to commaodities, money, and capital, such asthe notion that money and capital arethemselves capabl e of
generating interest and profit. The commodity form of productsinvolvesanetwork of unequal relations
between human beings, but thisishidden by commodity fetishism and theideathat only equiva entsexchange
for oneanother. Theexploitative character of the systemisthus conceded. Finaly, the power asymmetry
issystemicand continuously reproduced by theworking of thesystem asawhole: itisthekind of technica
progressthat dominates capitaist devel opment which, by continuoudy introducing labour saving methods
of production, fuels an “industrial reserve army of the unemployed” and thus produces “supernumerary”
workerswho competefor jobswith those employed. Thiskeepsthe aspirations of workersin check and
securesreal wagesthat arelower than labour productivity, thereby engendering positive profits (see, for
example, Marx 1954: 593-4; MEGAZ?11/5: 510). Capitalism and full employment, Marx was convinced,
areincompatiblewith one another except in short periodsof timeduring booms. And dsovery muchlike
Smith, hesaw the power of capital relativetolabour, other thingsbeing equa, to begreater thelarger isthe
rate of unemployment.#

(d) Hilferding, Gramsci and Kalecki

Marx insisted that capital’s power tends to increase with the concentration and centralisation of capital.
Rudolf Hilferding el@borated on thisin Finance Capital, originally published in Germanin 1910, abook,
which at thetimewas dubbed thefourth volume of Capital . Hilferding identified as characteristic trends
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of modern capitalism, in addition to the formation of cartelsand trusts, the ever-tighter dovetailing of
banking andindustrial capitd. The growingimportance of finance capital rested onitsroleascreditor and
promoter of new firms (“promoter’s profit”) and the issuance and acquisition of stocks in light of the
growing number of joint-stock companies. Because of their interl ocking assets, Marx had a reedy observed
that bankswere ableto usearelatively small share of their own equity capital to control amuch larger
volume of overall capital, which greatly contributed to the rising importance of “money power”.

Theshift of power away from industrial and towardsfinance capital, which put its mark on most recent
developmentsin an alarming manner, had started a ready in the nineteenth century. There emerged what
Marx had called “a new financial aristocracy, a new variety of parasites in the shape of promoters, speculators
andsmply nomind directors; awholesystem of swindling and cheeting by meansof corporation promotion,
stock insurance, and stock speculation. It is private production without the control of private property”
(Marx 1959: 438). Giventheingability of thefinancia sector, whichisrepeatedly shaken by crisesresulting
from specul ation bubbl es, finance capita and theindustrial capital it controls sought protection under the
umbrella of the state: their quest for safeguards resulted in what Hilferding called “organised capitalism”.

Marx’s ideas resonate in the writings of many other authors. \WWe mention just two of them: Antonio Gramsci,
the philosopher and close friend of Sraffa’s, and Michal Kalecki. In his Prison Notebooks (1971), Gramsci
developed the concepts of “hegemony’” and the “manufacture of consent”. While in the sphere of “political
society” the capitalist state is said to rule through force, in “civil society” it rules by consent: views, convictions
and beliefs are being shaped and the bourgeois hegemony is reproduced by means of various social
institutions—schools and universities, the media, religion and cultural life. The upshot of the bourgeois
hegemony isthe manufacture of consent that | egitimi sesthegiven socid conditionsand actsasitsprotective
belt. Changing these conditions, Gramsci was convinced, could not be achieved by theworking classby
smply taking control of themeansof productioninarevolutionary act, but required theformation of anew
hegemony, aternativeto the existing one, establishing new principlesof legitimacy.

Michal Kalecki (1939) took the concentration of market power in oligopolies and monopoliesto be
reflected in a macroeconomic “degree of monopoly” that determines the share of profits in national income.
The power capitalists have assumed in modern times is also well expressed in Kalecki’s famous dictum,
reported by Joan Robinson: “Capitalists receive what they spend, workers spend what they receive.” In
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his later works (see especially Kalecki 1971), he advocated the concept of a “structural” degree of monopoly,
designed to provide agenera measure of power and not just of the price setting power of oligopoliesand
monopolies.*

Two further aspects of Kalecki’s analysis deserve to be mentioned. In an essay on the political element of
businesscycles, heargued that asuccessful employment policy tendsto underminethe power of business
leaders and therefore is “a first class political issue” (Kalecki 1943: 324). He explained:

The maintenanceof full employment would cause socid and political changeswhichwould givea
new impetusto the opposition of the business|eaders. Indeed, under aregime of permanent full
employment, “the sack” would cease to play its role as a disciplinary measure. (Kalecki 1943:
326; emphasisintheorigind)

Worse than possibly shrinking profits would be to business leaders the erosion of the “discipline in the
factories” and “political stability”. He added: “Their class instinct tells them that lasting full employment is
unsound from their point of view and that unemployment is an integral part of the ‘normal’ capitalist system”
(1943: 326). Hence, according to Kalecki, as for Marx before him, permanent full employment is
incompatiblewith capitalism sinceit would subvert the power of capital X

8.Land aspower

In much of the early economic analyses dealing with feudal and semi-feudal modes of production, the
attention focused especially on concentrated private property inland and other natural resourcesby the
king, nobility and the church. For aconsiderabl etime, the possession of land was cons dered the ultimate
source of power. Whoever owned land of asufficiently high quality andin asufficient quantity was ableto
feed himsdf and hisfamily and wasthusin principleindependent of others, provided hisindependencewas
not thwarted in oneway or another by the use of other means of control and domination, from hightaxes
totheuseof military force. Entireschool sof thought focused ontheroleof privately owned and unequally
distributed land as the main source of inequality—uwith the lucky few possessed of wealth and riches and
thelargemajority of thepopulation livingin poverty and deprivation. Thecriticsof such Situations attacked
theingtitution of private property of land associdly unjust and economically inefficient.
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Eveninfairly recent times, anumber of authors saw hugeinequalitiesin land property to bethe ultimate
causeof dl socid problems. AuthorslikeHenry George, AchilleLoria, Theodor Hertzka, Franz Oppenheimer
and other agrarian reformersand socidistswere convinced that |and should be turned into common property
and madeavailableto dl citizensasthe basic resourceneeded in order to makealiving.>* Land and other
natural resources, they argued, are availablein sufficient amountsto provide the necessary means of
sustenancefor all human beings. The problem wasthat they have been appropriated privately and their
ownership was concentrated in afew hands. These resources are not economically scarce, as some
economists had contended, they arerather legally or artificially rendered scarce. Had the poor strata of
society free accessto land, they would have no difficultiesto | ook after the upkeep of themselvesand their
families>? Thesekind of considerations have recently assumed greet importance again especidly inAfrica,
Asiaand Latin America in view of what is known as “land grabbing” (see, for example, Reinert, Ghosh and
Kattel 2017; Nell, 2018).

Henry Georgein Progressand Poverty (1879) argued that land isthe common inheritance of dl members
of society and therefore ought to be collective property. The rent obtained does not belong to afew
landlords, but rather to the community asawhole. Rents may then be used by the state to repl ace taxation.
Thisproposa echoesthe Physiocratic doctrine of imp6t unique, which suggeststhat public expenditures
ought to befinanced by asingletax on therents of land only. George claimed that in thisway economic
activity would not be paralysed; quitethe contrary: theincentiveto accumulate capital and to innovate
would benefit fromit, becausedl other taxesthat negatively affect the dynamism of an economy would be
abolished. Therefore, collective ownership of landisadvisablebothintermsof socid justiceand economic
effectiveness.

Franz Oppenheimer’s analysis revolved around a particular concept of the origin and purpose of the state.
Inhistreatise The Sate(1914), hergected thesocia contract view of the state advanced by representatives
of the Enlightenment in Europe. He maintained instead that the state wastheresult of avictoriousgroup of
conguerors subduing adefeated people (or race) with the purpose of exploiting itsmembers> Themain
political instrument used by the dominating group to secureits power wastheforceful appropriation of all
land. Deprived of the possession of land, the dominated people, in order to makealiving, had to compete
with one another in the labour market and underbid each other. The “original sin”” of conquest and submission
of people, while having taken place along time ago, continued to exert itsinfluencein modern timesand
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was the main source of inequality amongst men: the plight and misery of theworking classhad asits
ultimate cause what Oppenheimer called “Bodensperre”—7land monopoly”. It prevented a utilisation of
land that was both “efficient” and “just”. Removing land monopoly would do away with the exploitation of

man by man and solve the “Social Question”.

Itisinteresting to notethat someearly marginalist authorsa so opposed private property of land. Hermann
Heinrich Gossenin hisThe Laws of Human Relations, first published in German ([ 1854] 1983), insisted
that there was a single “obstacle” preventing the realisation of “paradise on earth”. This obstacle is said “to
consist inthefact that man cannot according to his own discretion choose the most favourable plot on
earth’s surface to carry out his production” (Gossen 1854: 250). Private property in land and its unequal
distribution amongst menimply lossesin efficiency and thus have negative effectson weal th. However,
Gossen opined, this “evil” (Ubelstand) can easily be overcome by means of the stateraising acredit and
buying theland. The state may then leaseland to the bidders offering the highest rentsand usetheserents
to pay back the debt. Thiswould be feasible because the better all ocation of land would increasethe
amount of total rentsin the economy and becausethe state would benefit from favourabl e credit conditions
inview of itsimmortality and the size of the credit taken. Hencethe nationalisation of land would pay for
itself (1854: 258-60).

Interestingly, Léon Walras, influenced by hisfather Auguste, advocated asimilar view independently of
Gossen, and when William Stanley Jevons eventually drew his attention to the German’s work, he became
agreat admirer of this “économiste inconnu” (unknown economist). Walras, who called himself a “scientific
socialist”, was convinced that the nationalisation of land and the abolition of the tax system would lead to
an economically moreefficient and amorejust society. It would alow workersto save and accumul ate
wesl th, thereby reducing theinequdity in the distribution of wed th and income>

9. Bbhm-Bawer k: Power or economiclaw?

Thelocusclassicusof themarginalist discussion on therole of power intheeconomy andin economicsis
Eugen von Bohm-Bawerk’s 1914 essay “Macht oder 6konomisches Gesetz” (Power or economic law)
(Bohm-Bawerk 1914).%° Init, Bohm-Bawerk took issue with theview that the remuneration of thefactors
of production—functional income distribution—is not governed by “economic law”, but is strongly influenced
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by social institutionsand policies of variouskinds. Thisview had been advocated by several German
authorssuch asKarl Rodbertus, Adolf Wagner, Wilhelm Lexisand especialy Rudolf Stolzmann and the
Russ an economist Mikhail Tugan-Baranovsky (1913), to namebut afew. In hisbook DiesozialeKategorie
inder Volkswirtschaftdehre (Thesocid category in economics) (1896) and in other writings, Stolzmann,
whom Bohm-Bawerk singled out asamain representative of the view under consideration, had insisted
that income distribution ought to be seen as a “social category”: real wages, for example, reflect “the given
position of power, education and covetousness of workers” and not the working of some “iron law” of
whichever derivation— classical, Marxian or marginalist. In response, Bohm-Bawerk asked whether “the
entireall-important problem of distribution of wealth isregulated and dominated by natural economic
laws, or by the arbitrary influence of social forces [gesellschaftliche Gewalten].” (1914: 206; emphasis
added)

Interestingly, Bohm-Bawerk referred to “natural economic laws” as if these were self-evident facts disclosed
by somesort of natural science. Clearly, they were (and are) not. What he meant werethelaws postul ated
by aparticular kind of economic theory. Infact, he started from the premi se that marginai st theory (and
especidly itsAustrian variant) had unravel led thelaws governing the economic world. Thereferenceis
explicitly to “the law of supply and demand” (1914: 205) and to marginal productivity theory. The latter
seeks to explain the rule according to which the product is shared out amongst the various claimants—
capitalists, workers and land owners—and therefore assumes centre stage in his essay.

The thrust of B6hm-Bawerk’s argument consists of two propositions. First, he did not deny that at any
given moment of time power exertssomeinfluence onincomedistribution, in some societiesmorethanin
others. However, hestrongly disputed theview that theinfluence of power assertsitsdlf in contradictionto
theeconomiclawsof priceformation, and insgsted that it rather assertsitself in conformity with and through
these laws: “not even the most imposing dictate of power can accomplish this: it can never operate against,
but only within the economic laws of value, price and distribution, it cannot invalidate these, but only
confirm and fulfil them.” This he called “the most important, and the most certain, result” of his argument
(B6hm-Bawerk 1914: 266). He sought to back hisview interms of adiscussion of how amonopoly on
either the demand or the supply side of thelabour market affectsthereal wage rateand causesdeviations
from labour’s marginal product.
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Then Bohm-Bawerk turned to his second proposition. He asked the question, “which of the rates of
remuneration enforced through meansof power will beof long duration?”” Ananswer tothisquestion, he
added, “is all the more interesting, in that it is by far the more important one”” (1914: 242; second
emphasisadded). Rates of remuneration of factorsof production that deviatefrom margina productivities,
he surmised, entail effectsand motivate actionsof sdf-interested agentsthat typicaly diminish and eventualy
remove the deviation by eroding the monopoly power that caused it. Whileaccording to Bohm-Bawerk,
thereare somenot very significant exceptionsto therule, thereis, heopined apodicticaly,

no case in which the artificial intervention could be of lasting importance as against the
quietly and dowly, but incessantly and therefore ultimatdy successfully, working counterinfluences
of a“purely economic nature”, called forth through that artificial interference and the new situation
created thereby. (Bohm-Bawerk 1914: 266; emphasi s added)

Fromthis, heinferred boldly that economistsarewel | advised to devel op their generd long-period reasoning
intermsof the assumption of perfect competition, in which no agent is possessed of any power, and ded
with deviationsfromit only if necessary and within ashort-period setting. The messagewas heard and
absorbed inlarge parts of the profession and hasled to asituation in which power istypically takento be
a quantité négligeable—something from which one can easily abstract without significantly affecting the

correctnessof theanaysis.®

The contrast withthe classical economistsisobvious. In Smith and Ricardo, apositive and uniform rate of
profitsisconsidered to result in conditions of free competition and its magnitudeto signal the power
capitalists have to force workers “into compliance with their terms”, as Smith put it. Free competition does
not involve apowerl esssituation. And, aswe have seen, such power isexpressed in anaytica termswith
the help of economic theory. In Bohm-Bawerk, on the contrary, inthelong run and on average capitalists
aretaken to be as powerlessasworkers and apositiverate of interest (profits) to reflect the marginal
productivity of capital. Marginal productivity theory presupposesthefull employment of labour and of dl
other productive resources, an assumption not to be found in the classical authors—recall, for example,

Ricardo’s analysis of labour-saving machinery.
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However, when Bohm-Bawerk published his essay, that is, some time after “the advent of the “‘marginal’
method”, “this standpoint ... of the classical economists from Adam Smith to Ricardo [had already] been
submerged and forgotten”, as Sraffa (1960: v) perceptively observed. This fact is well reflected in attempts
by economistswith acriticd orientation towardsmarginaismto strike acompromise between therr critical
orientation and marginal productivity theory. Casesin point are Erich Preiser ([1948] 1952) and Kurt
Rothschild. Thecorrectnessof marginal productivity theory, Preiser, for example, contended, cannot be
disputed, but in order to discerntheimpact of power on wagesand profits, onehasto turnto thedistribution
of wealth or endowments of factorsof production. These arefundamental and rather stable data of the
socid order and the ultimate determi nants of income distribution. Power ishidden inthesupply relations of
thefactorsof production and the corresponding supply e asticities. Power, Preiser inssted, isafactor that
isembodiedintherdative scarcitiesof thefactorsof production and their distribution amongst peopleand
inthisway has animpact onincomedistribution. Sincethe distribution of wealth doesnot changeal that
much in the course of time, actual income distribution doesnot movein thedirection of what iscalled
“natural” distribution, which is the distribution that would result, if there were no inequality in wealth and

factor endowments (see also Kalmbach 2008: 93-7).

However, can the “natural economic laws” Bohm-Bawerk invoked and the majority of economists accepted
around theturn of the century and theresfter berelied upon? Doesmargina productivity theory convincingly
decipher thelawsgoverning the distribution of income? We now know that thisisnot the case exceptin
singularly specia conditions, such asaone-good economy (Seeon this, Sraffa1960, Garegnani 1970,
Harcourt 1972, Kurz and Salvadori 1995: chap. 14 and Opocher and Steedman 2015). Therefore, much
of the discussion reported above (and bel ow) doesnot stand up to close scrutiny of the underlying analytics.
Freed from the straightjacket of margina productivity theory, there appearsto be much morescopefor a
discussion of therole of power in economicsthanisgenerally acknowledged.

Before we proceed, it deserves to be mentioned that around the time of the publication of Béhm-Bawerk’s
essay, if not earlier, attentive observers especially of American capitalism stressed the trend towards
oligopolies and monopolies, which fundamentally changed the face of capitalism. The “wretched spirit of
monopoly”, of which Adam Smith had warned, had successfully transformed the capitalist economy. Vis-
a-vis the new situation, Bohm-Bawerk’s advocacy of the assumption of perfect competition looked
anachronistic. Joint stock companiesimplied the separation of ownership and control and gaverisetothe

47



THE IDEAS WORKING PAPER SERIES I 0/2016

principa -agent problem, highlighting the phenomenon of asymmetri es between agents because of unequaly
distributed information. Conglomeratesinfluencing governments and the state made an appearance and

put the power of big businessinto sharprelief.

Perhapsthe most important representative dealing with these trendswasthe A merican institutionalist
Thorstein Veblen.>” In The Theory of the Leisure Class (1899), heidentified socia recognition and
prestige as the chief motives of human action. WWealth and high income are a means to the end of “conspicuous
consumption”: the public display of wealth and power in order to impress others. In Adam Smith’s concept
of the “parade of riches”, we encounter essentially the same idea. But when markets noticeably serve
individuals’ vanity, how should efficiency be assessed? In The Theory of Business Enterprise (1904),
Veblen extended hiscritical view tothe businessworld. Managersand bankers, heinsisted, chiefly follow
their own interests and not those of owners and clients—and they frequently understand amazingly little
about business. Their focusisvery often onrestricting competition and attaining monopoly rents. Emphasising
theefficiency propertiesof perfect competition, asmany economistsdid a thetime and till do nowadays,
leadsthem to worship asystem that no longer is (and perhaps never was).

The criticism was directed also at the idea of “consumer sovereignty”, according to which only consumers
had (limited) power, with producersastheir vicarious agents. In contrast to the conventional marginalist
doctrineand that of Carl Menger, and in accordancewith histeacher Friedrich von Wieser, JosephAlois
Schumpeter stressed:

Innovationsinthe economic system do not asaruletake placein such away that first new wants
arise spontaneously in consumers and then the productive apparatus swingsround through their
pressure. ... It is... the producer who as aruleinitiates economic change, and consumers are
educated by him if necessary; they are, as it were, taught to want new things’ (Schumpeter 1934:
65).

Inthefirst German edition of The Theory of Economic Devel opment published in 1912, Schumpeter
had been even more outspoken and had insisted that innovators “force” upon consumers new goods and
consumption patterns and prompt the “hedonic majority” of the population to comply with their will.
Entrepreneurs, not consumers, and innovators-investors and banks, not savers, arethedriving forces of
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thecapitdist system. Thereisno pureand undiluted consumer sovereignty that rulestheroost inaworld of
ubi quitous economic change. Similarly, John Maurice Clark stressed:

Economic wantsfor particular objects are manufactured out of thissimpleand elemental raw
materid [primitiveingtincts] just astruly asrubber hed s tennisbals, fountain pens, and automobile
tiresare manufactured out of the same crude rubber. Thewheel sof industry grind out both kinds
of products. In a single business establishment one department furnishes the desires which
the other departments are to satisfy.” (Clark 1918: 8; emphasis added)

Inasimilar vein, Frank H. Knight deplored the “persuasive influence by sellers upon buyers and a general
excessive tendency to produce wants for goods rather than goods for the satisfaction of wants’ (Knight
[1934] 1982).

But if demand issystematicaly influenced by suppliers, then supply and demand are no longer independent
of each other, and the explanatory va ue of demand and supply theory (and afortiori of welfaretheory),
whosefundamentd axiomistheautonomy of agents, iscalledinto question.

10. “Exploitation” in a marginalist framework

Mainstream economists could not permanently shut themsel ves off from the new redity, and sowe see
variousattemptsto cometo gripswith market formsother than perfect competition. Therecould belittle
doubt that power wasfar from being evanescent, as Bohm-Bawerk had contended. Arthur Cecil Pigou
(1920) and AbbaL erner devel oped themarginaist concept of power and therelated marginalist concept
of “exploitation”. In price theory, Lerner introduced the notion of “degree of monopoly” in product
marketsi, m, which equalsthe difference between the product price and itsmarginal cost, divided by the
product price:

m= (p, — mc)/p.

Giventhat in perfect competition the price equalsmargina cogt, the degree of monopoly iszero and there
isno power at work in the system. Reformulating the degree of monopoly in terms of the Amoroso-
Robinson formulashowsthat the degree of monopoly expressesthe price e asticity of demand.
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Inamore genera formulation, deviationsfrom perfect competition in both product and factor markets
weretaken into account. Ontheinput side, power isnow reflected in adeviation of theremuneration of a
factor fromthevalueof itsmarginal product. The price of oneunit of factor servicej, q, can beshownto
be determined inthefollowingway:
1
=g

q}':ﬂp 1
14z
(1+3)

Herem’ is the marginal product of the factor service, p the product price, € the price elagticity of demand

andn thepriceédasticity of supply of thej-th factor serviceunder consideration (j =1, 2, ...., m).
If andonly if
€= r] = xl

themargina productivity rulegppliesinitswell-known form. Monopolistic and monopsoni stic conditions
imply that factorswill not be paid the values of their marginal products. Thisfinding prompted some
marginalist authors, especially Pigou, to speak of “exploitation”, thereby deliberately invoking a concept
used by Marx. However, the meaning of the concept isvery different: whereasin Marx only workerscould
be exploited (by capitalists and, perhaps, by an “aristocracy of labour”), in the marginalist conceptualisation
each and every proprietor of afactor of production could, in principle, be exploited by getting lessthan
(the value of) the factor service’s marginal product.

Hencewithin the confinesjust delineated, power isdealt within marginalist theory and it isexpressed
through “economic laws” at work as they are conceived of by the theory. Power may be discernible both
in product and factor marketsand itseffectsare seenintermsof deviationsof pricesand ratesof remuneration
of factorsfrom what they would bein conditions of universal perfect competition. AsKurt Rothschild
(2002) perceptively remarked, perfect competition hasthus been advanced to the status of anormagainst
which reality isassessed. Dueto the optimality properties of perfect competition derived within the
conventional marginalist framework, this norm also played an important rolein economic policy and
especially in competition policy and Ordnungspolitik.®
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Yet theimportance many economistsattribute to the stati c properties of economic systems characterised
by perfect competition isal so fundamentally mistaken for another reason. Schumpeter ([1912] 1934)
agreed withMarx that capitalismisarestlesssystem, continualy transforming itsaf fromwithin because of
innovations and technical and organisational change. Innovations, however, entail necessarily monopoly
positionsthat are more or lesslong-lived, either of the pioneer or of successful second movers. Since
innovationstake placeal thetime, therelated kind of market power is permanent and not atransient
phenomenon, as Bohm-Bawerk opined.

As has been emphasised above, any “laws” taken to underpin economic phenomena are intellectual
congtructions. Thevaidity of such lawshingesupon thevalidity of the economic theory that enunciates
them. Asregardsthevalidity of marginaist theory, we haveaready reported some seriousreservationsin
the above. Theseconcern: (i) the set of datafrom which thetheory starts, which cannot be considered to
beindependent of each other; and (ii) the capital theoretic foundation of thetheory. Hencewhat margindist

economists consider a “law”, its critics consider a misconception.

Bohm-Bawerk had famously titled his essay “Power or economic law”, deliberately suppressing the question
mark onewould have expected. Hisbrother in law, Friedrich von Wieser, d'so asocia scientist, did not
awaysagreewith him. For example, he (like Schumpeter) strongly opposed theview that apositiverate
of time preference—Bohm-Bawerk’s “higher estimation of present over future needs and wants”—was a
causeof apositiverateof interest (diasrate of profits). Wieser argued instead that it was an effect of it: as
soon asthere happensto beapositive rate of interest, rational behaviour requiresthat people discount
future payments. He al so opposed theideathat power did not matter and in fact eventually published a
book whose title could be read as the exact antithesis of Bohm-Bawerk’s essay—Das Gesetzder Macht
(Thelaw of power) (Wieser 1926).

11. Friedrich von Wieser: Thelaw of power

Wieser and Béhm-Bawerk aretypically counted as major representatives of the second generation of
“Austrian” economists. Both attended lectures by Carl Menger at the University of Vienna and shared
many of the ideas of the founding father of what became known as the “Austrian School” (see Kurz
2016c). However, they differed inimportant respects. Wieser, like Menger and Bohm-Bawerk, originaly
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embraced the “causal-genetic” approach to the theory of value, starting from the needy individual and his
or her estimation of goods and eventually leading to “catallactics”—a general theory of exchange. We owe
Wieser even the term “Grenznutzen”—marginal utility. In this perspective, and closely following Menger,
only consumers have some power. They compel firmsto align production with their needs and wants.
However, Wieser quickly understood that Menger had failed to solve the infamous “imputation problem”,
afinding that had far-reaching consequences for the further development of Wieser’s thinking and probably
wasinstrumental in pushing him to recognisetheal-important roleof power in socid relationships. Inthe
following, wesummarise briefly the route Wieser took and the new sociology of power he elaborated.

The imputation problem consists of splitting up the value of a consumption good—a “good of the first
order”, in Menger’s construction—which was taken to be determined exclusively from the demand side,
into the values of the goods and factor services involved in its production—Menger’s “goods of second,
third etc. order”. This causal-genetic perspective on things implies that producers and firms are the obedient
servants of consumers and compete in executing the latter’s wishes as best as possible. Wieser observed
that in the caseinwhich the number of consumption goodsislarger thanthe number of inputsused in their
production, theproblemisover-determined, whereasin thecaseinwhichitissmaler it isunder-determined.
If thetwo numbers coincide, theremay or may not beasolution, andif thereisone, it may or may not make
economic sense. Hence Menger’s theory had several loose ends and was far from convincing.

Wieser also rejected Menger’s concept of production as a one-way-avenue of finite length leading from
origind factorsof production (Iabour and land services) viaaseriesof stagesto final products, and stressed
instead that in modern, industrialised economies the *“various branches of production are mutually intertwined”
(Wieser 1884 50): there is no stage at which land and labour services alone cooperate without any
intermediate products. Yet, if commodities are produced by means of commodities, Menger’s idea of a
hierarchy of goods collapses—one and the same good may perform both the role of a consumption good
and aninput or cost good. In thiscase, theval ue of goods cannot be determined inarecursive manner, as
Menger hadthought. All vaueshaverather to be determined s multaneoudly, which runscounter to Bohm-
Bawerk’s contention that simultaneous equations contradict all “economic logic”.

Thisled Wieser to study the case of agiven number of commaodities, n, produced and reproduced by
means of themselves, inwhich thereisno primary factor of production except homogeneouslabour.
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Subtracting from gross output levelsal amounts of commoditiesthat have been used up in the course of
production either asmeans of production or means of subsistencein the support of workers, asurplus
product isobtained and isreceived by capital ownersasinterest alias profit (Wieser 1889: 130). Inthe
gpecid caseinwhichthematerial ratesof surplus happento bethe samewith regardto all commodities,
the genera rate of profits can be ascertained at aglance, in terms of acomparison of two quantities of
commaoditieswithout any need of atheory of value.

Starting from a critical account of Menger’s theory, Wieser thus arrived at a view of the problem of value
and distribution that bears acloseresemblanceto that of the classical economistsfromAdam Smithto
David Ricardo (and foreshadows elements of Sraffa’s analysis). Objectivist elements assume centre stage
and move subjectivist onesto the background. The questionis. why istherate of profitshigh (low) and
why arerea wages correspondingly low (high)?Hasthisanything to do with economic power, and if yes,
how? Clearly, marginal productivity theory cannot be applied in the case under consideration.

Wieser wasapparently perplexed by hisoriginal finding and wasnot clear how to go about it. It wasonly
later in hislifethat he (implicitly) distanced himself from marginaist theory, of which he had beenamagjor
architect. Thetheory, hefdt, neglected thea l-important e ement of power, which could not bereduced to
the power of consumersdirecting production. Asan expression of this, and of hiswider interests, he
expanded hisresearch areaand turned to sociol ogica and historico-philosophical questions. Under the
influenceinter alia of Max Weber and the French social psychologist Gustave Le Bon, author of The
Crowd: A Sudy of the Popular Mind ([1884] 2002), he began to investigate the changing tension
between power and liberty in the course of the devel opment of society and el aborated a sociol ogical
analysisof power, leadership and entrepreneurship. In 1910, he published Recht und Macht (Legidation
and power), and in 1926, Das Gesetz der Macht. His ideas about |eadership had a particularly deep
influence on hisformer student Schumpeter.

Whileinthepast, liberty and freedom were hard won against feudd rule, and liberty and power thusstood
ingtrict opposition to one another, in modern times anew determination of the two was needed. According
totheindividudisgtic doctrine, reflected in margindist economics, theindividua isin marked contrast, if not
opposition, to soci ety. Wieser was convinced that thisdoctrineinvolvesafundamental misconception that
can only be removed in terms of a “purified concept of Freedom” (Wieser 1910: VII). The allegedly
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felicific “unlimited freedom” does not exist. In order to realise the liberty that is possible, what is needed is
the “support of the historically well-tried and tested powers of liberty”, which, however, do not only
protect liberty, but aso pruneit.

What thenispower?Wieser rgected dl viewsthat focusattention exclusively onessily visblemanifetations
of power: the power of industry, of money, of the military, etc. In addition to these “external (&uf3ere)
powers”, he insisted, there are the much more important “internal (innere) powers”—the general
consciousness, the state of the mind, thelevel of education, the reliance on and trust in political and
economic leadersand so on (Wieser 1910: 6). Therel ationship between socid elitesand themassesis
based first and foremost on these internal powers. Wieser then put forward a number of “laws” that
characterise this relationship. The most important one is the “law of small numbers”, according to which
power is typically possessed by a small group of people, the “elite”, and not by large crowds. This law is
saidto beuniversally valid. The power of the elitederivesfromits control of the minds of people, their
thinking and feeling and the trust the followers have in their leaders. This constitutes the elite’s social
dominance (Wieser 1910: 12). At all times and everywhere, Wieser stressed, “leadership and obedience
are the basis of societal action” (1910: 31).

The “law of the small number of great [i.e. powerful] men” therefore stands in marked contrast to the “law
of the large number of small [i.e. powerless] men”, cherished by marginalist economists. Wieser variously
expressed doubtsasto the validity and usefulness of basic premises of marginalism. Herejected, for
exampl e, theideathat the preferences of agentsaregiven andimmutable, and inssted instead that they are
endogenousand at | east partly shaped by political and economicleaders. Hea so questioned theideathat
economic leadersare necessarily profit-maximising: similar to political |eadersthey are often concerned
with maximising thenumber of their followers, that is, their clientsand customers, and with establishinga

businessempireor dynasty. (Both viewsresonateinthewritingsof hisformer student Schumpeter.)

Against thisbackground, Wieser ing sted that the theory of thesocia contract ispurefiction. What matters
is the accordance between “what the people understand and what the selected minds are replete with.”
The desire of the latter “to be respected by the masses ... is the most sincere urge of the healthiest of
human sentiments” (1910: 33). A personal right to leadership is legitimised in terms of the “overall advantage”
brought about by leaders. These activate and shapethe mordity and need for achievement of apeopleand
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lead it to prevail in conflicts with other people. However, Wieser warned, “it would be a misconception to
seein strugglesonly violence, in heroism only brigandism, asfamous sociologistsdo! Theva uesof the
struggle are values that in history could not have been replaced by other things” (Wieser 1910: 46).
AlthoughWieser mentioned neither Ludwig Gumpl owicz nor Franz Oppenheimer, who had conceptudised
the State asacrestion of conquest and submission, hiscriticism appearsto have been directed a so a them.
The values, Wieser added, are themselves subject to change, “consequent upon changes in the technical
and other social dispositions” (1910: 75). Wieser advocated an evolutionary view of the process of social
maturation, inwhich mass psychol ogica elementsplay animportant role.

In Das Gesetz der Macht, Wieser deepened his sociology of power. The book isno easy read, not only
because of itslong-windedness and poor organisation, but a so because of itsoccasionaly grimrhetoric.
Wieser reiterated his conviction that internal power constitutes the “core of the phenomenon of power”.
Contrary to externa power it doesnot rely on force, violenceand coercion, but on persuasion, conviction
andtrust. Internal power can show ahigh degree of permanence, whereas external power isfrequently
short-lived. Therelationship between followers and |eaders can be stable and survive even substantia
drawbacks in economic and political life, because the followers’ belief in the ideas and values advocated
by theleaders are deep-rooted. Whilein some casesthe massesfollow their leadersdavishly, in other
casesthingsare more complex: theleader isableto give orientation to the thinking and behaviour of the
followers, but he cannot fully control and determine them. Wieser insisted that this power relationship
between leader and followers is the essence of the social process. He rejected Friedrich Nietzsche’s view
of the aspiring master man (Herrenmensch) as the bearer of the will to power, and argued instead: “The
bearer of the law of power ... is society with its tension between leader and mass” (1926: 11I).

Asregardstheethical quality of the power so concelved, Wieser stressed that it may beagood thing, but
that it can a so beabad thing. Peoplewill awaysbeledinoneway or another, but they can bemided, with
potentialy disastrouseffects. Thejudgement passed on theleadership of aking, apalitician or abusinessman
dependsonthethingsheachieved with the support of hisfollowers. Interestingly, Wieser boldly contended
that as society devel ops, external powers can be expected tolosein importance compared to internal
powers. This is reflected in another “law” Wieser advocated: the law of the gradual retreat of violence and
coercion—and this not long after the end of World War 1 and with World War 1l already casting its
shadows.
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12. Concludingremarks

The short recollection of theviewsof major socid scientists should have made clear thefollowing. Firdt,

power isubiquitousin socio-economic rel ationshi ps; the assumption that none of the agentshasany power
whatsoever cannot be sustained. Second, power cannot be neglected in economicsand e sawhere: ignoring
power will typically not lead to results of the analysisthat can be expected to be sufficiently closeto the
“true” properties of the object under consideration. While these properties cannot be known with certainty,

alowingfor theimpact of power will show significant deviationsfrom theresultsobtained by anandysis
that neglectspower. Third, there are many sources of power, and authorsfrom Hobbesto Russell have
attempted to classify them and identify theway they makethemselvesfelt. Inall cases, power impliesan
asymmetry between single agentsor groups of agentsor entire classesof people. What isto be understood
isthe power structure or network in agiven socio-economic system. Fourth, power hasmany faces: from
open violenceand coercion to quiet rule, control and domination. Fifth, authorsfrom SmithviaMarx and
Gramsci to Wieser stressed that in modern soci eties power typically walkson silent paws: it oftentriesto
avoidthelight and preferstowork in secrecy. Thefact that it isdifficult to discern must not, however, be
mistakenfor itsnon-existence. Sixth, in order to unrave itspresence, apartid anayssistypicaly not good
enough, but asystemic oneisrequired. Thishastotry to understand theworking of the system asawhole
and how it produces and reproduces power rel ationships. Seventh, and closely related, apurely static
analysiswill a'so not do, becausethe production and reproduction of power relationshipsisapart and
parce of the dynamic properties of the socio-economic system. Animportant aspect of thisaredifferent
forms of technical progressthat change the balance of power within and between social groups and
classes, that improvethe devicesto monitor, control and manipulate people, that displace workersand
replenish an army of the unempl oyed, that keepsthe aspirations of workersin check, and so on. Eighth,
power is embodied in social institutions, the law and political order, norms, both known and tacit, “rules of
the game” and the like, and it is supported by beliefs, interpretations, ideologies and theories that reinforce

it. Inorder to understand power, itsabodes and intellectual superstructure haveto beinvestigated. Ninth,
from an early time on, the powerful were keen to camouflage or make unseen their power and depict socia

conditionsthat could have been perceived asunjust as being natural and immutable. Thiswasdonein
termsof al kindsof devicesand resulted in aprotective belt justifying the given conditions. Inthisregard,
it was of great hel p to thosewho had power, and typically were better informed, that the dominated strata
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of society lacked theinformation, knowledge and understanding of thesituation and could easily be (mis)
led. The phenomenon of intellectua capture hasbeen described from early timesonwardsand recursinthe
writingsof mgor economists, including Adam Smith and Karl Marx. Tenth, understanding themechanisms
by means of which given power relationships are produced and reproduced also allowsoneto see, ina
dynamic setting, how they might erode and giveway to aredistribution of power and the establishment of
new power rel ationships amongst partly newly emerging socia groups and classes. Interestingly, both
Smith and Marx, amongst others, insisted on theimportance of the unintended consequences of self-
seeking behaviour, not least with regard to the problem of power.

We may concludeby saying that power isapervasive phenomenon in the economy and society, associated
with inequality of income, wealth, race, gender, information etc. If wealth ispower, asAdam Smith had
insisted, and if wealth is getting more and more concentrated, as has been the casein many countries
recently, an irreconcilable contradiction obtains between the democratic logic of “one voter, one vote” and
the market logic of “one Dollar, one vote”. Democracy is in danger of becoming an empty shell. Economic
policieshaveamplifiedif not precipitated thistrend. It ishightimefor economic policiestoreverseit.

Notes

Thisis a substantially revised version of the XXV Krishna Bharadwaj Memorial Lecture | gave at Jawaharlal
Nehru University (JNU), New Delhi, on March 3, 2017. An earlier version was given as the keynote lecture at the
14" conference of the Italian Association for the History of Economic Thought (AISPE) at the University of
Salento, Lecce, 28-30 April 2016. A slightly revised version of the former was then given as the Kunda Datar
Lecture at the Gokhale Institute of Politics and Economics (GIPE), Pune, on March 8, 2017. | am grateful to the
participantsin the three events for very useful discussions. | would like to express my gratitude to Professor C.P.
Chandrasekhar who kindly chaired the Krishna Bharadwaj Memorial Lecture and to Jayati Ghosh and her friends
who hosted my wife and me so well. Tony Aspromourgos, Amit Bhaduri, Christian Fleck, Christian Gehrke, Geoff
Harcourt, Peter Kalmbach, John King, Ulrich Krause, Fabio Petri and Richard Sturn kindly sent me valuable
comments and suggestions on earlier drafts of the paper. Any misconceptions in it are, of course, entirely my
responsibility. Smitha Francis edited the paper and greatly improved itsreadability.

1 Thesituation is quite different in the other social sciences, sociology and political science in particular, in which
power isan important analytical category. The Sonderweg economics hastaken in thisrespect is quite remarkable
and warrantsaspecial study, only elements of which can be provided here. An account of the history of economics,
in which the abandonment of the classical economists’ analyses, with power assuming centre stage, and the rise
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to dominance of marginalism, with power being marginalised, play an important role, is provided by Bharadwaj
(1976, 1989, 1990) and more recently by Kurz (2016d).

In oligopolistic competition, strategic behaviour plays a central role, and game theory provides the tools to deal
withit.

See also the contributions by Bartlett (1989), L ukes ([1974] 2005), who summarises some of the debates on power
in economics, Bowles and Gintis (2008), and Bhaduri (2016). In the German literature, several works have been
devoted to the theme under consideration. These include, in economics, Schneider and Watrin (1973), Berger and
Nutzinger (2008), Held, Kubon-Gilke and Sturn (2008), and, in sociol ogy, Popitz (1986).

The problems of basically all varieties of power, their use and abuse, played an important rolein philosophy and
literature since their beginnings. Here it sufficesto mention, in Europe, the writings of Plato and Aristotle and the
tragedies of Aeschylus, Sophocles and Euripides.

She summarised the history of economics in the following way: “The classical theory we refer to had its beginnings
in the works of William Petty in England and the Physiocrats in France. It advanced significantly through the
contribution of Adam Smith and David Ricardo and found its comprehensive developments through radical
reconstructionsin Karl Marx. The DSE [demand and supply economics] theories emerged in the third quarter of
the nineteenth century, around the 1870s, spearheaded by the writings of Jevons, Menger and Walras. They rose
to dominance eclipsing the classical approach not only for reasons of the logical and analytical hurdles the latter
theory met with, but also because of the unacceptability of its sharp theoretical positions stressing the conflict-
ridden dynamics of capitalist distribution and accumulation. The approach was prematurely abandoned and
was superseded even while the logical problems remained insufficiently explored and hence solved.” (Bharadwaj
1989: 1; emphasis added)

The cartoon by Will Dyson is reprinted in John Maynard Keynes’ A Tract on Monetary Reform (Keynes1971: 21).

Bartlett (1989: 4) writes: “Neoclassical economics, the dominant school in contemporary Western academia, has
had the very least to say about power.” This is so because markets are conceptualised in terms of voluntary,
bilateral trades, which would not be undertaken unless both parties benefited from them—reflecting the so-called
“double coincidence of wants”. While markets are seen to be the realm of liberty and (formal) equality, government
activities, which typically do not use theinstrument of voluntary contracts, are seen asthe realm of the exertion of
power. On thisview, see Milton Friedman (1962; chap. 1) and Alchian and Demsetz (1972).

There are notable exceptions to this. Frank Hahn, for example, advocated a kind of negative methodology by
insisting that only within the confines of general equilibrium theory defined by the axiomsupon which it reststhat
something precise can be said, whereas outside these confines things are not so clear. He also said that by setting
out precisely the conditions under which Adam Smith’s conjecture that a competitive economy would bring about
asort of social optimum, the main achievement of general equilibrium theory wasthe negative one of showing how
unlikely thiswould happen in practice. For a discussion of the epistemological status of a powerless economy, or
what he calls oeconomia pura, see Weise (2008). Weise stressesthe fact that, ironically, in economicsthe powerless
economy exerts aremarkable and actually quite disproportionate (compared to its realism) amount of power asa
point of reference.

For thefollowing, see Kurz and Salvadori (2004).
We shall see thisbelow in greater detail.

In Weber’s writings, especially in Wirtschaft und Gesellschaft ([ 1922] 1972), the concepts of power and domination
play a significant role in numerous contexts. He discussed, for example, the distribution of power amongst the
different ranks of peoplein Italiantownsin the middle ages, the power of guildsin that age, the power assumed by
bureaucracies in modern times, the power of the Roman Catholic Church, and the “power of capital”.

Jessop (2012: 3) speaks of power relations “as manifestations of a specific mode or configuration of class domination
rather than as a purely interpersonal phenomenon lacking deeper foundations in the social structure.”
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Some interpreters claim that general equilibrium theory simply formalised Adam Smith’s view. However, as we shall
see, this can hardly be sustained vis-a-vis, for example, Smith’s view of the social embeddedness of agents and the
shaping of their needs and wants by the social strata to which they belong. In the tradition of Aristotle’s zoon
politicon (aghii d1eedééli), individuals are seen as social beings whose motivations, aspirations, capabilities and
so on are largely shaped by society or the milieu from which they come. In short, society exists prior to and
independently of single individuals.

Francis Bacon had famously stated “scientia potestas est” and had advocated the use of knowledge in the interest
of improving mankind’s lot.

In this context, see also Krause (2008), who discusses collective dynamicswith distributed information and insists
on the importance of networks.

With multi-product firms, which are the normal case, the power or influence of a business leader could be
conceptualised as some weighted average of these product-specific powers.

For example, in the past, the horse was an indispensable means of transport in many countries and its services
were used directly or indirectly in the production of many, if not all, commodities. Today thisis no longer so:
horses are no longer basic products, but non-basic ones. The invention of cars, trucks and railways has relegated
horses to the status of a non-basic good.

Another influential and much earlier author was Niccolo Machiavelli (1469-1527), whose book 11 Principe (The
Prince) was published posthumously in 1534. It was read and commented upon by many economists, including
Adam Smith.

As we shall see below, this concept finds an echo in Smith’s concept of “labour commanded”.
For thefollowing, seeaso Kurz and Sturn (2013) and Kurz (20163).

We only mention in passing that Smith, the moral philosopher, was convinced that the acquisition of power and
riches does not keep the promises man associates with them. He insisted: “Power and riches ... keep off the
summer shower, not the winter storm, but leave [ man] always as much, and sometimes more, exposed than before
to anxiety, to fear, and to sorrow; to diseases, to danger, and to death.” (TMS: 302) He added: “And it is well that
nature imposes upon us in this manner. It is this deception which arouses and keeps in continual motion the
industry of mankind.” (TMS: 303)

A due regard for the role of economic power and the institutional constraints on the use of it would necessitate
also a thorough investigation of the hierarchical organisation of the division of labour in the factory along the
lines presented in Section 3. Smith was aware of the power structure relating master and workmen. See in this
context also Marglin (1974). Smith’s master-workman dialectic recurs prominently in Georg Wilhelm Friedrich
Hegel’s Phanomenologie des Geistes, originally published in 1807. In the chapter on self-consciousness (Hegel
[1807] 1979: chap. IV.B), Hegel providesadialectic anaysisof the rel ationship between master and dave (Herr und
Knecht), focusing on the involved “one-sided and unequal recognition” (einseitiges und ungleiches Anerkennen).
Hegel’s argument was an important starting point of Marx’s treatment of class relations in bourgeois society. Axel
Honneth (1992) elaborated on the concept of recognition.

See also the related concepts of the integrated wage-commodity sector and the profit function in Garegnani (1984).
Sraffa normalises the system by taking total employment as equal to unity.

Smith’s view is in marked contrast to Milton Friedman’s, according to which the absence of overt coercion implies
the absence of power; see Friedman (1962).

While general equilibrium theorists often prided themselves with having accomplished what Adam Smith had
intended, but failed to do because of alack of the necessary mathematical toolsat hispossession (see, for example,
Arrow and Hahn 1971: 1-2), they typically put to one side the aspects of Smith’s analysis mentioned above. The
recent financial crisisled thelate Kenneth Arrow to some self-criticism. In aflyer announcing atalk he gave at the
Austrian Central Bank on 22 October 2013, he stated: “A key factor in the organization of the economy is the set
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of beliefsthat people have about each other. They change those beliefs by searching, by computing, by analyzing,
and when looked at properly, this gives rise to some considerable anomalies when compared with the standard
theories that | and many others have developed. So in some sense, I’'m finding some difficulty with work I’ve done
in the past.” Interestingly, while Arrow admitted the importance of the formation of beliefs, he refrained from
explicitly mentioning the role of power, informational advantage, intentional mal- or misinformation etc. in this
context.

For amore general formulation that includes al so the use of scarce natural resources, see Sraffa (1960: chap. X1)
and Kurz and Salvadori (1995: chap. 10).

Because of incessant attempts of firmsto restrict competition, Smith would havein all probability received with
disbelief Bohm-Bawerk’s view (see Section 9 below) that it is legitimate to start from the assumption of perfect
competition.

A modification of the equation giving natural pricesallowing for different profit ratesin different industriesisclose
at hand.

Thelndian scholar Dadabhai Naoroji (1901) titled one of hisbooks aptly Poverty and Un-British Rulein India: he
accused the British of teaching free trade, the rule of law and the separation of political power and wealth, but
practising the opposite.

Alas, like other authors, Smith too suffered greatly from misrepresentation by both friend and foe, frequently
turning his messages upside down. Contrary to a widespread view, he was decidedly not of the opinion that
selfishness was all that was needed to bring about a good and prosperous society. This was the doctrine of
Bernard Mandeville, which Smith found erroneous on each and every count.

A measure of power alternative to Smith’s is, of course, Karl Marx’s concept of the rate of surplus value or
“exploitation”. See Garegnani (1984).

On Ricardo’s economic doctrines, their geneses and content, see Sraffa (1951), Kurz (2006) and King (2013a).
For amore detailed discussion, the reader might wish to consult Kurz (2015, 2016b) and Kurz and Salvadori (2015).

Ricardo was clear that real wages may (and in the course of the development of the economy will) exceed what is
absolutely necessary for workers and their familiesto sustain life; workers may participate in the sharing out of the
socia surplus. Here we set aside for simplicity of this aspect and assume that real wagesintheir entirety are a part
of necessary physical costs of production. On the surplus approach of the classical economists, see also Garegnani
(1987).

For a brief discussion of Ricardo’s pamphlet on Protection to Agriculture published in 1822, which dealswith the
problem under consideration, see King (2013a: 91-3), who also draws the attention to a few letters that have been
discovered since the publication of Sraffa’s edition of Ricardo’s Works and that are pertinent in the present
context.

Vis-a-vis statements like this, it comes as no surprise that the landed gentry was hostile towards Ricardo; see
expressions of Ricardo’s anticipation in this regard and his expectation to be exposed to “all the charges and
vituperation of the landed gentlemen against me” (Works1X: 262; seealso X: 349). Landlords, he also argued, had
a permanent interest in restricting trade in corn and other agricultural products, whereas the manufacturers’
interest in protecting their business was only temporary.

It deservesto be mentioned that Nicholas Kaldor, inspired by Ricardo, took the repeal of the Corn Lawsin 1846 to
exemplify the compensation criterion he suggested as a solution to the problem in welfare theory that policy
measures typically have gainers and losers. According to Ricardo’s above argument, landlords benefiting from the
Corn Laws could not compensate workers and capitalists, because their gainsin physical termswere smaller than
the losses incurred by the other classes of society.

Smith’s above idea was developed by Anonymous (1821) and recurs in Piero Sraffa’s papers and notes drafted in
thelate 1920s and early 1930s, which eventually led to his 1960 book (see Kurz 2012). In the perspective assumed,
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the claims of the different parties to the product resided in their power to threaten society by “withdrawing” their
productive resources. Workers have to be paid, Smith stressed, at least a real wage that allows their “race” to
reproduce itself. In case of alack of alternatives to the use of their land, landowners, Sraffa surmised, have to be
paid a zero rent if their land is not scarce. To capitalists interest (profits) has to be paid, Sraffa argued at the time—
againin accordance with Smith, in order to prevent capitalistsfrom withdrawing their circulating capital (including
the wear and tear of fixed capital), thus thwarting the “self-replacement” of the economy.

Marglin also emphasised that under the Soviet variant of socialism, “no less than under feudalism and capitalism,
the primary determinant of basic choices with respect to the organization of production has not been technology
—exogenous and inexorable — but the exercise of power — endogenous and resistible.” (1974: 112)

Isaac (1987: 96) expressed a similar view: “Rather than A getting B to do something B would not otherwise do,
socia relationships of power typically involve both A and B doing what they ordinarily do.” What matters are
reciprocal attitudes and practices rather than singular impositions of one person’s will upon some other person. It
therefore comes as a surprise that Jessop (2012: 4) would write: “Marxists are interested in the first instance in
power as capabilities rather than as the actualization of such capabilities.”

Seetherefore, among others, | saac (1987), L ukes (2005) and Jessop (2007, 2012).
For a summary account of Marx’s contributions and the sources he tapped, see Faccarello, Gehrke and Kurz (2016).

Compare this, for example, with Adam Smith’s discussion of the gradual demise of the feudal and the rise of the
capitalist class—*a revolution of the greatest importance ... brought about by two different orders of people
[landlords on the one hand and merchants and artificers on the other], who had not the least intention to serve the
publick’ (WN 111.iv.17); or his explanation of the decline of the clergy in the course of economic development.

Marx studied also other forms, including, for example, what later became known as “Harrod-neutral technical
progress”, but he appears to have been convinced that the mechanisation of production involves an increase in
labour productivity, but isaccompani ed by agrowing capital-to-output ratio, viz. afalling maximum rate of profits.
SeeKurz(2013: 103).

This is another expression of Smith’s measure of power in terms of the difference between labour commanded and
labour embodied.

Richard Goodwin (1967) elaborated a mathematical model of Marx’s view of the endogenous reproduction of
unemployment and of the cyclical character of capitalist development. He did so in terms of a variant of the
predator-prey model, known in biology, with capitalists analogous to predators and workers to prey.

For a critical account of Hilferding’s treatise, see Kurz (2011).

The German economist Erich Preiser (1970) adopted Kalecki’s concept in a paper on economic growth and income
distribution, but it remains somewhat unclear what determines what Preiser also called a “quasi monopoly”; see on
this Kalmbach (2008).

Interestingly, Kalecki and Kowalik (1971) were of the opinion that a “crucial reform” of capitalism after World War
Il caused by a strengthening of workers and their trade unions and political parties stabilised the system and led
toamore equal and fair distribution of income. Ironically, they advocated this view at the beginning of the decade
inwhich the Golden Agein Europe after the war was coming to an end and Margaret Thatcher and Ronald Reagan
were about to riseto political power inthe UK and the USA. King (2013b: 2) commented on the untimely account:
“*The owl of Minerva spreads its wings at dusk’. Or so Hegel believed. In plain English: you only find out what’s
going on when it’s about to stop.”

The kibbutzim movement was strongly influenced by Oppenheimer’s ideas (see Barkai 1996).

The institutional arrangements under which this would work out smoothly and avoid the “tragedy of the commons”
are touched upon in some of the writings, but frequently they are sidestepped.

Prior to Oppenheimer, Ludwig Gumplowicz, one of the founders of sociology in Europe, had advocated asimilar
view of the origin of the state.
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5 As we have seen above, the land-centred view of power resonates also in Bertrand Russell’s work.

% The American edition published by the Ludwig von Mises Ingtitute translates the title somewhat misleadingly as
“Control or Economic Law” (Béhm-Bawerk 2010); in fact the translation of the essay is not always reliable. Here,
the trandlations of passages from it are mine.

% Prior to Bohm-Bawerk, Maffeo Pantaleoni (1898: 185) had posited: “monopoly prices are prices which it is known
cannot be kept up, ... and they soon bring on a period of overcrowded competition.” He also stressed (p. 191):
“Economics appears substantially as a science of voluntary and therefore of peaceful settlements.” The axiom of
“egoistic hedonism”, he inferred (p. 195), “precludes the possibility of speaking of strong and weak” or, in the
terminology used here, of powerful and powerless.

57 Onthetreatment of power by institutionalist authors, see Samuels (1979) and Dugger (1980). See also thewritings
of John Kenneth Galbraith (in particular, 1952 and 1983).

%8 For the following, see also Kalmbach (2008: 88-91). For a discussion of how Joan Robinson’s The Economics of
Imperfect Competition (1933) relates to Pigou’s concept of exploitation, see Flatau (2001).

% |t deserves to be mentioned, however, that the representatives of the ordoliberal or “Freiburg school” (named
after the German university town), and especially Walter Eucken, were very much concerned with the role of power
in the economy and society. This is hardly surprising, given their experience with Hitler’s dictatorship and learning
about Stalinism. Their goal after World War 11 was the establishment of a durable and well-functioning socio-
economic order that combined individual freedom with social justice and sought to reconcil e conflicting interests.
Competition and social welfare politics were the supporting pillars of the sought order—a “mixed system” or
“social market economy”.

Refer ences

Alchian, A. and Demsetz, H. (1972). Production, information costs and economic organization, American
Economic Review, 62: 777-795.

Anonymous (1821). An Inquiry into those Principles Respecting the Nature of Demand and the Necessity
of Consumption, Lately Advocated by Mr Malthus, from which it is Concluded, that Taxation and the
Maintenance of Unproductive Consumers can be Conducive to the Progress of Wealth, London: R.
Hunter.

Arrow, K.J. and Debreu, G (1954). Existence of an equilibrium for acompetitive economy, Econometrica,
22: 265-90.

Arrow, K.J. and Hahn, F.H. (1971). General Competitive Analysis, San Francisco: Holden-Day.

Barkai, H. (1996). Oppenheimer and the Zionist resettlement of Palestine: The Genossenschaft versus the
collective settlement, in V. Caspari and B. Schefold (eds), Franz Oppenhei mer und Adolph Lowe, Marburg:
Metropolis, pp. 17-63.

62



THE IDEAS WORKING PAPER SERIES I 0/2016

Bartlett, R. (1989). Economics and Power: An Inquiry into Human Relations and Markets, Cambridge:
Cambridge University Press.

Berger, J. and Nutzinger H.G. (eds) (2008). Macht oder ékonomisches Gesetz, in Jahrbuch fiir Okonomie
und Gesellschaft, 21, Marburg: Metropalis.

Bhaduri, A. (2016). On democracy, corporations and inequality, Economic and Political Weekly, 51(13),
March 26.

Bharadwaj, K. (1976). Classical Palitical Economy and the Rise to Dominance of Supply and Demand
Theory, Dutt Lectures, Calcutta: Orient Longman. 2™ revised edition 1986.

Bharadwaj, K. (1989). Themesin Value and Distribution. Classical Theory Reappraised, London: Unwin
Hyman.

Bharadwaj, K. (1990). Sraffa’s return to classical theory, in K. Bharadwaj and B. Schefold (eds) (1990), pp.
53-81.

Bharadwaj, K. and Schefold, B. (eds) (1990). Essays on Piero Sraffa. Critical Perspectives on the
Revival of Classical Theory, London: Unwin Hyman.

Bohm-Bawerk, E.v. (1914). Macht oder 6konomisches Gesetz, Zeitschrift fir Volkswirtschaft, Social politik
und Verwaltung, 23: 205-271.

Bohm-Bawerk, E. v. (2010). Control or Economic Law, trandation of Béhm-Bawerk (1914) by J.R. Mez,
Auburn: Ludwig von MisesInstitute.

Bowles, S. and Gintis, H. (2008). Power. In The New Palgrave Dictionary of Economics, 2nd ed., edited
by S.N. Durlauf and L.E. Blume, London: Macmillan, pp. 565-570.

Clark, J.M. (1918). Economics and modern psychology, Journal of Political Economy, 26(1): 1-30.
Dahl, R.A. (1957). The concept of power, Behavioral Science, 2(3): 201-215.

Dugger, W.M. (1980). Power: An institutional framework of analysis, Journal of Economic Issues, 14(4):
897-907.

Faccarello, G, Gehrke, C. and Kurz, H.D. (2016). Karl Heinrich Marx (1818-1883), in G. Faccarello and
H.D. Kurz (eds), Handbook on the History of Economic Analysis, Vol. 1, Cheltenham and Northampton:
Edward Elgar, pp. 211-233.

Flatau, P. (2001). Some reflections on the “Pigou-Robinson” theory of exploitation, History of Economics
Review, 33(1): 1-16.

Friedman, M. (1962). Capitalism and Freedom, Chicago: University of Chicago Press.

Galbraith, J.K. (1952). American Capitalism: The Concept of Countervailing Power, Boston: Houghton
Mifflin.

Galbraith, J.K. (1983). The Anatomy of Power, Boston: Houghton Mifflin.

Garegnani, P. (1984). Value and distribution in the classical economists and Marx, Oxford Economic Papers,
36(2): 291-325.

Garegnani, P. (1987). Surplus approach to value and distribution. In The New Palgrave, edited by J. Eatwell,
M. Milgate and P. Newman, Vol. 4, London: Macmillan, pp. 560-576.

63



THE IDEAS WORKING PAPER SERIES I 0/2016

Garegnani, P. (1970). Heterogeneous capital, the production function, and thetheory of distribution, Review
of Economic Sudies, 73(3): 407-436.

George, H. (1879). Progress and Poverty, New York: Appleton and Company.

Goodwin, R. M. (1967). A growth cycle, in C. H. Feinstein (ed.), Socialism, Capitalism and Economic
Growth. Essays presented to Maurice Dobb, Cambridge: Cambridge University Press, pp. 54-58.

Gossen, H.H. ([1854] 1983). Entwickelung der Gesetze des menschlichen Verkehrs, und der daraus
fliefRenden Regeln fiir menschliches Handeln, Braunschweig. English trandlation as The Laws of Human
Relations and the Rules of Human Action Derived Therefrom, edited and introduced by N. Georgescu-
Roegen, Cambridge, MA: The MIT Press.

Gramsci, A. (1971). Selections from the Prison Notebooks of Antonio Gramsci, New York: International
Publishers.

Harcourt, GC. (1972). Some Cambridge Controversiesin the Theory of Capital, Cambridge: Cambridge
University Press.

Hayek, F.A. ([1979] 1982). The Political Order of a Free People, first published in1979. Reprinted in Law,
Legislation and Liberty. London: Routledge.

Hegel, GW.F. ([1807] 1979). Phanomenologie des Geistes, Theorie Werkausgabe, Vol. 3, Frankfurt
Suhrkamp.

Held, M., Kubon-Gilke, G and__Sturn, R. (eds). Macht in der Okonomie, Jahrbuch Normative und
institutionelle Grundfragen der Okonomik, Vol. 7, Marburg: Metropalis.

Hilferding, R. (1910). Das Finanzkapital. Eine Sudie zur jiingsten Entwicklung des Kapitalismus,
Vienna: Verlag der Wiener Volksbuchhandlung Ignaz Brand & Co.

Hobbes, T. (1651). Leviathan or the Matter, Forme, & Power of a Common-wealth Ecclesiasticall and
Civill, London: Andrew Crooke. Cited after the version prepared by Rod Hay for the McMaster University
Archive of the History of Economic Thought.

Honneth, A. (1992). Kampf um Anerkennung. Zur moralischen Grammatik sozialer Konflikte, Frankfurt:
Suhrkamp.

Isaac, J. C. (1987). Power and Marxist Theory: A Realist View, Ithaca: Cornell University Press.
Jessop, B. (2007). Sate Power: A Srategic-Relational Approach, Cambridge: Polity Press.

Jessop, B. (2012). Marxist approaches to power, in E. Amenta, K. Nash and A. Scott (eds), The Wiley-
Blackwell Companion to Political Sociology, Oxford: Basil Blackwell, pp. 3-14.

Kalecki, M. (1939). Essays in the Theory of Economic Fluctuations, London: Allen & Unwin.
Kalecki, M. (1943). Political aspects of full employment, Political Quarterly, 14(4): 322-31.
Kalecki, M. (1971). Class struggle and the distribution of national income, Kyklos, 24(1): 1-9.

Kalecki, M. (1954). Theory of Economic Dynamics: An Essay on Cyclical and Long-run Changes in
Capitalist Economy. London: Allen & Unwin.

Kalecki, M., and Kowalik, T. (1971). Observations on the “crucial reform”, Politica ed Economica, 2-3:
190-6. Reprinted in J. Osiatynski (ed.), Collected Works of Michal Kalecki, Vol. |, Capitalism, Business
Cycles and Full Employment, Oxford: Clarendon Press 1990, pp. 466-476.



THE IDEAS WORKING PAPER SERIES I 0/2016

Kalmbach, P. (2008). Anmerkungen zum Verhaltnis von Macht und 6konomischem Gesetz, in J. Berger and
H.G. Nutzinger (eds), Macht oder tkonomisches Gesetz, Jahrbuch fir Okonomie und Gesellschaft,
21:83-102.

Keynes, J. M. (1971). A Tract on Monetary Reform, 1% edition 1923. Reprinted in The Collected Writings
of John Maynard Keynes, Vol. IV, London: Macmillan.

King, J. (2013a). David Ricardo, London: Palgrave Macmillan.
King, J. (2013b). Whatever happened to the “crucial reform”?, manuscript, Melbourne, La Trobe University.

Knight, F.H. ([1934] 1982). Social science and the political trend. In Freedom and Reform. Essays in
Economic and Social Philosophy, Liberty Press.

Krause, U. (2008). Kollektive Dynamik bei verteilter Information. In Berger and Nutzinger (eds), pp. 105—
19.

Kurz, H.D. (1996). Franz Oppenheimer und das Problem der “Bodensperrung”, in' V. Caspari and B. Schefold
(eds), Franz Oppenheimer und Adolph Lowe, Marburg: Metropolis, pp. 65-120.

Kurz, H.D. (2006). David Ricardo, inH.D. Kurz and C. Gehrke (eds), David Ricardo. Uber die Grundsétze
der Politischen Okonomie und Besteuerung, Marburg: Metropolis, pp. Xi-Ixx.

Kurz, H.D. (2011). Einhundert Jahre Rudolf Hilferdings Das Finanzkapital, in G. Chaloupek, H.D. Kurz
and W. Smaldone (eds), Rudolf Hilferding: Finanzkapital und organisierter Kapitalismus, Vienna:
Leykam, pp. 9-50.

Kurz, H.D. (2012). Don’t treat to ill my Piero! Interpreting Sraffa’s papers, Cambridge Journal of
Economics, 36: 1535-1569.

Kurz, H.D. (2013). Das Problem der nichtintendierten K onsequenzen. Zur Politischen Okonomie von Karl
Marx, Marx-Engels-Jahrbuch 2012/13, Berlin: Akademie Verlag, pp. 75-112.

Kurz, H.D. (2015). David Ricardo on the art of “elucidating economic principles” in the face of a “labyrinth
of difficulties”, European Journal of the History of Economic Thought, 22(5): 818-851.

Kurz, H.D. (2016a). Adam Smith on markets, competition and violations of natural liberty, Cambridge
Journal of Economics, 40(2): 615-638.

Kurz, H.D. (2016b). David Ricardo (1772-1823), in G Faccarello and H.D. Kurz (eds), Handbook on the
History of Economic Analysis, Volume I, Cheltenham and Northampton: Edward Elgar, pp. 120-143.

Kurz, H.D. (2016c). German and Austrian schools, in G. Faccarello and H.D. Kurz (eds), Handbook on
the History of Economic Analysis, Volume Il, Cheltenham and Northampton: Edward Elgar, pp. 252-273.

Kurz, H.D. (2016d). Economic Thought: A Brief History, New York: ColumbiaUniversity Press. Paperback
edition 2017.

Kurz, H.D. and Salvadori, N. (1995). Theory of Production: A Long-Period Analysis, Cambridge:
Cambridge University Press. Revised paperback edition 1997.

Kurz, H.D. and Salvadori, N. (2004). Von Neumann, the Classical economists and Arrow-Debreu: some
notes, Acta Oeconomica, 54(1): 39-62.

Kurz, H.D. and Salvadori, N. (eds) (2015). The Elgar Companion to David Ricardo, Cheltenham and
Northampton: Edward Elgar.

65



THE IDEAS WORKING PAPER SERIES I 0/2016

Kurz, H.D. and Sturn, R. (2013). Die grofdten Okonomen: Adam Smith, Konstanz: UVK.

Le Bon, G (2002). The Crowd: A Sudy of the Popular Mind, English translation of the French original,
Mineolo, NY: Dover Publications.

Lukes, S. (2005). Power: A Radical View, 2" edn, Basingstoke: Palgrave Macmillan.

Marglin, S. (1974). What do bosses do? The origins and functions of hierarchy in capitalist production,
Review of Radical Political Economics, 6: 60-112.

Marx, K. (1939-1941). Grundrisse der Kritik der politischen Okonomie, first published in 1939-1941,
photomechanical reprint Berlin: Dietz Verlag, 1953. Here quoted after itsreprintin MEGA? 11/1.

Marx, K. (1867). Das Kapital. Kritik der Politischen Okonomie, Hamburg: Otto MeiRner. Reprint of the
first editionin MEGAZ?11/5, Berlin: Dietz Verlag 1983, and of the fourth edition, edited by Friedrich Engels
(1890), in MEGAZ?11/10, Berlin: Dietz Verlag 1991.

Marx, K. (1954). Capital, Vol. |, London: Lawrence & Wishart. (Translation of the fourth German edition,
edited by Friedrich Engelsin 1890.)

Marx, K. (1959). Capital, Vol. 111, London: Lawrence & Wishart. (Edited by Friedrich Engels.)

Marx, K. and Engels, F. ([1945] 1976). The German |deology, Moscow: Progress Publishers. (Originally
published in German in 1845 as Die deutsche Ideol ogie.)

McKenzie, L.W. (1981). The classical theorem on the existence of competitive equilibrium, Econometrica,
49(3): 819-41.

MEGA? — Marx, K. and Engels, F. (1976-2012). Gesamtausgabe (MEGA), International Marx-Engels
Foundation (IMES) (ed.). Second department: “Das Kapital’ und Vorarbeiten, 15 volumesin 23 separate
parts, 1976-2012, several editors, Berlin: Akademie Verlag. http://www.oldenbourg-verlag.de/akademie-
verlag/marx-engel s-gesamtausgabe. In the text referred to as MEGA?2, volume number, part number, page
number.

Minsky, H. (1986). Sabilizing an Unstable Economy. New Haven: Yale University Press.
Naorodji, D. (1901). Poverty and Un-British Rule in India. London: Swan, Sonnenschein & Co.

Nell, E.J. (2018). Progress and Poverty in Economics. Henry George and How Growth in Real Estate
Contributes to Inequality and Financial Instability. New York: Wapner-Truitt.

Opocher, A. and Steedman, I. (2015). Full Industry Equilibrium. A Theory of the Industrial Long Run.
Cambridge: Cambridge University Press.

Oppenheimer, F. (1914). The Sate. Its History and Development Viewed Sociologically. New York:
Vanguard Press.

Pantaleoni, M. (1898). An attempt to analyse the concepts of “strong and weak” in their economic connection,
Economic Journal, 8(30): 183-205.

Pigou, A.C. (1920). The Economics of Welfare, London: Macmillan.
Popitz, H. (1986). Phanomene der Macht, Tubingen: Mohr Siebeck. 2" enlarged ed. 1992.

Preiser, E. ([1948] 1952). Property and power in thetheory of distribution, International Economic Papers,
2:206-220. Originally published in German in 1948; English version reprinted in Rothschild (1971).

Preiser, E. (1970). Wachstum und Einkommensverteilung. 3 ed. Heidel berg: Carl Winter Universitétsverlag.

66



THE IDEAS WORKING PAPER SERIES I 0/2016

Reinert, E.S., Ghosh, J. and Kattel, R. (eds) (2016). Handbook of Alternative Theories of Economic
Devel opment. Cheltenham and Northampton: Edward Elgar.

Ricardo, D. (1951-1973). The Wobrks and Correspondence of David Ricardo, 11 volumes, edited by P.
Sraffawith the collaboration of M. H. Dobb, Cambridge: Cambridge University Press. In the text referred
to as Works, volume number and page number.

Robinson, J. (1933). The Economics of I mperfect Competition, London: Macmillan.
Rothbard, M. (1970). Power and Market, Princeton, NJ: D. Van Nostrand.

Rothschild, K.W. (ed.) (1971). Power in Economics, in Penguin Modern Economics Readings,
Harmondsworth: Penguin BooksLtd.

Rothschild, K.W. (2002). The absence of power in contemporary economic theory, Journal of Socio-
Economics, 31: 433-42.

Russell, B. (1938). Power: A New Social Analysis, London: Allen & Unwin.

Russell, B. (1967-1969). The Autobiography of Bertrand Russell, there volumes, London: GeorgeAllen &
Unwin.

Russell, B. (2009). The Basic Writings of Bertrand Russell, ed. by R.E. Egner and L.E. Denonn, with an
introduction by J.G Slater, London and New York: Routledge. First published 1961 by George Allen &
Unwin, London.

Salvadori, N. and Signorino, R. (2013). The classical notion of competition revisited, History of Political
Economy, 45(1): 149-75.

Samuels, W.J. (1973). Adam Smith and the economy as a system of power, Review of Social Economy,
31(2): 123-37.

Samuels, W.J. (ed.) (1979). The Economy as a System of Power, New Brunswick, NJ: Transaction Books.

Schneider, H.K. and Watrin, C. (eds) (1973). Macht und tkonomisches Gesetz, Schriften des Vereins fir
Socialpolitik, new series, Vol. 74/11, Berlin: Duncker & Humblot.

Schumpeter, J.A. (1934). The Theory of Economic Development, translation of the second substantially
revised and shortened German edition (1% ed. 1912), Cambridge: Harvard University Press.

Simon, H.A. (1957). Models of Man, New York: Wiley.

Smith, A. (1969 [1759]). The Theory of Moral Sentiments, 1% edn 1759, 6" edn 1790, with an introduction
by E.G Wes<t, Liberty Classics: Indianapolis.

Smith, A. ([1776] 1976). An Inquiry into the Nature and Causes of the Wealth of Nations, 2 volumes. In
R.H. Campbell and A.S. Skinner (eds.), The Glasgow Edition of the Works and Correspondence of
Adam Smith. Oxford: Oxford University Press.

Sraffa, P. (1951). Introduction, in Ricardo, D. (1951-73), Works |, pp. xiii—Ixii.

Sraffa, P. (1960). Production of Commodities by Means of Commodities. Cambridge: Cambridge University
Press.

Starrett, D. (1978). Market all ocations of location choicein amodel with free mobility, Journal of Economic
Theory, 17: 21-37.

67



THE IDEAS WORKING PAPER SERIES I 0/2016

Steuart, Sir James ([1767] 1966). An Inquiry into the Principles of Political Oeconomy, in two volumes,
edited and with an introduction by A.S. Skinner, Edinburgh and London: Oliver & Bond.

Stolzmann, R. (1896). Die soziale Kategoriein der Volkswirthschaftslehre, Berlin: Puttkamer & M uhlbrecht.
Tugan-Baranowsky, M. (1913). Soziale Theorie der Verteilung, Berlin and Heidelberg: Springer.

Veblen, T. (1899). The Theory of the Leisure Class, New York: Macmillan.

Veblen, T. (1904). The Theory of Business Enterprise, New York: Scribner.

Weber, M. ([1922] 1972). Wirtschaft und Gesellschaft, 5" ed., Tubingen: Mohr. (1% ed. in Grundrif3 der
Sozial6konomik, Part I11, Tubingen: J.C.B. Mohr (Paul Siebeck).

Weise, P. (2008). Machtlosigkeit als Referenzzustand. In Berger and Nutzinger (eds), pp. 63— 81.

Wieser, F.v. (1884). Uber den Ursprung und die Hauptgesetze des wirthschaftlichen Werthes, Wien:
Alfred Holder.

Wieser, F.v. (1889). Der naturliche Werth, Wien: Alfred Holder. English translation as Natural Value
(1893).

Wieser, F.v. (1910). Recht und Macht, Leipzig: Duncker & Humblot.
Wieser, F.v. (1926). Das Gesetz der Macht, Vienna: Julius Springer.

68



