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\Omw 0m }w;Bown curious and _vmmwnm Ecmonw in the swohw range of economic %osmwn,m ;.&,5 :
Boaoa that ‘Ricardo did not get beyond the “labor ‘theory ” :of value,~curious because it has persisted

v

;..mo. : Moum,“ wwm&nm because it.appears again and again in mwm‘@mm@ ‘of .contemporary economic- historians -

- H.Am& Marx, as is well known, was the author of nEw popular misconception ; but Marx cannot
Hb.vwo.,vv. held responsible for its contifiued" propagation. - Devoting his attention: mainly to the first three
“sections of Ricardo’s chapter on‘ Value, and ' making the  utmost of some verbal- ,Bmoocwmomowv. Marx
erected his famous theory, with its corollaries of “ surplus value ” and “exploitation of labor,” to wit}
AL 008809.0\ ‘has a value because it is a crystallization of monH_;.Mwmow..‘.........mewno.wmﬂu\m values of
o ‘nogn_;o&ﬂam are-determined by the respective, quantities or mBonﬁm_om. Nm.voﬁ”éoﬂwﬂ@ up, HmMmNomw .,HmWoa,

i B_.w.,nwWB.cu Marx ,Ewna y. ignored or -misunderstood: the @wSm.nwwﬁmd demonstration -which .mﬁom.wao,
L ..‘_,ommn&vwE his third; fourth- and fifth sections, :-that’ gw;&@wﬁﬁ.@c&ﬁ% of Jabor *must be ooum&mwm&_

. _\..?wOaw.w. .WWQ_ ,_oowmamnmﬁom.,é?_nw he. o,m<m.“«wﬂo,, it S.mm_ not w‘mmm@swﬁmv 5 that mNoWwaww, : e.&ﬁa, 1S Q..,mm.mﬁm& :

dwmon ,Bmogmq__msa_m QE\NE@. omvnmw is' used” ;.

N by “the: quantity. of labor B..,m.»ﬁm,«omw?_m\nmmmmmow‘ .,.m.onxmaau

i - . -

m,ba wﬂ,.mcwﬂw@w.ﬁ&mﬂ ,«moow.m.mmmw n.umo&,,dﬁmww,,_ i e ._._Srmwmw\n,. onca) nmC..‘.‘Brmd.vanono&m&. under nmum-,.
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of’ Rieardo’s Value _H.mmoww.
tafistic. conditions. ~ Marx &mw.mo.m&& the: wﬂmho of " fnterest in cost of @noaﬁaﬁos. - whereas Ricardo
specifically included « profit,” which In his analysis' embraces’ interest. It i our purpose to @Hnom this

phase of Ricardo’s theory in as clear a light as the limitations of space will permit.

. Before mnoomwaﬁo. with that task, however, we have to note, with not a little dismay, that
dnw misconstruction placed upon the Ricardian theory by Marx has- @muﬂmmwmm the work of econemic
historians down to our own day. - Ingram, for example;. makes the amazing assertion -that “ Ricardo
constantly takes. no notice’ of capital, mentioning labor alone:in his statement of this @nbn@o; {(value) X
Professor O&@ accepting the conventional interpretation: of Ricardo without analysis; Temarks cavalierly~
“ Confronted. with this terrible question (valwe) his: vigorous spirit has not been more successful tham
his predecessors:’~ The latest historian puts: at least one foot into the frap : Professor Haney says of
Ricardo’s theory, “ The gﬁm@a@nmcmm expenses: are substantially proportionate: to the guantity of labor
He usess ‘Fhe payment of interest of different rates causes an almost negligible variation.” + Haney
passes too hastily over this swbject; for if the introduction of capital injects ever so slight an influence
on relative values in the form. of interest expense, we are confronted logically with a  complete memw.
down of the pure labor theory~  The theoretical . significance’ _of. Ricardo’s ‘“compensation for time”
ought not to be obscured by saying that its @:mmanmﬁu\o effect is negligible. And as a matter of
fact the effect of Hﬁomao s E.H@oﬁo? Om interest m.éo costs is' not’ @amsﬁﬁmnzoq negligible; as we mwm.rv

;

% Ingram, A History om wvoﬁﬂo& mogoﬁﬁ Hwow p- Hmo )
* Gide et Hﬁmﬁ i @mm 60558 Mwoﬁosﬁnmm, Nmom P Eo
, e ..mmno%. m.umﬂo».uw of MOouo.Bwa .HWodmwau HmHH mv wuw.

Q\d .A.O. %ﬁ.o,.qw.., ,,Hﬁo;_wﬁ‘ou.. is ‘M the ,,MBOH@_ ,,,_mﬁﬁ@ﬁmﬁmmms.&mé, .of ugwmmwmm m.wmwmmbuwmﬁﬂwiHﬂmowwm.o .“,“,leqmaam@v
cost of : @woacoﬁom as Qmwmsmwmﬁ:.:.om the :quality -as"well as ‘quantity -of fabor ;together with the
amount of stored up. -capital nm&& ‘to - 8& labor, and the Hammﬁp of time -during -which such .aid ﬁwm
invoked?X =

Not -only ‘historians, but theorists:of ?o most acute wa,w\m have fallen into. this error ; unwit-
tingly, it must be supposed, but none the less censurably.  Ilustrations :might be multiplied, ,Usw we
shall content ourselves for present purposes with :one, ‘drawnfrom the Jatest American treatise. Profes-
sor Dawvenport, in analysing the Ricardian theory of rent {with which we need not concern ourselves.
here )imputes o Ricardo a pure labor ‘theory of value, thus: “ If prices -of products were to be rrade
proportional either to the labor applied or_ to ‘the wages .expended, the products must have their
prices determined where nothing but wages ‘or labor entered into the costs”* . Davenpost nowhere
recognizes Ricardo’s -insistence upon: the inclusion of “profits” in cost of production.

Ricarde’s Value Theory Examined.
We pass on to the main task. Did Ricardo -really include interest in cost of muuo@coﬁos ? »bya

_if so what influence had the fact on his labor theory ? Let it be admitted at once ‘that Ricardo

did not see his way clear to «cast overboard the value theory which his mOnoEbmwwmu ﬁz.ocmw Adam.
Smith, supplied ‘him, to wits “In the early stages .of society the: exchangeable value of commodities.
@omvmm@m &Bowﬁ exclusively on the. comparative .quantity of labor ,mﬁuga& on ‘them. ’ '+ et it be

X &mnmw&r mdﬂa%wﬁ 5th ed., p- 503,
+ Davenport, mmwa ‘Feonomics of Enterprise, 1913, p, 186.
4+ Ricardo, p. nx&.aaoanm in all cases wiHl be to Gonner's. &Hﬂosv
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adimitted -that his is not a phiioscphical, that.is to-say, causal, explanation of value even with respect
to commodities of a primitive society-  Ricardo was ‘obviously not interested in the psychology of the
value concept, but in the measure of exchange value; he limited his attention, furthermore, to the
exchange value of “such commodities only as can be increased in quantity by the exertion of human.
industry, and on the production of which competition operates without restraint.” - It is evident, also,
from his distinction between © ratural » and “market” price that he was seeking the law of “ perma-
nent variations ” over long periods. That he did not analyse utility and the forces of demand is
obvious, and militates effectively against the adequacy of any theory he might propound on the basis
of costs. This much is- easily apparent in the light of modern doctrine .

But the immediate contention has nothing to do with “ utility 7. it grants all the criticisms

?
directed against Ricardo on this score by the psychological school. = The question is, did Ricardo

adhere strictly to labor as the sole origin of enterpreneur’s expense, or, per contia, did he not antici-

pate and point the way to Mill’s definitive analysis of marginal costs into wages,; interest and profit ?

Did he succeed! any better than his predecessors in analysing costs ?

age

If Ricardo’s answer is not eatirely clear, the fault lies, it would seem, in his inability to foresee
the extraordinary growth and revolutionizing effects of capital on social productivity,a fault which
influenced not only, his theory of costs but his theory of wages as well. It must be recalled, however,
that the leading industries of England in his day, e- g, agriculture, wool, cutlery, were still operated
mainly with hand tools; mechanical methods had been applied extensively only in cotton, as yet a
minor industry; and steam Qmum@om“ was in-its infancy.  If Ricardo, reasoned correctly on the data
before him, it is no mnmmﬁ_....».m&ﬁ to have missed the mm.m.nmmnmnnm_ of future developments. The influences

PR

making for a principle ‘of .increasing retumns in industry were hidden from his generation.

But if allowance be made moﬂ;ﬂwwm._,_mm&ﬁ if fault it'may be owmm.m» an affirmative answer to the
Gueries raised above is clearly indicated in his analysis. = Sections four and five {Chapter 1} introduce
considerations concerning the ‘element of “time” which are not to be found in the discassions’ of

Ricardo’s predecessors. Thus he says: “It is hardly necessary to say, that commodities which have
the same ﬂcwsm&\ of labor bestowed on their production will differ in their exchangeable value if they
cannot be brought to market in the same time...... ...In both cases the superior price of one commo-
dity ” (that made with the help of machinery as compared with that produced with labor alone) “is
owing to the greater length of time which must elapse before it can be brought to market.........The
difference in value arises from the profits being accumulated as capital, and is only a just compensation
for the time that the profits- were withheld.”X It is not suggested that Ricardo propounded a satis=
factory theory. either of interest or profits, nor that he properly differentiated the two. The conten-
ion is simply that he for the first time injected an element of time-cost into the analysis of relative
exchange values. ‘ . o g , :

. The principle thus clearly enunciated he applied, and illustrated, in two directions. In section
four a comparison 'is instituted between the relative values of goods made with machinery and goods
made with labor alone ; in section five the comparison lies between goods made with durable capital
and goods made with capital that wears out @con%, In both cases it is the introduction of diverse
periods of production which modifies the principle that values vary as the amount of labor- The

X pp- 30-31.
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effect of ‘the -time factor is twofold : first, it enhances the cost of .goods- produced ‘in a longer period
secondly, any decrease in the rate of “remuneration for time” will diminish-the>cost and therefore
the relative walue -of good ‘produced in'a -longer period, as noB@mnmm with goods produced ina mwo«\n@.
period.. IR
. ,Hbo first Om ﬁﬁm@ am.mo? is - Fmﬁm\nma by . wﬁo&do thus 1X mmwmowo a ome year process in mpm
@.omcoﬁon of {say) cotston -goods, employing labor alone ; 5 40 men at £ 50.a year vu@Em a wage bill
of £ 2000, which with-profits. at 10%, -enables the -producer -to sell at £ 2200. Now suppose mzoaxu.
<coramodity, Ammv\v 'wool, wm@cﬁmm a two years process of production, the investment being spread over
a Moaomw time ; -the same wBoSﬁ of vaow 1s -used, 20 -men . -per year at 4 50, so that &o wage UL is
4 2000 as before. The o&o&mﬁ@b of costs in the -latter case is Boaumm& thus: o
£ 1000 m&«mmnma to labor the . mﬁ% year,, Qcm compound 58&8» at 10 \ for two vears=,4 1210
plus £ 1000 advanced the 2nd year at 1o J§=1100 = £ 2310 ‘ .
Or, to vary-the illustration .in accord with Ricard’s conception .of the effect .of .durable om@:& in leng-
‘thening the period,* suppose - the. wool @Ho&zomm ms%wow.m 20 imen-the first year to manufacture ‘machi-
mes and in the second year he uses the machines. plus 20-men; the total product remaining the same
‘the o&o&mﬁ@p is unchanged ; the .cost of- ﬁ% product is £ 2310
“ Here-then are capitalists employing precisely thé same Guantity 90 labor annually on the pro—
rduction of their .commedities, and yet the goods they - -produce differ in value .on account of nwm diffe-
:rent quantities -of fixed .capital,-or accumulated vaoﬁ mmﬁoa.ma by - mmov H.omdwnﬁsg?a m,wm.n is to say

X p 30 :
. S & Ooﬁmwwm Ricardo’s Eﬁﬂ&.&g @t m.@ w?.wm.

,»wmquowmww\o ratio is' 231022200 % 105 : 100- Hwocmw the. émo.o bl is the mmev the value of wool
to cotton is as 105 to 100.

A clearer case of - the' breakdown of the labor mwmoa\ could' not wm nosogma It 35 surely
erroneous to- call this result ¢ negligible.” .

But now, according to Ricard’s reasoning, the nm\nE.mH tendendency of @aom. its is to fall. X What
then' will be the effect of a fll of interest on the relative values of wool and cotton?  Ricardo
answers the value of wool will fall’ relatively to cotton. < Al nopﬁno%ﬂmm éﬁmov are produced by
very valuable machinery, or in very valuable buildings, or which requires a greater length of time
before they cam be brought to market, would fall in value, while all those which were chiefly produ-.
ced by labor, or which "would be mdwmarw. brought to market would rise in relative value”*

x .?o&mwﬂoﬁoﬁ& oosom#&% meommwoﬂow m.:w @msﬁwwmémwmsﬁ mswﬁmamnﬁom wmm mﬁwoﬁﬁo&
Hﬁoww&o s illustration, thus: o

(2f At 9 % the respective costs (and value) will be: for éooH
%4 1000 at g % compounded mom. two years= £ r1188:.10 ,

plus £ 1000 at 9 %............. T SO = 1060.00= 4% 2 wm io;
».ou. oo#ou £ 2000 at g \ ..... ST - £

2278.10': 2180 $: I.045 § 1.000
(3) At 8 % the namvmoﬁiw costs ms& value ratio- ﬁ;u vm_
, Nmmb&o : 2160 12 1.04 : 1.00 A

X w @m Zoﬂm ﬂwwﬁ azm Hmwmompuw uwwrmm to" interest gﬁow »wmn
w. profit; if ‘we ‘substitute wmiodern” ‘terminology. .

@@ o g o5 O ”aﬁwﬁ%ﬁwﬁm& &g K8
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In brief, a fall in the interest rate from IO % to 8 9 has resulted in a vnomamm_mmco decline in
relative value of the machine-made product nwww. w%mm, www - _ - ,
Expressed in terms of money, the effécts of the introduction of machinery in the ¢ roundabout ”
process are two-fold: (1) wool, requiring an investment of two years, is raised in value relatively to
cotton as I sen 5 to g I per unit; (2) a fall in the rate of interest of 2 9% induces a decline in

the relative value of wool from % 1 sen 5 to s 1 sen 4 per unit, while cotton remains stationary at

d +Here then is the evidence that’ Ricardo deliberately framed a modification of his labor-cost the-
ow.,% of value. Its logical significance lies in the fact that compensation for time must be added to
labor costs in all. cases where capital investment extends over a considerable period. That this is not
a far-fetched interpretation is conclusively . shown by the note which =Ricardo inserted in his third
edition at the end-of section six, to wit: ¥ Mr. Malthus appears to think that it is a part of my
doctrine that the cost aud value of a thing should be the same-it is, if he means by cost, ¢ cost of
production, ’ including profits.” In short, value is determined by cost of production; cost of produc-
tion includes interest of capital . as: well as wages of labor.. The final proof that this was Ricardo’s
"essential position is exhibited in the fact that he uniformly: insists in the next ormm\ﬁmm on Rent, that
both capital and labor-must be.compensated. at the margin: « Rent is always- the difference between
the produce obtained by the employment of two equal quantities of capital and labor.Xx

It remained for his successors, . especially J. S: Mill, to differentiate “ profit” ‘and interest,”

o x'p 48

- in order to . arsive at'the modern doctrine of marginal costs (assuming' that “ rent

into costs at the margim). To this consummation Ricardo assuredly. contributed, AR
It is, no doubt, a grave defect of Ricardo’s exposition that he -continued, im spite of these

: ho,mmma.owmm.ou@ to speak of costs as determined by labor wﬂuwpmm, in mcwmm@wmmﬁ@o&owmm& his book.

But that this was a verbal mistake and nof an error of judgment is easily explained by two facts,
viz{ he regarded capital as merely so. much % accumulated lgbor  -(in’ our opinion an ‘error) ; and
secondly, owing to the predominance of hand-labor in his day he regarded capital as comparatively
an unimportant factor in costs. nemce he could say : “in the subsequent part of this work............
I shall consider all the great variations which take place in the relative values of commodities to be
produced by the greater or less quantity of labor which may be required from time to time to pro-
duce them,” (p. 30} This policy, from the standpoint of our present knowledge, was a defect; and
though it may obscure it does not discredit the contention that Ricardo originated the cost ‘analysis
which Mill later deveéloped and standardized, | R |

W,wmo University, Howw\.o.\_,,.,e; ‘ .y
= R. C. Whitnack,-
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