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MIROSEAW BOCHENEK

THE ISSUE OF VALUE IN ECONOMIC THOUGHT —
PART 2: THE EVOLUTION OF VIEWS FROM 1871
UNTIL THE SECOND HALF OF THE 20™ CENTURY

SUMMARY

This paper is devoted to the evolution of views on value propounded
in the period from 1871 until the second half of the 20" century. The creators of the
scientific revolution in economics called the marginal revolution rejected the classical
interpretation of value understood objectively, and developed a subjective theory
of value. According to W.S. Jevons, economists should focus only on exchange
value, which expresses the ratio of exchangeability of some goods for others.
A. Marshall combined the issues of value and price with the theories of supply and
demand. J.B. Clark made the value of goods dependent on their effective utility,
which constitutes the significance that an individual attaches to satisfying a given
need. For C. Menger value represents the importance that individuals attribute
to particular goods, serving to satisfy those individuals’ needs. Expanding C. Menger’s
views, E. von Bohm-Bawerk and F. von Wieser claimed that the value of goods
is determined by their border use (marginal utility). L.M.E. Walras maintained
that the exchange value of goods is determined by their rarity. In the 20 century,
J.R. Hicks and K.E. Boulding, who based the theory of value on choice theory, and
finally, PA. Samuelson, according to whom the value of a commodity is determined
by the point of market equilibrium, dealt with the modification of the neoclassical
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theory of value. Proposals by V. Pareto, G.K. Cassel and W.M. Zawadzki to remove
the category of value from economics confront contemporary economists with
the task of searching for, and possibly determining a new source and measure of value
of goods and services.

Keywords: history of the economic thought; theory of value
JEL Classification: B13; B20

INTRODUCTION

Most 19*- and 20™-century economists did not challenge the constitu-
tive role of the theory of value in economics. The theory of value belonged
to the most sophisticated and abstract concepts. It even seemed that as long
as there was the science of economics, value would be treated as the central
economic category. Meanwhile, at the beginning of the 20™ century, three the-
orists proposed to remove this concept from economics. Although their pro-
posals did not find much resonance in the economic environment, the cat-
egory of value has become a category less frequently or occasionally used.
Therefore, the subject of these considerations is the views of the most prom-
inent 19"~ and 20™-century economists on the theory of value and its pros-
pects. The method of historical analysis was applied in developing this article.

1. THE THEORY OF VALUE ACCORDING TO THE DEVELOPERS
OF THE SUBJECTIVE-MARGINAL MOVEMENT

An outline of the subjective theory of value along with the principle
of marginal utility was presented by William Stanley Jevons in 1862, in an
article under the title Brief Account of a General Mathematical Theory of Political
Economy, while he presented a systematic lecture on the theory of utility
and the theory of value in his treatise under the title 7he Theory of Political
Economy, published in 1871. The founder of the neo-classical school empha-
sized the relative nature of the concept of value, claiming that exchange val-
ue reflects only the ratio of exchangeability and nothing else. He believed
that instead of deliberating about the cause of value or the relation of val-
ue to the price, we should rather examine the conditions governing the ra-
tio of exchangeability of some goods for others. Discussions about the origin
of value should be considered futile. As appears from an analysis conduct-
ed by W.S. Jevons, the quantity of goods subject to exchange is in inverse
proportion to their final degrees of utility. As a result of exchange, the lev-
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elling of the sum of utility and unpleasantness occurs. This means that ex-
change leads to levelling the final degrees of utility of exchanged goods for
all participants in the exchange. According to W.S. Jevons, the exchange val-
ue of goods depends on the final degree of their utility. In his reasoning
he rejected D. Ricardo’s and J.S. Mill's views that exchange value is based
on production costs, determined by the relative amounts of labour. The views
of the classical economists were overly simplistic as they pointed to the im-
pact of production costs on exchange value, since we should take into account
the fact that production costs are a determinant of supply, which in turn de-
termines the final degree of utility, and this determines value. Since labour
is diverse in type and quality, which is why its different types should not
be compared, it cannot therefore be treated as a cause of value. The value
of a product is determined by the value of labour, and not vice versa'.

According to Alfred Marshall’s theory presented in the book under the ti-
tle Principles of Economics (1890), the issues of value and the price should be
based on the theory of supply and demand. The theory of demand is relat-
ed to the theory of marginal utility, whereas the theory of supply to the the-
ory of production costs®.

John Bates Clark believed that the proper method of reasoning in eco-
nomics is marginalism and subjectivism, which allows the formulation of the
theory of value. In his book under the title Essentials of Economic Theory
as Applied to Modern Problems of Industry and Public Policy (1907), he argued
that wealth, being a subject of studies in economics, consists of useful mate-
rial goods which satisfy people’s needs. Owing to their scarcity, goods play an
important role in man’s life, whereas their property of satisfying needs decides
their absolute utility. Their scarcity causes that each unit of goods is attached
significance to satisfy needs, which is referred to as “effective utility”. Absolute
utility of goods and their scarcity are considered conditions of effective utili-
ty. Effectively utility determines the value of goods, while the product of the
effective utility of a unit of goods and the number of units of goods deter-
mines the value of a supply of goods. On the other hand, the unpleasantness
accompanying work is a cost in the form of negative utility, which express-
es the unpleasantness of a unit of labour. Increasing workload results in an
increase in unpleasantness, which is reflected in an increase in labour costs,
which is accompanied by a decrease in productivity, when the amount of the
capital involved does not increase. This argumentation allowed the American

Y W.S. Jevons, The Theory of Political Economy, Macmillan and Co., London and New York
1871, pp. 95-132.
> A. Marshall, Principles of Economics, 8" edition, Macmillan, London 1947, p. 18 ff.
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economist to formulate a conclusion that the exchange value and quanti-
ty of goods (volume) are determined by the point at which decreasing effec-
tive utility is equal to increasing cost. In other words, exchange value is de-
termined by marginal utility and marginal cost®.

Independently of W.S. Jevons, an original subjective theory of value was
also developed by Carl Menger. In his book bearing the title Grundsdtze der
Volkswirtschaftslehre (1871), he took the view that economics deals only with
economic goods, i.e. with goods whose quantity is limited compared to the de-
mand. Economic goods are the only goods that have value. But things become
goods only when economic man becomes conscious of this property of goods,
and disposes of those goods. Too small an amount of goods in comparison
with economic man’s needs for these goods causes them to become impor-
tant to his well-being. C. Menger interpreted value as the significance an in-
dividual attaches to specific goods. For individuals are aware that possess-
ing goods decides the satisfaction of their needs. Economic goods have value
only if they are useful for individuals and limited in relation to their needs.
'The category of value belongs to subjective phenomena. It is not an internal
teature of goods. A condition of value is rarity and the subjective liking and
evaluation of economic man. According to a subjective presentation of value,
every human being attributes a different value to the same goods. The quan-
tity of value depends on subjective and objective factors. Subjective and ob-
jective factors are taken into account in the calculations of an economic enti-
ty, which estimates each unit of the goods held. In evaluating the significance
of goods, economic man takes into account the ranks of needs and the degree
of their satisfaction. The value of goods is determined by the intensity of sat-
isfaction, or marginal utility. Some economic goods have more applications,
which means they can satisfy different needs. According to the law formulated
by C. Menger, the value of individual units of supply of given goods is deter-
mined by the smallest significance in satisfying different needs. If any goods
can be replaced by other goods, the value of the former may depend on the
value of the substitute goods. This means that the value of goods of a higher
order is determined by the value of lower order goods*.

C. Menger's theory of value was supplemented and further developed
by Eugen von Béhm-Bawerk in his books Verhdltnisse Recht und der vom
Standpunkte volkswirtschaftlichen Giiterlehre (1881) and Kapital und Kapitalzins

3 ].B. Clark, Essentials of Economic Theory as Applied to Modern Problems of Industry and Public
Policy, The Macmillan Company, New York 1907, p. 5 ff.

* C. Menger, Grundsitze der Volkswirtschaftsiehre, erster, Allgemeiner Theil, Wilhelm
Braumiiller — K.K. Hof- und Universitits-Buchhindler, Vienna 1871, pp. 77-152.
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(2 vol., 1884-1889). According to this economist, people are interested in use-
ful goods and make their evaluation. Value is a complex category. It in-
cludes subjective value and objective value. Objective value exists in the form
of technical objective value and exchange objective value. E. von Béhm-
Bawerk understood technical objective value as the physical ability of goods
to cause effects objective in nature, while he viewed exchange objective value
as the ability to obtain substitute goods in the process of exchange. In turn,
subjective value is interpreted as the significance that an economic entity at-
taches to goods from the point of view of benefits forming their well-being.
It manifests itself in the form of the subjective utility value and the subjec-
tive exchange value. Subjective utility value is the significance of goods from
the point of view of well-being, which is formed by directly satisfying needs.
Subjective exchange value is the significance of goods through which needs
can be indirectly satisfied through an exchange for other goods. In contrast,
the ratio of exchangeability, at which some goods are exchanged for a certain
amount of other goods, is the price. A condition for the formation of subjec-
tive utility value is the scarcity of goods compared to the needs. The amount
of the subjective utility value of goods is decided by the amount of resulting
benefits, understood as the utility that creates well-being, i.e. it is determined
by the intensity of a satisfied need. Subjective utility value is determined by
the least important need which a given unit of goods caters for, i.e. the lowest
utility, or marginal (border) utility. The sum of the utility of individual units
is the subjective utility value of the entire supply owned, or the total utility
of goods. In the case of the phenomenon of substitution, the value of replace-
able goods is determined by the lower marginal utilities of substitute goods.
Thus, substitute value is a basis for determining the subjective exchange val-
ue whose amount is determined by the marginal utility of goods acquired by
an economic entity as a result of exchange for goods given away. Therefore,
E. von Béhm-Bawerk concluded that subjective value is affected by both utili-
ty and rarity, and these in turn are closely related to marginal utility. However,
subjective value is ultimately determined by the mutual relationships of sup-
ply and demand of individual economic entities, i.e. individual supply and de-
mand. Since different economic entities define difterent values, the phenom-
enon of exchange is justified’.

> E. Bohm-Bawerk, Rechte und Verbiltnisse vom Standpunkte der volkswirtschaftlichen
Giiterlehre. Kritische Studie, Verlag der Wagner'schen Universitaets-Buchhandlung, Innsbruck
1881, p. 14 ff,; E. Bohm-Bawerk, Kapital und Kapitalzins, Zweite Abteilung: Positive Theorie des
Kapitales, Verlag von Gustav Fischer, Jena 1921, pp. 158-205; E. Béhm-Bawerk, Kapitat i zysk
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Friedrich von Wieser’s significant contribution to the theory of the psy-
chological school is his generalization of the subjective theory of value, pre-
sented in three papers: Uber den Ursprung und die Hauptgesetze des wirth-
schaftlichen Werthes (1884), Der natiirliche Werth (1889) and Gesellschaftlichen
theorie der Wirtschaft (1914), in which he simplified E. von Béhm-Bawerk’s
structure. F. von Wieser insisted that next to personal (subjective) utility val-
ue and personal exchange value, there is an (objective) economic exchange val-
ue defined as the ratio of exchangeability of goods. Exchange value expressed
in money constitutes the price. The value of each item of goods is deter-
mined by “marginal utility” (“Grenznutzen”), i.e. the lowest utility of the last
unit of goods. The value of a supply is the product of the amount of goods
and marginal utility®.

In his book Eléments déconomie politique pure, ou théorie de la richesse so-
ciale (2 vol., 1874-1877), Léon Marie Esprit Walras insisted that the object
of study of political economy is social wealth. Social wealth comprises ra-
re goods, both material and immaterial in nature. Rare goods include limit-
ed and useful items. Utility is the ability of goods to satisfy needs either di-
rectly or indirectly. In contrast, rarity was understood by the founder of the
Lausanne School as the ratio of utility to the amount of goods, i.e. the utility
represented by a unit of goods. Due to their rarity, goods are valued, appropri-
ated and exchanged. The basis for the exchange of goods is the exchange value
they possess. The ratio of exchange values is the price, which may be expressed
in money, or in other goods. The task of the theory of value was to explain
the mechanism of price formation. According to the founder of the Lausanne
School, some things will be exchanged for other things according to a spec-
ified quantitative ratio. Value is inherently quantitative in nature. The price
of individual goods, which is determined on the competitive market, must
be uniform, i.e. it must equate effective demand with supply. In other words,
the equilibrium price is equal to the ratio of rarity, and therefore the price,

2 kapitatu, Dzial drugi: Pozytywna teoria kapitatu, [in:] Wartos¢ i cena. Wypisy z dziel autordw
polskich i obcych, Wydawnictwo Kazimierza Rutskiego, Warszawa — £.6dz 1949, pp. 237-267.

¢ F. Wieser, Uber den Ursprung und die Hauptgesetze des wirthschaftlichen Werthes, Alfred
Holder — K.K. Hof- und Universitits-Buchhindler, Wien 1884, p. 10 ff., F. Wieser, Zheorie
der gesellschaftlichen Wirtschaf?, [in]: K. Bucher, J. Schumpeter, F. von Wieser (ed.), Grundriss
der Sozialokonomik, 1. Abteilung: Wirtschaft und Wirtschaftswissenschaft, Verlag von J.C.B. Mohr
(Paul Siebeck), Tubingen 1914, p. 143 ff,; F. Wieser, Der natiirliche Werth, Alfred Holder —
K.K. Hof- und Universitits-Buchhindler, Wien 1889, pp. 1-64. Chapter one of the last of the
cited works of the Austrian economist was published in Polish: . Wieser, Wartos¢ naturaina,
[in:] Wartos¢ i cena. Wypisy z dziel autoréw polskich i obcych, Wydawnictwo Kazimierza Rutskiego,
Warszawa — £.6dz 1949, pp. 206-238.

EKONOMIA | PRAWO. ECONOMICS AND LAW, VoL. 14, No. 3/2015



THE ISSUE OF VALUE IN ECONOMIC THOUGHT... 321

or exchange value, is proportional to the rarity of given goods. It follows that
rarity determines exchange value’.

2. THE THEORY OF VALUE IN 20™-CENTURY ECONOMICS

20™-century economists did not see a particular need to develop exist-
ing, or to create alternative, concepts of value. In-depth analyses of this sub-
ject were undertaken by only a few of them.

In the first half of the 20™ century, the neoclassical theory of value was
reformulated by John Richard Hicks. In his treatise under the title Value and
Capital (1939), he pointed out that the theory of value must abandon the the-
ory of utility and subjective feeling of satisfaction. This theory must be based
on two concepts, i.e. the indifference curves and the marginal rate of substi-
tution. He believed that the concept of substitution is suitable for the study
of relationships between economic quantities. Justifying the abandonment
of the theory of utility, the author of Values and Capital wrote: “In every the-
ory of value, it is necessary to be able to define exactly what is meant by
a consumer’s >>given needs<< or >> given tastes<<”®. Measuring consumers’
tastes without taking into account their subjective feelings is a merit of the
marginal rate of substitution. In order to take into account objective market
quantities, such as prices and a consumer’s income, and to establish their re-
lationship with the marginal rate of substitution and their impact on consum-
er decisions, J.R. Hicks introduced the “price line”, equal to the budget con-
straint, also known as the “budget line”. Establishing its position can indicate
the indifference curve on which the consumer will be found, and determine
the amount of goods purchased by the consumer. The author of Values and
Capital insisted that the theory of choice is not limited to the theory of con-

7 L. Walras, Eléments déconomie politique pure, ou théorie de la richesse sociale, Imprimerie
L. Corbaz — Guillaumin — H. Georg, Lausanne — Paris — Bale 1874, pp. 3-31; 52-57;
64-124; L. Walras, Pierwiastki czystej ekonomii politycznej czyli teoria bogactwa spolecznego, [in:]
Wartos¢ i cena. Wypisy z dziel autorow polskich i obcych, Wydawnictwo Kazimierza Rutskiego,
Warszawa — £.6dz 1949, pp. 198-205; L. Walras, Théorie mathematique de la richesse sociale,
Réimpression de Iédition 1883, Otto Zeller, Osnabriick 1964, p. 15 ff.

8 J.R. Hicks, Wartos¢ i kapital. Studia nad kilkoma podstawowymi zagadnieniami w teorii ekono-
mii, PWN, Warszawa 1975, pp. 63; 65-67; J.R. Hicks, Value and Capital. An Inquiry into Some
Fundamental Principles of Economic Theory, 2" edition, At the Clarendon Press, Oxford 1974,
pp- 16-19.
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sumer behaviour, since it can be used to build the theory of economic choic-
es in general’.

Paul Anthony Samuelson wrote about the place of the theory of value
in the science of economics in his textbook Economics. An Introductory Analysis
(1948). The usefulness of the theory of value and prices consists in estab-
lishing conditions for the effectiveness of resource allocation in the econo-
my. The categories of marginal utility and rarity are used to determine val-
ue. An increasing supply curve reflects the effect of the law of decreasing
productivity. A decreasing demand curve indicates that rarer goods corre-
spond to higher marginal utility, higher value and price, and lower demand.
The point of intersection of supply and demand curves determines the lev-
el of the equilibrium price, which is formed on the market and, at the same
time, determines the value of the goods being exchanged™.

In his book Beyond Economics. Essays on Society, Religion, and Ethics
(1968), Kenneth Ewart Boulding justified the need for the existence of eco-
nomics and its importance for economic development, and argued that eco-
nomics is treated as a generalized theory of choice. Where there is a prob-
lem of choice, people have to make an evaluation'. “Value,” K.E. Boulding
wrote, “in the sense of what we are willing to give up in order to obtain a unit
of something else, the so-called rate of transformation, is a phenomenon that
we encounter in every imaginable field of human activity. For wherever there
is a limit, wherever there is the >>either-or<< choice, the phenomenon of val-
ue appears. (...) Wherever resources are limited, a choice is necessary and
value takes a real earthly shape”? Pointing to the need to preserve the ex-
isting character and distinctiveness of economics as a scientific discipline,
E.C. Boulding stated that “(...) economics is still a moral science. Its cen-

tral problem is the issue of value, and value is just a step away from virtue”*.

 J.R. Hicks, Wartos¢ i kapital..., op. cit., p. 63 ft.; J.R. Hicks, Value and Capital..., op. cit.,
p. 16 ff.

10 P.A. Samuelson, Economics. An Introductory Analysis, 5" edition, McGraw-Hill Book
Company, New York — Toronto — London 1961, p. 37 ff.

" K.E. Boulding, Czy ckonomia jest niezbedna?, [in:] A. Lukaszewicz (ed.), Ponad ckonomiq,
Panistwowy Instytut Wydawniczy, Warszawa 1985, pp. 29-33.

12 Ibidem, p. 33.

3 Ibidem, pp. 40—41.
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3. PROPOSALS TO REMOVE THE THEORY
OF VALUE FROM ECONOMICS

The view that the theory of value serves as the foundation of theoretical
systems of economics was not universally acknowledged. In the early 20™ cen-
tury, a few economists appeared who questioned the usefulness of the catego-
ry of value in the science of management of scarce resources.

Vilfredo Federigo Damaso Pareto intended to supplement and modify
the entire system of the Lausanne School. As early as in his first book un-
der the title Cours déconomie politique (2 vol., 1896-1897), he based the the-
ory of value and price on the theory of utility. It was with reserve, howev-
er, that he approached the concept of utility, which can also be an objective
quantity, in the sense of usefulness, as well as a subjective one. In view of this
ambiguity, he replaced the concept of utility with a new term, i.e. “ophe-
limity”. By ophelimity he understood the satisfaction achieved by a subject
at increasing the supply of given goods by a certain amount™. In his treatise
under the title Manuale di economia politica (1906), the Italian economist de-
cided that the concept of ophelimity has a number of drawbacks since it is
an immeasurable, relative and incomparable category. For this reason, the the-
ory of prices based on the notion of ophelimity has to be rebuilt. According
to V.E.D. Pareto, value is a metaphysical and useless concept, therefore, he re-
moved it from his economic theories. At the same time, he suggested that
the whole theoretical system of economics should be developed based on the
theory of choice®.

Several years later, a negative attitude to the theory of value was expressed
by Karl Gustav Cassel in such works as Zheoretisch Sozialokonomie (1918)
and Fundamental Thoughts in Economics (1925). According to G.K. Cassel,
the foundation of the whole theoretical system of economics is the theory
of prices. Bearing that in mind, he considered that the theory of value turns
out to be an unnecessary construct. G.K. Cassel pointed out that the es-
sence of the price of goods can be explained without reference to their value.
The theory of value is useful in the science of money and it forms its integral
part. Steeped in psychology, the theory of marginal utility is also of little use-
fulness. A sufficient starting point in the economic analysis is price. The way
of determining prices based on observable quantitative external facts should

14 V. Pareto, Cours d'économie politique, tome prime, F. Rouge Editeur — Pichon Libraire —
Duncker & Humblot, Lausanne — Paris — Leipzig 1896, pp. 3-17.

5 V. Pareto, Manuel d¥économie politique, traduit sur Iédition italienne par of A. Bonnet,
V. Giard & E. Briére, Paris 1909, pp. 22-39; 145-161.

EKONOMIA | PRAWO. ECONOMICS AND LAW, VoL. 14, No. 3/2015



324 MIROStAW BOCHENEK

be the focus of economics. In addition, price theory uses other principles that
explain the relationship that exists between the price, being a given quantity,
and supply and demand. Without a given price, the analysis of supply and de-
mand becomes pointless. The price aims to level demand with supply™.

Whadystaw Marian Zawadzki also argued for the removal of the con-
cept of value from economics. According to him, the concept of value was
not invented by economists, but it was developed by economic life. The task
of economists was to justify it theoretically. Attempts to endow the concept
of value with objective characteristics did not withstand criticism since value
does not constitute a category of its own, but only the ratio of exchangeabili-
ty; it can be considered only as exchange value, identical with the price. Since
the price, or exchange value, is determined by a huge amount of various fac-
tors, many 19%*-century economists led by V.ED. Pareto found the category
of value useless, and removed it from the science of economics, whose prima-
ry task is to discover trends present in economic life!.

CONCLUSIONS

The authors of the marginal revolution, i.e. W.S. Jevons, C. Menger,
L.M.E. Walras and their supporters did not question the role of the theo-
ry of value as the foundation of the scientific system of economics. However,
they performed a thorough reconstruction of the whole theory of econom-
ics developed by the classical economists. They based their economic systems
on completely new bases. One of the pillars of new theoretical systems was
a new theory of value understood subjectively. W.S. Jevons, C. Menger and
L.M.E. Walras rejected the theory of value based on the theory of produc-
tion costs for the utility theory. The developers of the subjective theory of val-
ue felt that the value of goods is decided by subjectively understood utility, i.e.
the feeling of an individual satisfying their needs. J.R. Hicks replaced the con-
cept of utility with the theory of choice in order to endow the theory with
quantitative, measurable nature. However, the classical objective and subjec-
tive (related to the subjective-marginal movement) presentations of the cate-

16 G. Cassel, Theoretische Sozialskonomie, 4th edition, A. Deichertsche Verlagsbuchhand-
lung Dr. Werner Scholl, Leipzig 1927, p. 74 ff.; G. Cassel, Fundamental Thoughts in Economics,
Ernest Benn, London 1929, p. 38 ff.

7' W. Zawadzki, Przedmowa, [in:] Wartos¢ i cena. Wypisy z dziel autorow polskich i obcych,
Wydawnictwo Kazimierza Rutskiego, Warszawa — £.6dz 1949, p. 7-31; W. Zawadzki, O po-
Jeciu wartosci zamiennej, ,Rocznik Prawniczy Wilenski”, Vol. 1/1925, pp. 70-88.
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gory of value was not met with universal approval. V. Pareto, G.K. Cassel and
W.M. Zawadzki recognized value as a metaphysical, unverifiable and outdated
concept. Although their proposal was not ostentatiously accepted by the com-
munity of economists, many of them still marginalize, or in silence replace,
the theory of value with the price theory, and explain the occurring phenom-
ena and processes without the theory of value. Even the view of the function
of money as a measure of value is replaced with the claim that it acts as an
accounting unit, i.e. one of expressing prices. Economists should therefore
summon up the courage either to confess whether they give up the category
of value due to its vague, blurred expression or metaphysical nature, or to take
up the challenge and develop a common approach that will result in a uni-
form interpretation of the nature and source of creating value and its measure.
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