Doctrine of neoclassicism in its reliance on homo economicus and absence of exogenous factors is deadly for the proletariat – culminating in poisonous wars between the ruling class and the workers.
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Marx is very clear that this socially determined subsistence is an average, aggregate concept around which the market wage will revolve and various deviations will occur—different skill levels, for example. Thus, he was clearly in-line with the understanding of the classical giants. Note, however, his overt inclusion of a moral element. What is the theoretical significance of the classical concept of a socially determined subsistence wage? One first notes that the natural or subsistence wage is determined exogenously. This has significant import. In his contretemps with Paul Samuelson (and, in passing, Samuel Hollander), Pierangelo Garegnani, arguing from a modern classical (Sraffian) position takes issue with the neoclassical supply–demand interpretation of classical theory. To be sure, Smith, Ricardo, Marx, and others did use such terms, but never in a neoclassical, functional sense. Such references were merely to “points” representing deviations from “natural” prices, including the price of labor (power).3 In the neoclassical story, if unemployment exists, “one would then have to admit as possible, or even normal, [that] the wage could tend to zero or, in any case, to levels intolerable for the workers, in contrast with experience and indeed with the possibility of survival of society itself” (Garegnani, 2007, p. 193). On the contrary, “with regard to the general level of the wages, institutional elements would constrain the wage bargains… within limits set by the previous history of the wage, and, in particular, by the notion of subsistence accepted by the community” (ibid., 3See Aspromourgos (2007) for Smith’s position on supply and demand. CLASSICAL POLITICAL ECONOMY 287 This content downloaded from 63.141.49.27 on Sat, 01 Jul 2023 15:48:55 +00:00 All use subject to https p. 194). From the vantage point of a socially determined subsistence wage, one is outside the neoclassical theory. Further, it should be noted that in classical theory, wages were perceived as income. In the orthodox, neoclassical approach, a wage is a price, set in and by “the market.” This difference has serious implications in distinguishing a Keynesian (or Sraffian) approach to employment issues in which a market mechanism is rejected in determining the historically determined wage.4 The second significant theoretical aspect of the subsistence wage approach is that exploitation and power relationships enter the picture. Observe that in Smith, profits and rents are “deductions” from the “produce of labour.” With the exogenous setting of the “natural” wage level, the difference between total output (income) and wages is established. Because labor produces all output—the labor embodied theory of value—the share of nonlabor income is thus determined. This would constitute what Marx termed surplus value and represents that portion of output produced by labor but that is not returned to (the “productive” portion of ) this class—that is, exploitation. In neoclassical theory, no such term exists because in competitive equilibrium—the standard for this approach—all “factors of production” receive the full value of their contribution to output.5 As exploitation is then a normal and necessary characteristic of capitalism, one would expect that those on both sides of this relationship would exert force to either increase or decrease the rate of exploitation. In Smith, this is the contest between the “masters” and workers. It is also the contest between capitalists and landlords surrounding the distribution of the surplus. Ricardo seems clear on these “class struggles” (in Marx’s terminology), though his technical appurtenances somewhat conceal this aspect of his general theory. Nonetheless, some observers saw this feature of Ricardo’s line of argument as damning. As Henry Carey wrote in 1847: “Mr. Ricardo’s system is one of discords.…Its whole tends to the production of hostility among classes and nations. …His book 4See Roncaglia (1988). Some confusion on the issue exists as Keynes did use Marshallian language in discussions of a so-called labor market. However, as James Galbraith has pointed out, there is no “labor market” in The General Theory. See Galbraith (1997). 5 In “imperfectly” competitive markets, a form of technical exploitation does exist in that “factors of production” are not paid the value of their marginal product. 288 JOURNAL OF POST KEYNESIAN ECONOMICS This content downloaded from 63.141.49.27 on Sat, 01 Jul 2023 15:48:55 +00:00 All use subject to https is the true manual of the demagogue, who seeks power by agrarianism, war and plunder” (Carey, 1967 [1847], p. 75). Keynes reported that Herbert Foxwell “failed to deliver his presidential address on Ricardo to the Royal Economic Society …on the ground that his onslaught on the man, who had convinced the world of the dreadful heresy of a necessary conflict between the interests of capital and labour, would have been too provocative” (Keynes and Collet, 1936, p. 592). As Thomas Sargent put it recently, “Of the tendencies that are harmful to sound economics, the most seductive, and in my opinion the most poisonous, is to focus on questions of distribution” (in Milanovic, 2011, p. vi).6 The third aspect is that of the “moral” element à la Marx (though usually implicit in Smith and Ricardo). In classical theory, a societal element strongly influences the determination of wages, thus, the determination of all incomes (as above). Incomes and income shares are not simply the result of the “technical coefficients of production,” as in the neoclassical story, but are strongly influenced by social norms: there is an ethical standard to which wages are to conform and this tempers, to some degree at least, the self-interested behavior that, in part, characterizes capitalism. The “class struggle” is contained, in a sense, within limits established by an ethical component that precedes and lies outside capitalism itself. A value system underpins and logically exists prior to economic analysis. Another way of saying much the same thing is that the economy is embedded in the larger, value-laden society. Clearly, this represents a distinct difference from neoclassical theorizing in which such matters are to be eliminated from consideration. Concern with ethical matters transcends classical theory. It was clearly a component in the early protosocialist movements of the post–Industrial Revolution period in England. Robert Owen, William Thompson, John Gray, and others all put forward ethical arguments surrounding the attempt to found a “moral economy” (see Claeys, 1987). One finds similar positions in Keynes and Veblen. It can be noted that the early, pre–General Theory Keynes spoke to the issue of wages as an income share both outside some 6To be fair to Sargent, his argument focused on redistribution as a solution to poverty, arguing that increased production has had a much greater effect on poverty alleviation. However, the standard economists concern regarding the “poisonous” nature of inquiries into distribution remains valid. CLASSICAL POLITICAL ECONOMY 289 This content downloaded from 63.141.49.27 on Sat, 01 Jul 2023 15:48:55 +00:00 All use subject to https hypothetical labor market, and also to be established on the basis of some notion of fairness, of reasonableness: It is not only in the direction of the regulation of capital that the state must be prepared for new functions. It must be prepared to regard the regulation of wages of great industrial groups as being not merely of private concern, and it must quite deliberately in its wages and hours policy treat the gradual betterment of workers as the first charge on the national wealth. (Keynes, 1981 [1927], p. 646) Further, it is time to raise the question as to whether society should institute a policy of paying wages on a “fair” and “reasonable” basis. (Keynes, 1972 [1925], p. 303)
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