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MARGINAL UTILITY AND VALUE.

T the Quorterly Journal of Feonomics for Oectober,
1890, under the caption “ Boehm-Bawerk on Value and
Wages,” I pave some reasons for doubting the claim of
mergioal utility to be regarded ss the regulator of ex-
change value. Professor von Wieser of the University
of Prague has done me the honor of replying to my chject-
ions. In an article published in the Annale of the Ameri
can Academy of Political and Secial Seience for March,
1892, he explaine and defends the position of the Austrian

.~ ¥ aconomists, talting ocomsion at the same timo to expose
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the defects which, in his opinion, ere inherent in the
clasgival theory of value. The Austrian ibeory has at-
tracted so much attention, snd has at the same time recaived
go little critical examination in English, that I take the
liberty of asking apace for a bhrief diseussion of it.

The points at issue between the mew theory of value
and the old are reducible, I think, to two fundamental
questions: 1. What is the trze neture of cost of prodne-
tion? 2, What is the {true connection hefween cost of
production and value? At least, it seems clear that the
fate of the Austrian theory of value depends on the
ability of its advoeates to answer these questions in a sat-
isfgctory manner. I propose in this paper to inguire how
far their treatment of these matters up to the present date
can be seoepted as satisfactory. In doing eo, I shall con-
fine myself, in the main, to Dr. von Wieser's erticle men-
tioned above, as the latest avthoritative statement, making
use, however, of other publications by members of the
school, whenever additional light can be obtained thereby.
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The most striking feature of the Austrian treatment of
cost is that it makes value the mensure of cost. The cost
of each commodity consists in the value of the means of
production necessarily used up in producing it. Ewven
human labor is regarded as an clement of cost only in so
far ag it bus velue. That is to say, the primary slement
of cost is not ths labor lself, but its value., Since this is
& point of great imporkince, it ig only fuir that we should
have it in the words of the aunthors themselves, Dr. von
Wieser explaing the nature of cost as follows : —

Every capitalist must in his own interest adapt his business to the
general eonditipoa of the markeb, If he wants 16 be maintain iteelf
profitably. Bo far ss he resporte to means of production that have
other applications as wall, he finds that they have a given value. He
must pay for them, end ths value of the goods he produess must
replace thie expenditare, In this senss, he bas to adapt the value of
the coramodities to the valus of the means of prodectice. Thua
oripinatea the concaption of cost. Cost consiste in means of prodoe-
tlion having manifeld applications, 1ike ivon, cosl, and eomman labor,
which, even when they are employed in the production of s single
eommodity, ore atill egtimsted aceording to the valua they have in sl
their applicationz. The handreds and thousands of different kinda
of materiuls and tools prepared Ior prodoction are eonuoted, weighed,
and measured according to the utility which they are to create, avd
in view of thefr imporfanse meost jealonsly gusrded by their pos-
semsors. In the enme way, the different kinds of labor are aesorted
scoprdiog to bhe utilty expected from them, and arranged aocording
to & classification which differs essentially from that which would
regult i the effort involved shonld be taken into comsideration. The
unlimited possession of usoful productive materinls and forees forme
the basis of the soomomic govfidence of medern soclely, Since each
produetive proceszs diminighes this posseseion, it cests,— and it costs
exactly as much as the valus which the roaterial and labor required
wonld bave produced if rationally applied. (p. 41.)

Again: —
Qur principle is that velas iv derived from utility; and, guite in
harmony with this principle, wa assert that cost ia, after all, sccord-
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ing to the general law of velue, that of marginal utility, messared by
utility alone. (p. 44.) -

Obvicusly, there gannot be two independent laws of
value. Two independent regulators of value could not
always coincide in fixing one and the same value. If mar-
ginal utility fixes exchangs valne, then clearly cost of
production does not also fix it In order to avoid the
obvious conflict, the Austrisns have nndertaken to show
that marginal utility fices cost as well as velue. There
wus, indeed, no other way out of the difficulty. If it can
be shown that they fail in thiz underteking because they
ignore true cost altogether, no further proof is reslly
needed to show that the eontrel over value claimed for
marginal utility has not heen sustained.

The treatment of cost by the Austrian ¢eonomists has, 1
think, two serions defects. Tn the first placo, they sst cut
with the vzlue of such things as iron, coal, wood, and

_ land as factors in the cost of production of the commodi-

ties in the making of which these articles come into play.
They begin the computstion of cost by sssuming the value
of materials as ax wltimate element ig cost, a8 if no in-
quiry inte the hisgtory or antecedont conditions of these
materials could be in order. De. von Wieser writes pre-
cisely as if the man in the meon supplied men with iron,
cosl, and othor materials, in guantities fixed by his own
soversign fiat, at values set by the marginal utility of his
wares to us.  In other words, the Anstrian computation of
eost of production begins, not at the beginning of the proc-
ess of production, but at & selected poind well along in the
process. The cost of produetion of iron palings, for ex-
ample, is contemplated as beginning ot the point where
pig iron is appropristed to the making of palings. Appar-
ently bacause iron may be brought to the stage of pig
without being committed to this particular use, they do
not regard the mining and smelting of iron ore as any
port of the proeess of producing iron palings. This pro-
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cedure may have advantages for their theory, as well as a
certain appearance of reasonableness. Obviously, if cost is
to consist in the “ value of the means of production,” the
reckoning of cost cannot begin until value has appeared.
Bo iton in its coriginal ore-bed is not a means for the pro-
duction of palings, since in that form it has no value.
‘When it has been dug cut and smelted into pigs, it has a
value, and becomes 2 “materfal ™ or a “means ™ for the
production of palings or any other of the ten thousand
things made of iron.

But what, on this method, shall be said of the labor of
mining and smelting ¥ Is that no part of the labor of pro-
ducing iron wares? In the economis senze, which is but
another word for the true senee, I gee no possible ground
for denying this chameter to such labor, The fact that
some materials are adapted to the production of many dif-
ferent sorts of commodities does net in the slightest de-
groe affect the nature of the progess of production, That
remaina for each ecmmodity of the group precisely what
it wounld have been if the other members of the group did
oot exist. If iron palings were the only commeodity made
of irom, I suppose the Austrien economists would admit that
the labor of mining and smelting iron ore iz a parh of the
labor of produeing iron palings. It is, then, incumbent on
them to give & clear and conclusive reason for holding
that the use of iron for maling other products makes it
necessary for us to treat the cost in a different way. . The
difficulty of foretelling, before differentiation begine, what
particular use any given portion of iron ore may be de-
voted to, dees not alter the fact that every portion of it
docs go to gome particular use.  There would be no greater
difficulty in separating costa at this stage than at any and
every other stage of produeing things under our highly
complicated system of combination of labor, Whether we
regard coat ss consisting in necessary exertion or in the
value of the means of production, there are difficulties in
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the way of tracing aecurately the cost of any given com-
modity. The Ausirian view may mask these difficulties
somewhat, but T think it does not really evade or diminigh
them in the least. At all events, the fact is clesr that the
lubor of digging oot the cres of iron snd the other metals,
of getting wood from the forest, of raising eotton, Linen,
wool, and all similar “ means of produetion,” is productive
labor. If if e & part of the necessary labor of producing
the goods in the making of which iron, tin, cotton, wool,
ate., come into play, what good ressen can there bo for re-
fusing to recognize it in our definition of cost, on a footing
of cquality with the later labor? If, on the other hand,
we hold that it has no place in the cost of these goods,
what shull we do with it? Iow shall we classify if, and
what shall wo assign ss ite economie motive? For my
own part, 1 cen see no valid reason for treating it differ-
ently, in relafion to eosd, from the labor of the laier stages
in tha production of cach commedity.

The Austrian econcmists ssem to have held that no
reason is necessary.  The only suggestion T have met with
in their writings, that saecms to bear on the point, is to the
effect that we cannot in any case get back to the very be-
ginning of the production of any article. Even in the
making of our tools for use in procuring the materials of
any given commodity, we have the use of cld tools. This
suggestion opens up a large question, as to the proper
way of treating capital in relation to eost of production.
Dr. von Wieser holds that capital must be regarded as a
separate factor in cost, distinet from labor and waiting, or
labor snd abstinence. * Everywhero the new capital is
the descendant of previonsly existing capital. By no
form of computation can the factor ¢capital ' be eliminated
from the cost of capital.” He is so impressed with the
weight of this consideration that he is unable to aveid a
suspicion that English and American economists, finding
themssives unable to explain the relation of capital to
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cost, have entered into 2 conspiracy to say nothing abont
it. I must take the liberty of doubting whether ha haa
quite understood the position of those who reduce cost
of production to labor and waiting (or abstinence}. He
argues as if adherents of the elassical theory reduced
cost to labor alone. We are certsinly as free from that
error 83 the Austrian economists. The only real question
between us is how to treat the other element in cost.
The Austrians propose to call it the value of the capital
eonsumed in produeing each eommaodity. The classical
economista urge, in ohjection, that capital i3 itaclf s prod-
uet of labor; that, therefore, if we name the necessary
labor of production as an element of cost, we should be
guilty of double counting if we name the necessary con-
gumption of capital az a further element. To this ohjee-
tinn Dr. von Wieser rephies that  nowhere in our medern
ceonomy is capital produced by labor alone,”  Since, in the
making of our new capital, we have the use of old capital,
he thinks the consumption of gapital must be regarded as
an element in cost distinet from, and in addition fo, the
necessary labor and waiting, But I think be overrates
the importanee of this sonsideration in its besring on the
analysis of cost,

In the first place, the fact that we have, in every pro-
duetive undertaking, the use of previously existing capital,
seems to be a poor reason for Dr. von Wisser's own mode
of treating eost. The faet that we have the use of old
tools in the making of new oncs does nof obliterate the
fact that both the new and the old are products of human
labor. Granted that we have the use of old mines, forges,
and machineshops in moking the necessary outfit for
opening and opersting new mines, I fail to pee in that faet
the least reason for ignoring altogether, in the cost of
producing iron wares, the labnr of digging out the ores
#nd smelting them into pig iron. Why begin with the
value of pig iron, as if that were an ultimate fact, when we



