MPhil (Econ.) & MSc (Political Economy)
Dept. of Economics
National and Kapodistrian University of Athens

Lecture 6: Classical Political Economy:
Malthus and Ricardo

Nicholas J. Theocharakis



Objectives of Lecture

 Analyze the works of thinkers from Smith to
Malthus and Ricardo

« Explain the theories of Malthus, especially the
theory of population, value and excess supply

 Analyse the theories of Ricardo and in particular
« differential rent
 labour theory of value
e comparative advantage

* Ricardian equivalence
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Jean-Baptiste Say (1767-1832)

TRALTE
DECONOMIE POLITIQUE,
0oU

SIMPLE EXPQSITION

DE LA MANIERE DONT SE FORMENT, SE DISTRI-
BUENT, ET SE CONSOMMENT LES RICHESSES.

Par JEAN -BATISTE SAY, Membre du Tribunat.

TOME, IL

DE IMPRIMERIE DE CRAPELET.

A PARIS,
Chez DeTERVILLE, Libraire, rue du Battoir, n°® 16.

AN XI — 1803.

Jean-Baptiste Say
Gravure de Godefroi Engelmann, d'apres un dessin
d'Achille Devéria (Bibliotheque nationale de France)
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Jean-Baptiste Say (1767-1832)

< /T
TRATADO /,?“g;

DE ECONOMIA POLITICA,

6 AR %e

EXPOSICION SIMPLE

DR, MODO COMO SE FORMAN ; DISTRIBUYEN
¥ CONSUMEN LAS RIQUEZAS.

ESCRITG EN FRANCES
POR JUAN BAUTISTA SAF;
¥ TRADUCIDO AL €ASTELLANO.
POR..cviineia

y,

TOMO PRIMERG.,- =~

MADRID .

E¥ LA OFICINA DE PEDRO MaRia &a;ir.iﬁo.
. ARO DE 1804,
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A

TREATISE

[

POLITICAL ECONOMY;

L] R THE

PRODUCTION, DISTRIBUTION, AND CONSUMPTION

WEALTH.

mY

JEAN-BAPTISTE SAY.

TRANSLATED FROM THE FOURTH EDITION OF THE FHENCH,
By C. R. PRINSEP, M.A.
WITH ¥OTES BY THE TRANBLATOR.

————

IN TWO VOLUMES.
VOL. I.

LONDON:

PRINTED FOR LONGMAN, HURST, REES, ORME, AND BROWN,
PATERNOSTER-ROW,

1821.

- ONTWIKKELING

VAN DE DEGINSELEN DEE

STAATHUISHOUDKUNDE,

EENVOUDIGE VERKLARING

VAN DE WILJZE, WAARQF DE RIJEDOM VOORT-
GEBRAGT ; VEEDEELD EN VERFRUIET WORDT

DOOR
JEAN-BEAFPTISTE NAY,

(MAAR HET FRANSCH.)

Eersts Gedeslte,

DEVENTER ,
J. DE LANGE.
1857,



Jean-Baptiste Say (1767-1832)

CATECHISME

D'ECONOMIE POLITIQUE

ou

INSTRUCTION FAMILIERE

Qui monire de quelle fagon les Richesses sont produites ,
distribofes et consommées dans la Société,

SECONDE EDITION

Entitrement refondue et augmentée de Notes en faveur
des personnes qui veulent approfondir davantage les
principes de cette science.

Par JEAN-BAPTISTE SAY,
Auteur da Traité d'Economie politique.

.
A PARIS,
Chez BossANGE pére , Libraire , rue de Tournon,
N°. 6 bis,

A LONDRES,
Chez Martin BossanGE and C°. 1/. great
Marlborough strect.

1821,

15t edition 1815
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CATECHISM

POLITICAL ECONOMY;

om,

Familiar Convergations

WEALTH

FRODUCED, DISTRIBUTED, AND CONSUMED

SOCIETY.

—

Br JEAN-BAPTISTE SAY,

e e LU T T R ——

T, WORDDNMIR OF BUEIL, WENNEL OF THE SSCUCTIER F ERRRE, BeuN, &0
ARE AUTRGK UF L TASATOE ON POUTISAL SCONDNT.

—
Eranaliten Frem the Fremel
By JOHN RICHTER.

———

LONDON:
FRINTEL FOR SHERWOOD, NEELY, AND JONES,

PATEENDSTAR-ROW;

1816.

CATECISMO

DE

ECONOMIA POLITICA ,
$
INSTRUCCION FAMITIAR

Que muestra de que modo se producen , distri=
buyen y consumen las riquezas en la sociedad.
Del todo refundida ¥ aumentada con notas en favor de las
personas que quieven profundizar mas las reglas de esia

clencia,
Por Juan-BAuTisTA SAY,

AUTOR DEL TRATADO DE ECONOMIA POLiTICA.

EN MADRID.

IMPRENTA DE ALH AN.

18202,
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Katedigmus

ber

National-Ockonomie,
ober
teidtfaflicher Unterridit

iber bie et vud Weife, wie fn ber bilegertiches
@efellichaft Reidpthimer entfiehen, vevtheilt
urih benubt werden.

Duitte, wiit vicln Bujisen beroiderie Ausaade,

Bon X, B, San.

Hué vem Frangbfifchen tberfeize
von X v, Fpe

EBtuttgavt,
bep Giebridver Frandh.
1837

Jean-Baptiste Say (1767-1832)

7 caTpCHISMO -

DI

ECONOMIA POLITICA
O585FA
ISTRUZIONE FAMILIARE

INTORND AL MODD CON CUI LE RICCHEIZE SOND
PRODOTTE ;, DISTRIRUITE B CONSUMATE

O PERMA

Poggiata sui fauti, ed wtile alle differeati classi di persons
o qusnte che mostra | vantiggi che cguona pud
ricavare dalla sun situaziooe e da'suoi walenti

D1
GIO: BATTISTA SAY

AUTORE DEL TRATTATO DI ECONOMIA P OLITICA
Recata nall’ Ttaliana favella.

——— O — PN

5\

NAPOLI 1817
Presso Grovanmt ne Bows

Si vende nel Gabinetto letterario al largo ded

Gesii nuoyo.



Jean-Baptiste Say (1767-1832)

HOAITIKAE OKONOMIAS
KATHXHSIS,

OIKIAKH AIAAZKAATIA

mﬁﬂ:ﬂ;m,&ﬂmaﬂdm
eig Thv hovwviav Tx Xpfpata.
Meb &y Emovia C
Erpedang wpos oplhey Ty Odveev va dufalivest
Wbty eic s dpyke Ths EmeTiung TEUTG

Tagz 10. BANTIITOY IAH.

nwmhmma&

Mgz T'. XPYIHWAOY.

LISEQA, 3=t ‘S AITINBR:
N IMPRESERO LIBEBAL. . . =

Andn B5 LEEE.

| il | 1828
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Jean-Baptiste Say (1767-1832)

:' L’homme dont I'industrie s'applique & donner de la valeur aux choses -

en leur créant un usage quelconque, ne peut espérer que celte valeur sera e LIVRE PREMIER.

appréciée et payée, que la ou d’autres hommes auront les moyens d'en

faire I'acquisition. Ces moyens, en quoi consistent-ils? En d'autres va- e
leurs, d’autres produits, fruils de leur industrie, de leurs capitaux , de .

leurs terres : d'ou il résulte, quoiqu’au premier apercu cela semble 'QS CHAPITRE XXTE
paradoxe, que c'est la production qui ouvre des débouchés aux produis.

élole 7 z e Des Débouchés.
élole ou un surplis, mais tout autre produit plus utile. La consommation cborichés

qui a été faite du produit appelé surplis, a eu lieu aux dépens d’une autre

consommation. De loute maniére, I'achat d'un uil ne édtre fait

non plus. Or, on ne pent se défaire de son argent qu'en demandant &
acheter un produit quelconque. On voit donc que le fait seul de la forma-
tion d’un produit ouvre, dés l'instant méme, un débouché a d’autres pro-
duits. * The harmony of markets.

» There is no case of generalized
oversupply

« Say's Law: “Supply creates its
LIVRE PREMIER. —CHAPITRE XYV. demand”

CHAPITRE XV.
Des débouchés.

6th edition 1841
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TABLEAU GENEBRAL

De la Science , qui a pour objet I'application
du caleul aux feciences politiques & morales.
 ro6 )
En Hollande , le célébre Jean de Wit , difciple
de Defcartes , & en Angleterre, le chevalier Petti,
donntrent les premiers effais de cette fcience dans
le fiécle dernier , a-peu-preés & 'époque ok Fermat
& Pafcal créoient lecalcul des probabilites, qui
en eft une des premiéres bafes , & n’ofoient I'ap-
pliquer qu’aux jeux de hafard, ou n'avoient pas
méme eulidée de l'employer 3 des ufages plus
importans & plus utiles.
Mainterant Pétendue de ces applications per-
met de les regarder comme formant une feience
a part, & je vais eflayer d'en tracer le tableau.
Comme toutes ces applications font immé-
diatement relatives aux intérérs fociaux, ou
& Panalyfe des opérations de Pefprit bumain , &
que , dans ce dernier cas, elles n’ont encore pour

Marie Jean Antoine Nicolas de objet que’homme perfectionné par la fociéré,
. ) yaicru que le nom de rmathémarique fociale éroit -
Caritat, Marquis de Condorcet celui qui convenoit le mieux  cette fcience.
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Nicolas de Condorcet (1743-1794)

OBJETS
DE LA MATHEMATIQUE SOCIALE.

L IL
L'HOMME. LES CHOSES.

1. L’'Homme individu. Rédution des chofes 4 une
2. Les opérations de Pefprit mefure commune. Calcul
humain. des valeurs (1).

ITI1.
L’HommMme ET LES CHosEs.

T e AT TS
Méthode de la Science.

I. 2,

Détermination des faits, Appréciation des faits.
Formation & ufages des valeurs.
1. Faits obfervés. 2. Faits by- Moyens. 5.

pothétiques, Leur probabilité (4).

Em—mennans
1. Enumération des faits. 2. Claf-
fification. des faits.
(3) Combinaifons {2).
Probabilité des faits (4).

3.
Réfultat des faits.
Probabilité des réfultats (4).

Théories préliminaires qui doivent précédder fes applications..

1. Théorie des grandeurs fufceptibles d’accroiffemens propors
tionnels.

2. Théorie des Combinaifons.

3. Méthode de déduire des faits individuels obfervés , foic leg
faits généraux qui en réfultent, foit les lojix générales qui
y font obfervées,

4. Théorie générale des Probabilités.
5. Théorie générale des Valeurs moyennes.
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Cependant la détermination de cette mefure

commune, telle qu'elle réfulte des befoins de

Phomime & des loix de 1 fociété, eft bien éloignde
de cetre précifion, de cette invariabilité qu'exige
une véritable feience, & la théorie de la réduétion
des valeurs i une mefure commmne devient ene
partie néceflaire de la mathématique fociale,
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Nicolas de Condorcet (1743-1794)

ES 5 Al

SUR L'APPLICATION

IPE EANALYSE

X P

PROBABILITE
DES DECISIONS

Rendues 2 fa pluralité des voix.

Par M. LE MARQUIS DE CONDORCET, Secrétaire perpétuel
de I' Académie des Sciences, de I'Académie Frangoife, de
Ulnflitut  de Bologne, des Académies de Péterfbourg , de
Turint, de Philadelphie & de Padoue,

Quod fi deficiant vires audacia certe
Laus erit, in magnis & voluiffe fat eft.

DE L'IMPRIMERIE ROYALE

M DCCLXXXY.

Condorcet Paradox
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SOCIAL CHOICE
AND INDIVIDUAL VALUES

By

KENNETHE ]. ARROW

JOHN WILEY & SONs, INC., NEW YORK
CHAPMAN & HALL, LIMITED, LONDON
1951

Arrow Paradox
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Nicolas de Condorcet (1743-1794)

OUTLINES

\ OF AN
-

- HISTORICAL VIEW

,,,Es QUISSE
D'U N

AU HISTDI{IQU]E.;,___—;

OF THE

DES PROGRES DE L'ESPRIT Hm'rmm: o
' PROGRESS OF THE HUMAN MIND :

Q BEING A POSTHUMOUS WORK OF THE LATE

M. DE CONDORCET.

Gr.:wwlgr postfieme o Conponcer.

TREANSLATED FROM THE FTRENCH.

A PARIS, |
LORDDR
—_—

Chez AGASSE, rue des Poitevins, N° 13,

B 1795-

Lax III pe oy BEPOELIQUE , UME BT IEDIVISIDEM. A .

T
©
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FREINTED FOR [, JOMNION, IN 7. PAUL"S CHURCH-YARD.
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Nicolas de Condorcet (1743-1794)




Nicolas de Condorcet (1743-1794)
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William Godwin (1756—-1836)

William Godwin
by Henry William Pickersgill

One of the first theorists of anarchism
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AN
D) Q U .[ R Y
CONCERNING

POLITICAL JUSTICE,

4%D

ITS ENMFLUENCH

GENERAL VIRTULE AND HAPPINESS
BY

WILLIAM GODWIDN.

IN TWO YVOLUMES

YL L

LOoONDON:

FRINTED FOR G. Q. ). AND ]. ROBINSON, PATERNOSTER.AOW,

L= (4 T F R
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William Godwin (1756—-1836)

A
VINDICATION

OF THE

RIGHTS OF WOMAN:
'BTRICTURES_
oN

FOLITICAL AND MORAL SUBJECTS.

e ——

By MARY WOLLSTONECRAFT,

e ———
e S S
o BEEEER
THE THIRD EDITION,

e ———

LONDOMN:

FRINTED FOR ), JOBNSON, K™ 73, 87, PAUL™ cHUREH TARD,

1796,
Mary Wollstonecraft (1759-1797) One of the first “feminists",
John Opie, National Portrait Gallery partner of Godwin
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William Godwin (1756—-1836)

FRANKENSTEIN ;

on,
THE MODERN PROMETHEUS.

et —

I5¥ THREE VOLUMESA
[ —

Did T requesi thee, Maker, lrom oy clay

Tomould mewan? Did 1 solicit thee

From dorkoes (o promote me l—»
Pamsone Lot

VOL. 1.

Mary Shelley

(1797-1851) e

by Richard Rothwell, Percy BySShe She“ey _ rwnren ox

Oll on canvas, 1840, NPG (1792_1822) LACKINS FOW, Il;:};:;;;:‘I:I;:;r:{;‘.u!:u.l\l:l]l:. & FORES,
by Amelia Curran

Daughter of Wollstonecraft oil on canvas, 1819, NPG 1818,
and Godwin, author of

One of the greatest English

Frankenstein Romantic poets
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BOOK I.
CHAP. V.

William Godwin (1756—1836)

hardly be known but by report. If tverly man could with

=" perfect facility obtain the neceflaries of life, and, obtaining them,

originate, 1.
in extreme
poverty.

feel no unecafy craving after its fuperfluities, temptation would
lofe its power. Private intereft would vifibly accord with public
good ; and civil fociety become all that poetry has feigned of
the golden age. Let us enquire into the principles to which
thefe cvils: owe their exiftence, and the treatiment by which they
may be alleviated or remedied. X

Firft then it is to be obferved, that, in the moft refined ftates
of Europe, the inequality of property has arifen to an alarming
height.  Vaft numbers of their inhabitants are deprived of

. almoft every accommodation that can renderlife tolerable or

fecure. Their utmoft induftry fcarcely fuffices for their fup-
port. The women and children lean with an infupportable
weight upon the efforts of the man, fo that a large family has
in the lower order of life become a proverbial expreffion for an
If ficknefs
or fome of thofe cafualties which are perpetually incident to an
adtive and laborious life, be {uperadded to thefe burthens, the
diftrefs is yet greater.

uncommon degree of poverty and wretchednefs.
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A fecond fource of thofe deftru@tive paffions by which the 2. in the of-
ol il . T . tentation of
peace of fociety is interrupted, is to be found in the luxury, the the rich:
pageantry and magnificence with which enormous wealth is

nfually accompanied. Human beings are capable of encoun-

A third difadvantage that is apt to connelt poverty with

4. in the'r
tyranny :

difcontent confifts in the infolence and ufurpation of the rich.

Firft then, legiflation is in almoft every country grofsly the 1. by kgil-
akion 3

favourer of thé rich ngainf’c the poor. Such is the charafer of

2.by thead- Secondly, the adminiftration of law is not lefs iniquitous than
mimiftration

of Taw ; the fpirit in which it is framed. Under the late government of
France the office of judge was a matter of purchafe, partly by an

“Thirdly, the inequality of conditions ufua!!l}f maintained by 3. by the in-

Ll alih_.' of

political inftitution, is calculated greatly to enhance the imagined conditions.

excellence of wealth, In the ancient monarchies of the eaft,
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William Godwin (1756—1836)

CHAP VL

HUMAN INVENTIONS CAPABLE OF PERPETUAL
IMPEOVEMENT,

PERFECTIBILITY OF MAN—INSTANCED, FIRST, IN LAN-

HE fubject of property is the key ftone that completes the
fabric of political juftice. According as ourideas refpect-
ing it are crude or corre&, they will enlighten us as to the con-
fequences of a fimple form of fociety without government, and re-
move the prejirdices that attach us to complexity. There is no-
thing that more powerfully tends to diftort our judgment and opi-
nions, than erroneous notions concerning the gobds of fortune,
Finally, the period that fhall put an end to the fyftem of coercion
and punifbment, is intimately connected with the circumftance of
property’s being placed upon an equitable bafis.

What is the criterion that muft determine whether this or that
fubftance, capable of contributing to the benefit of a human
being, ought to be confidered as your property or mine ? To this
queftion there can be but one :]11i"|.1.'£1'—]1|ﬂi|::c. Let us then re-

cur to the principles nfjuﬂicc ®

To whom does apy article of property, fuppole a loaf of bread,

jultly belong ? To him who moft wants it, or to whom the pof-
feflion of it will be moft beneficial. Here are fix men famifhed

- with hunger, and the loaf is, abfolutely confidered, capable of fa-
tisfying the cravings of them all. 'Who is it that has a reafonable
claim to benefit by the qualities with which this loaf is en-
dowed ? They are all brothers perhaps, and the law of primoge-
niture beftows it exclufively on the eldeft. But does juftice
confirm this award ? The laws of different countries difpofe of
property in a thouland different ways ; but there can be but one
way which is moft conformable to reafon, -

Perfectibility: People's fate can be made better if institutions change

NJ Theocarakis UoA Classical Political Economy: Malthus & Ricardo
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Thomas Robert Malthus (1766-1834)
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Thomas Robert Malthus (1766-1834)

o A o T S ;. 7 ¢
/ Ay e e P

by John Linnell, mezzotint, 1834, NPG
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1766

1782—4

1784-8

1789

1703
17960

1798
1799

1800

1803

1804
1805

1807

Thomas Robert Malthus (1766-1834)

Principal events in the life of Robert Malthus

Born at The Rookery, Wooton, Surrey, 13 February, Seventh
child and second son of Daniel Malthus.

Educated by Gilbert Wakefield at the Dissenting Academy at
Warrington and later at Wakefield’s home in Bramcote, Not-
tinghamshire,

Undergraduate at Jesus College, Cambridge, where he grad-
uated as Ninth Wrangler in the Mathematics Tripos.
Ordained as Deacon and appointed curate of Okewood, near
his parent’s home in Surrey.

Appointed Fellow of Jesus College.

Wrote “The Crisis, a View of the Present Interesting State of
Great Britain, by a Friend to the Constitution” (unpublished).
First Essay on Population published anonymously.

Travel in Norway, Sweden, and Germany with friends, also
collecting additional material on population.

Published An Investigation of the Causes of the High Price of

Provisions.

Second and much enlarged edition of Essay on Populanion.
Appointed Rector of Walesby, Lincolnshire, a living which he
retained throughout his life, paying a curate to carry out the
duties.

Married Harriet Eckersall: first of their three children born.
Appointed first Professor of General History, Politics, Com-
merce and Finance at East India College, Haileybury, an
establishment designed to train civil servants prior to service in
India.

Published A Letter to Samuel Whithread criticizing Whitbread’s
proposals for the Poor Law.
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1811

1814

1815

1820

1823

1826
1827
1834
1834

Beginning of correspondence and friendship with David
Ricardo.

Published Observations on the Effects of the Corn Laws, in which
he adopted an impartal approach to the merits of free trade
and protection.

Published An Inguiry mto the Nature and Progress of Rent and
The Grounds of an Opinien on the Policy of Restricting the
Importation of Foreign Corn, the latter expressing a ‘deliberate,
yet decided opinion’ in favour of import restrictions.
Published Principles of Political Economy Considered with a View
to their Practical Application, a work partly designed to embody
the conclusions he had reached as a result of teaching political
economy at Haileybury, and partly to answer David Ricardo’s
Principles.

Published The Measure of Value Stated and Illustrated and the
article on ‘Population’ for Encyclopaedia Britannica, later re-
issued as A Summary View of the Principle of Population (1830).
Published sixth and final edition of Essay on Population.
Published Definitions in Political Economy.
Founder member of London Statistical Society.
Died 29 December, buried in Bath Abbey.

An essay on the principle of
population: by T.R. Malthus;
selected and introduced by
Donald Winch, Cambridge UP,
1992




Thomas Robert Malthus (1766-1834)

PRINCIPAL WORKS

1798. An Essay on the Principle of Population, as it Affects the Future Improvement of Society, with
Remarks on the Speculations of Mr. Godwin, M. Condorcet, and other Writers, (London: J.
Johnson). Subsequent editions 1803, 1806, 1807, 1817, 1826.

1800. An Investigation of the Cause of the Present High Price of Provisions (London: J. Johnson).

1807. A Letter to Samuel Whitbread, Esq. M.P. on His Proposed Bill for the Amendment of the Poor
Laws (London: J. Johnson and J. Hatchard).

1808. ‘Spence on Commerce’, Edinburgh Review, 11, January, pp. 429-48.

1808. “Newneham and Others on the State of Ireland’, Edinburgh Review, 12, July, pp. 336-55.
1809. ‘Newneham on the State of Ireland’, Edinburgh Review, 14, Apnl pp. 151-70.

1811. “‘Depreciation of Paper Currency’, Edinburgh Review, 17, February, pp. 340-72.

1812. “Pamphlets on the Bullion Question’, Edinburgh Review, 18, August, pp. 448-70.

1813. A Letter to the Rt. Hon. Lord Grenville ... (London: J. Johnson).

1814. Observations on the Effect of the Corn Laws ... (London: J. Johnson).

1815. An Inquiry into the Nature and Progress of Rent .__ (London: John Murray).

1815. The Grounds of an Opinion on the Policy of Restricting the Importation of Foreign Corn ...
(London: John Murray).
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Thomas Robert Malthus (1766-1834)

1817. Statement Respecting the East-India College ... (London: John Murray).

1820. Principles of Political Economy: Considered with a View to Their Practical Application
(London: John Murray). Second edition 1836.

1821. *Godwin on Malthus’, Edinburgh Review, 35, July, pp. 362-77.
1823. The Measure of Value Stated and Illustrated ... (London: John Murray).

1823. ‘Population’ in Supplement to the Fourth, Fifth and Sixth Editions of the Encyclopaedia
Britannica.

1823. ‘Tooke — On High and Low Prices’, Quarterly Review, 29(57), April, pp. 214-39.
1824. “Political Economy’, Quarterly Review, 30(60), January, pp. 297-334.
1827. Definitions in Political Economy ... (London: John Murray)

1829. “On the Measure of the Condifions Necessary to the Supply of Commodities’, in Transactions of
the Royal Society of Literature of the United Kingdom, Vol. 1 (London: John Murray), pp. 171-80.

1829. “On the Meaning Whuch 1s Most Usually and Most Correctly Attached to the Term “Value of a
Commodity™, in Transactions of the Roval Society of Literature of the United Kingdom, Vol. 2
(London: John Murray), pp. 74-81.

1830. A Summary View of the Principle of Population (London: John Murray).

Geoffrey M. Hodgson, “MALTHUS, Thomas Robert (1766-1834)”, Biographical Dictionary of British
Economists, edited by Donald Rutherford (Bristol: Thoemmes Continuum), 2004.
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Thomas Robert Malthus (1766-1834)

Theory of population
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Thomas Robert Malthus (1766-1834)

Essay on the Principle of Population
1t anonymous edition, 1798
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ond “yery much enlarged” edition, 1803.
Four more editions followed with minor
changes, the last one (6t) in 1826
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Thomas Robert Malthus (1766-1834)

The reformers are wrong: Human destiny
cannot be improved. The present order of
things is imposed by nature.

NJ Theocarakis UoA Classical Political Economy: Malthus & Ricardo
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Thomas Robert Malthus (1766-1834)

Population and Food
300

250
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Taking the whole earth, instead of this island,
emigration would of course be excluded; and,
supposing the present population equal to a thou-
sand millions, the human species would increase
as the numbers, 1, 2, 4, 8, 16, 32, 64, 128, 250,
and subsistence as 1, 2,3, 4, 5,6,7,8,9. Intwo
centuries the population would be to the means
of subsistence as 256 to 9; in three centurics as
4096 to 13, and in two thousand years the dif-
ference would be almost incaleulable.
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Food increases by arithmetic progression,
the population, if unchecked, by geometric
progression. So, there is not enough food for
everyone.
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Thomas Robert I\/Ialthus (1766-1834)
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This appalling text on the "feast
of nature" appeared in the second
edition of the Essay in 1803 but
was eliminated from subsequent
editions.
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Darwin is

Malthus in
writing the
Origin of
Species

In October 1838, that is, fifteen months after I had
begun my systematic enquiry, I happened to read for
amusement ‘ Malthus on Population,” and being well
prepared to appreciate the struggle for existence
which everywhere goes on from long-continued obser-
vation of the habits of animals and plants, it at once
struck me that under these circumstances favourable
variations would tend to be preserved, and unfavour-
able ones to be destroyed. The result of this would
be the formation of new species. Here then I had at
last got a theory by which to work; but I was so
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influenced by

Thomas Robert Malthus (1766-1834)

THE T HICAT:

LIFE AND LETTERS -

CHARLES DARWIN,

INCLUDING

AN AUTOBIOGRAPHICAL CHAPTER.

EDITED BY HIS SON,

FRANCIS DARWIN.

IN THREE VOLUMES:—Vor. L

LONDON:
JOHN MURRAY, ALBEMARLE STREET,
1887.
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Thomas Robert Malthus (1766-1834)

No matter what we do - even give
money to the unfortunate poor -
nature does not allow everyone to eat.

NJ Theocarakis UoA Classical Political Economy: Malthus & Ricardo

Suppose, that by a subscription of the rich the
eighteen pence or two shillings, which men earn
now, were made up five shillings: it might be
imagined, perhaps, that they would then be able
to live comfortably, and have a piece of meat
every day for their dinner. But this would be a
very false conclusion. The transfer of three ad-
ditional shillings a day to each labourer would not
increase the quantity of meat in the country.
There is not at present enough for all to have a
moderate share. What would then be the con-
sequence ? the competition among the buyers in
the market of meat would rapidly raise the price
from eight pence or nine pence to two or three
shillings in the pound, and the commodity would
not be divided among many more than it is at
present. When an article is scarce, and cannot
be distributed to all, he that can shew the most
valid patent, that is, he that offers the most money,
becomes the possessor.
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A collection from the rich of eighteen shillings
in the pound, even if distributed in the most judi-
cious manner, would have an effect similar to that
resulting from the supposition which I have just
made ; and no possible sacrifices of the rich, par-
ticularly in money, could for any time prevent the
recurrence of distress among the lower members
of society, whoever they were, '

By the laws of nature man cannot live without food.
Whatever may be the rate at which population would in-
crease if unchecked, it never can actually increase in any
country beyond the food necessary to support it.  But, by
the laws of nature in respect to the powers of a limited ter-
ritory, the additions which can be made in cqual periods to
the which it produces must, after a short time, cither
be constantly decreasing, which is what would really take
place; or, at the very most, must remain stationary, so as
to increase the means of subsistence only in an arithmeti-
cal progression.

Elevated as man is above all other animals by his intel-
lectual faculties, it is not to be supposed that the pl:};ﬂ}ﬂl
laws to which he is subjected should be essentially differ-
ent from those which are observed to prevail in other parts
of animated nature. He may increase slower than most
other animale, but food is equally necessary to his support;
and if his natural capacity of increase be greater than can
be permanently supplied with food from a limited territory,
his increase must be constantly retarded by the difficulty
of procuring the means of subsistence.

It may be safely asserted, therefore, that population, when
unchecked, increases in a geometrical progression of such a

nature as to double itself every twenty-five vears.
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On examining these obstacles to the increase of
population which I have classed under the heads
of preventive and positive checks, it will appear
that they are all resul*rrable into moral restraint,
vice, and misery,

Moral self-restraint [i.e., marriage at
an older age], vice [including
contraception] and misery ultimately
limit population growth.



Thomas Robert Malthus (1766-1834)

CHAP. V.

Of the Consequences of pursuing the opposite Mode.

Ir is an evident truth that, whatever may be the
rate of mncrease in the means of subsistence, the
increase of population must be limited by it, at
least after the food has once been divided into
the smallest shares that will support life.  All the
children born, beyond what would be required to
keep up the population to this level, must neces-
sarily perish, unless room be made for them by
the deaths of grown persons. It has appeared
indeed clearly in the course of this work, that in
all old states the marriages and births depend
principally upon the deaths, and that there is no
encouragement to early unions so powerful as a
great mortality. To act consistently therefore,
we should facilitate, instead of foolishly and vainly
endeavouring to impede, the operations of nature
in producing this mortality ; and if we dread the
too frequent visitation of the horrid form of famine,
we should sedulously encourage the other forms
of destruction, which we compel nature to use.
Instead of recommending cleanliness to the poor,
we should encourage contrary habits. In our
towns we should make the streets narrower, crowd
more people into the houses, and court the return
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of the plague. In the country, we should build
our villages near stagnant pools, and particularly
encourage settlements in all marshy and unwhole-
some situations.* But above all, we should re-
probate specific remedies for ravaging diseases;
and those benevolent, but much mistaken men,
who have thought they were doing a service to
mankind by projecting schemes for- the total ex-
tirpation of particular disorders. If by these and
similar means the annual mortality were increased
from 1 in 36 or 40, to 1 in 18 or 20, we might
probably every one of us marry at the age of pu-
berty, and yet few be absolutely starved.

If, however, we all marry at this age, and yet
still continue our exertions to impede the opera-
tions of nature, we may rest assured that all our
efforts will be vain, Nature will not, nor cannot,
be defeated in her purposes. The necessary mor-
tality must come, in some form or other;

Either you wise up or we'll make sure

the Grim Reaper gets you
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Thomas Robert Malthus (1766-1834)

Promiscuous intercourse, unnatural passions,
violations of the marriage bed, and improper arts
to conceal the consequences of irregular con-
nexions, are preventive checks tha‘F clearly come
under the head of vice.

“When this restraint produces vice, the evils
which follow are but too conspicuous. A promis-
cuous intercourse to such a degree as to prevent
the bhirth of children, seems to lower, in the most
marked manner, the dignity of human nature. Tt
cannot be without its effect on men, and nothing
can be more obvious than its tendency to degrade
the female character, and to destroy all its most
amiable and distinguishing characteristics. Add
to which, that among those unfortunate females,
with which all great towns abound, more real
distress and aggravated misery are, perhaps, to be
found, than in any other department of human hife.

Vice, i.e., non-reproductive
intercourse, is morally unacceptable.
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Welfare for the needy is a dead end.
It increases their numbers and
deprives food from those who truly
deserve it.
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If you draw a blank in the lottery of life
you must suffer from want. Your bosses
will feed you only if you work hard.

NJ Theocarakis UoA Classical Political Economy: Malthus & Ricardo
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You must owe a debt of gratitude to
the possessors. Private property and
self-interest are responsible for
civilization.
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After all, life is a blessing, and
you should thank God that you
live even with so much misery.
Given the limitations of nature,
the unfortunate of this life should

be happy.
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Theory of value
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PRINCIPLES
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APPLICATION.

- By tae Rev. T. R. MALTHUS, M.A. F.R.S.
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©  LONDON:
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1820.

Principles of Political Economy (1820), 2" posthumous edition 1836
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the quantity of labour of a given description (common-day labour, for
instance) which it can command, it will appear to be unquestionably
the best of any one commodity, and to unite, more nearly than any
other, the qualities of real and nominal measure of exchangeable value.

the relative values of commodities in money, or their prices, are
determined by the relative demand of them, compared with the supply
of them; and this law appears to be so general, that probably not a single
instance of a change of price can be found which may not be satisfacto-
rily traced to some previous change in the causes which affect the
demand or supply.
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Theory of Gluts
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Economic crises in England after the Napoleonic Wars.
Labour unrest
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Thomas Robert Malthus (1766-1834)

Peterloo Massacre
Manchester 1819
Richard Carlile (1790-1843)
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Thomas Robert Malthus (1766-1834)

The Role of Effectual
demand

NJ Theocarakis UoA Classical Political Economy: Malthus & Ricardo
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Thomas Robert Malthus (1766-1834)

Rejection of the
Say's Law
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Thomas Robert Malthus (1766-1834)

;g_ third verylserinu_s error of the writers above re-
ferred to, and practically the most important of the

three, consists in supposing that accumulation ensures Productive workers
demand’; or that the consumption of the labourers em- >
ployed by those whose object is to save, will create cannot create sufficient
such an effectual demand for commodities as to en- effective demand

courage a continued increase of produce.

that under all common circumstances, if an increased power of produc-
tion be not accompanied by an increase of unproductive expenditures, it
will inevitably lower profits and throw labourers out of employment.

Non-productive spending by the aristocrats is necessary to
create effective demand.

Letter from Malthus to Ricardo (1821)

M EFEA H LA WS rASLs T mam s e

T s = SRR, e i
On the whole it may be observed, that the specific
use of a body of unproductive consumers, 1s to give

encouragement to wealth by maintaining such a ba-
lance between produce and consumption as will give
the greatest exchangeable value to the results of the
national industry. [If such consumers were to pre-
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Thomas Robert Malthus (1766-1834)
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David Ricardo (1772-1823)
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David Ricardo (1772-1823)

David Ricardo

by Thomas Phillips
oil on canvas, circa 1821, NPG

He was born in London in 1772, the third child of 17 of
a Sephardic family of Portuguese descent who had
moved to Holland and had recently emigrated to
England. His father was a stockbroker and David
Ricardo worked in his father's business from the age of
14. At 21 he married a Christian woman and became
estranged from his family.

He begins a successful career as a stockbroker and
after the Battle of Waterloo he manipulates the market
and makes a large fortune. This allows him at 41 to
retire from business and buy Gatcombe Park,
Gloucestershire. He “purchases” a parliamentary seat
in the Irish constituency of Portarlington and
participates in the debates of the British Parliament.
He dies young of an ear infection. He was a personal
friend but theoretical opponent of Malthus.
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Published Works of David Ricardo

o S N o

11.

12.

The High Price of Bullion, A Proof of the Depreciation of Bank Notes (London, John Murray, 1810; corrected, 1810; enlarged,
1810; enlarged again, 1811).
Observations on some Passages in an Article in the Edinburgh Review, on the Depreciation of the Paper Currency; also

Suggestions for securing to the Public a Currency as Invariable as Gold, with a very moderate Supply of that Metal, Being an

Appendix to the Fourth edition of “High Price of Bullion, etc.” (London, John Murray, William Blackwood & M.N. Mahon, 1811).

Reply to Mr. Bosanquet's Practical Observation on the Report of the Bullion Committee (London, John Murray, William
Blackwood & M.N. Mahon, 1811).

An Essay on the Influence of a low Price of Corn on the Profits of Stock, showing the inexpediency of Restrictions on Importation,
with remarks on Mr. Malthus' two last Publications: “An Inquiry into the Nature and Progress of Rent;” and “The Grounds for an
Opinion on the Policy of restricting the Importation of Foreign Corn” (London, John Murray, 1815).

Proposals for an Economical and Secure Currency, with Observations on the profits of the Bank of England, as they regard the
Public and the Proprietors of Bank Stock (London, John Murray, 1816).

On the Principles of Political Economy and Taxation (London, John Murray, 1817, 2" edition 1819, 3 1821).

“Funding System”, An article in the Supplement to the Fourth, Fifth and Sixth Editions of the Encyclopaedia Britannica, 1820

On Protection in Agriculture (London, John Murray, 1822).

Mpr. Ricardo's Speech on Mr. Western's Motion, for a Committee to consider the Effects produced by the Resumption of Cash
payments, delivered on the 12th of June, 1822. (London, G. Harvey, 1822).

Plan for the Establishment of a National Bank (London, John Murray, 1824); published as an appendix to A National Bank the
Remedy for the Evils attendant upon our Present System of Paper Currency by Samuel Richardson (London, Pelham Richardson,
1838).

The Works of David Ricardo, Esq., M.P. With a Notice of the Live and Writings of the Author, by J.R. McCulloch, (London, John
Murray, 1826).

The Works and Correspondence of David Ricardo, 11 volumes, edited by Piero Sraffa with the collaboration of M.H. Dobb,
(Cambridge, Cambridge University Press for the Royal Economic Society, 1951-1973).
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David Ricardo (1772-1823)

The now classic edition of Ricardo's works is by Piero Sraffa in collaboration
with Maurice H. Dobb, The Works and Correspondence of David Ricardo,
published by Cambridge University Press for the Royal Economic Society

(1951-1973)

Vol. 1 Principles of Political Economy and Taxation
Vol. 2 Notes on Malthus

Vol. 3 Pamphlets and Papers 1809—1811
Vol. 4 Pamphlets and Papers 1815—1823
Vol. 5 Speeches and Evidence

Vol. 6 Letters 1810-1815

Vol. 7 Letters 1816—1818

Vol. 8 Letters 1819 — June 1821

Vol. 9 Letters 1821-1823

Vol. 10 Biographical Miscellany

Vol. 11 General Index

Maurice Dobb
(1900-1976)
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David Ricardo (1772-1823)

Differential rent

Essay on Profits, 1815
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David Ricardo (1772-1823)

Essay on Profits, 1815
Differential rent and

the first attempt at a
theory of value
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“ An Inquiry into the Nature and Pro, of Rent;” and “The
Grounds of an Opinion on, the Policy of restricting the Im-
portation of Foreign Corn.”

By DAVID RICARDO, Esa
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FPRINTED FOR JOHN MURRAY, ALBEMARLE STREET.
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Malthus & Ricardo

Three other
publications on
the same subject
in the same year
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I: Available fertile land
. Fertile land in use

Competition between
landowners reduces land rent
to zero
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B Available high fertility land in use
. Low fertility land in use

D Low fertility land not
in use

Low fertility land owners do
not receive land rent, but high
fertility land owners receive as
rent the difference in
productivity between high
and low fertility lands
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Wage, w, is constant. Profit, m, is the same
for all lands A-E. Land rent, R, is different

| R for lands of different fertility.
Marginal land E receives no rent
m 1L
w w
A B r A E

Luigi Pasinetti, 1960. “A mathematical formulation of the Ricardian
system”, Review of Economic Studies, 27: 78—98
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Corn
R Corn
TU
0 ] 0
Land
Corn

L* Land
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As the amount of land under
cultivation increases, the rate
of profit decreases. After L*
there is no profit



David Ricardo (1772-1823)

Opposition to the Corn Laws (1815-1846)
which prevented the importation of grain
from abroad, benefited landowners and
increased wages
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David Ricardo (1772-1823)

Ricardo’s first attempt at a labour theory of value.

Let r, the rate of profit in agriculture, Y the product of agriculture in units of corn, L the number of
workers in agriculture and w the wage in units of corn in all sectors. Define also /=L/Y, i.e., workers
per unit of corn. Corn is the numeraire good, i.e., its price is equal to one. Then we have the profit
rate in agriculture in terms of wages and labour per unit of corn as

Y L
_Y-wL_y Yy 1-wi
wL Wk wi
Y

profit rate in agriculture
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Use the subscript ¢, to denote variables in the textile industry. Hence, let 7., the rate of profit in the
textile industry, Y, the product of the textile industry in units of cloth, L. the number of workers in
the textile industry and w the wage in units of corn in all sectors. Define also /[ =L /Y, i.e., workers
per unit of cloth. Let p, be the price of a unit of cloth in terms of corn. Then we have the profit rate
in the textile industry in terms of wages and labour per unit of cloth as

L _bY.—wL _ p.—wl

‘ wl wi

C c

Profit rate in the textile industry
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1-wl  p, —wl,

r=r, =

(o

wl wil

1—wl 1—wl
p.=|—— Wl +wl, =wl | ——+
wi wl

l =

C

= wl = =<
Pe =W\ T wl 1

l—wl+wl) wil, |

Since the profit rate 1s uniform across industries we equate the profit rates in the two sectors, and after some
simple algebraic manipulation we derive the ratio of the prices of units of cloth and corn as the ratio of labour
in a unit of cloth divided by the labour in a unit of corn. The trick was to derive the rate of profit in
agriculture in physical units (corn) without the need to use the value of other wage goods.

NJ Theocarakis UoA Classical Political Economy: Malthus & Ricardo 64




David Ricardo (1772-1823)

Relative prices of goods are expressed by the
ratio of labour content per unit of good

Critique of Malthus: workers' wages do not
consist solely of corn
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David Ricardo (1772-1823)

Ricardo's attempt at a labour theory of value in
Principles of Political Economy and Taxation

(1817)
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CHAPTER I

On Value

SECTION I

The value 0f a mmmaa'ig; or the quantity 0f any other cammodi{y

ﬁ)r which it will mb.'mgf, dfpmd.f on the relative gu.'mmy qf
labour which is necessary fbr iy praa'ucrfa?:, and nor on the
greater or fess compensation which is ‘pm'd ﬁ}r thar labour.

IT has been observed by Adam Smith, that “the word Value
has two different meanings, and sometimes expresses the utility
of some particular object, and sometimes the power of pur-
chasing other goods which the possession of that object con-
veys. The one may be called value in use; the other value in
fxcira?:g?. The things,” he continues, “which have the greatest
value in use, have frequently little or no value in exchange;
and, on the contrary, those which have the greatest value in
exchange, have little or no value in use.”? Water and air are
abundantly useful; they are indeed indispensable to existence,
vet, under ordinary circumstances, nothing can be obrained in
exchange for them. Gold, on the contrary, though of little use
compared with air or water, will exchange for a great quantity
of other goods.

Utility then is not the measure of exchangeable value, al-
though it is absolutely essential to it. If a commodity were in
no way useful,—in other words, if it could in ne way con-
tribute to our gratification,—it would be destitute of exchange-
able value, however scarce it might be, or whatever quanticy
of labour might be necessary to procure it.

NJ Theocarakis UoA Classical Political Economy: Malthus & Ricardo

Utilityis a
precondition but not a
measure of value
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Possessing utility, commodities derive their exchangeable
value from two sources: from their scarcity, and from the
quantity of labour required to obtain them.

There are some commodities, the value of which is deter-
mined by their scarcity alone. No labour can increase the
quantity of such goods, and therefore their value cannot be
lowered by an increased supply. Some rare statues and pictures,
scarce books and coins, wines of a peculiar quality, which can
be made only from grapes grown on a particular soil, of which
there is a very limited quantity, are all of this description. Their
value is wholly independent of the quantity of labour originally
necessary to produce them, and varies with the varying wealth
and inclinations of those who are desirous to possess them.

These commodities, however, form a very small part of the
mass of commodities daily exchanged in the market. By far
the greatest part of those goods which are the objects of desire,
are procured by labour; and they may be multiplied, not in
one country alone, but in many, almost without any assignable
limit, if we are disposed to bestow the labour necessary to
obtain them.

In speaking then of commodities, of their exchangeable value,
and of the laws which regulate their relative prices, we mean
always 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.

NJ Theocarakis UoA Classical Political Economy: Malthus & Ricardo

The goods he analyses are not
scarce goods, rare paintings or
wines, where supply and
demand applies, but those
goods which can be reproduced
by labour and which are sold in
competitive markets.
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1. Domaine de la Romancee Conli Grand Cru 1945 $558,000

Salvator Mundi by Leonardo da Vinci,
1500, via Christie's

Estimate: POR

Realized Price: USD 450,312,500
Venue & Date: Christie's, New

York, 15 November 2017, Lot 9B
Known Seller: Private European
collector 20 Dollar 1933 Double Eagle (Farouk Specimen)
Known Buyer: Mohammed bin Salman, _ €6 446 000 9 P

Crown Prince of Saudi Arabia ' ’
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David Ricardo (1772-1823)

That this is really the foundation of the exchangeable value
of all things, excepting those which cannot be increased by
human industry, is a doctrine of the utmost importance in
political economy; for from no source do so many errors, and
so much difference of opinion in that science proceed, as from
the vague ideas which are attached to the word value.

If the quantity of labour realized in commodities, regulate
their exchangeable value, every increase of the quantity of
labour must augment the value of that commeodity on which
it is exercised, as every diminution must lower it.

Labour is the foundation of
exchange value

NJ Theocarakis UoA Classical Political Economy: Malthus & Ricardo
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SECTION II

Labour af a’@gﬁ%mr guﬂffn'f_r zﬁf@?‘ﬁﬂf{]ﬂ rewarded. This no cause

af variation in the relative value ﬂf commodities.”

IN speaking, however, of labour, as being the foundation of all
value, and the relative quantity of labour as almost exclusively?
determining the relative value of commodities, I must not be
supposed to be inattentive to the different qualities of labour,

and the difficulty of comparing an hour’s or a day’s labour, in Works of different
one employment, with the same duration of labour in another. types have different
The estimation® in which different qualities of labour are held, qualities, but this is
comes soon to be adjusted in the market with sufficient pre- not a problem for the
cision for all practical purposes, and depends much on the theory

comparative skill of the labourer, and intensity of the labour
performed. The scale, when once formed, is liable to little
variation. If a day’s labour of a working jeweller be more
valuable than a day’s labour of a common labourer, it has long
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David Ricardo (1772-1823)

SECTION III

Not amﬁ: the labour ;zppfifd immm’ixzrf{y to commodities ﬂﬁcr
their value, bur the labour also which is bestowed on the impfe—
ments, tools, and bm'fdz'ngr, with which such labour is assisted ?

The labour that is counted is not that
of the last stage, but also that of all the
previous stages of production and that
which goes into the construction of
tools, buildings, ships, etc.

NJ Theocarakis UoA Classical Political Economy: Malthus & Ricardo

If we look to a state of society in which greater improve-
ments have been made, and in which arts and commerce
Hourish, we shall still find that commodities vary in value
conformably with this principle: in estimating the exchangeable
value of stockings, for example, we shall find that their value,
comparatively with other things, depends on the total quantity
of labour necessary to manufacture them, and bring them to

market. First, there is the labour necessary to cultivate the land
on which the raw cotton is grown; secondly, the labour of
conveying the cotton to the country where the stockings are
to be manufactured, which includes a portion of the labour
bestowed in building the ship in which it is conveyed, and
which is charged in the freight of the goods; thirdly, the labour
of the spinner and weaver; fourthly, a portion of the labour
of the engineer, smith, and carpenter, who erected the buildings
and machinery, by the help of which they are made; hfthly,
the labour of the retail dealer, and of many others, whom it is
unnecessary further to particularize. The aggregate sum of these
various kinds of labour, determines the quantity of other things
for which these stockings will exchange, while the same con-
sideration of the various quantities of labour which have been
bestowed on those other things, will equally govern the portion
of them which will be given for the stockings.
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SECTION IV

The Prfur{pfe that the quantiry ﬂf labour bestowed on the Prod'ur—

tion qf commodities rfguf.;zrﬁ their relative value, Eﬂmfa'i?mfﬂ{y
masi'{ﬁ&f E_}f the Emp.ﬂﬂ_}fmmr qf m.;z.:‘éafnfry and other ﬁxmr and
durable ::.;zp:'miz

The time structure of production modifies the measurement of
the relative value of goods with the labour involved because

profit is calculated at each stage of production

NJ Theocarakis UoA Classical Political Economy: Malthus & Ricardo

76



David Ricardo (1772-1823)

Good X Good Y

Take two goods which both contain 400 units of labour but at different stages of
production. Good Y has 300 labour units at the final stage, while good X has only 100.

NJ Theocarakis UoA Classical Political Economy: Malthus & Ricardo
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The labour cost wL, entered at stage ¢, must have a profit wL (1+r),, 1.e.,
the cost of the machinery involving labour in earlier stages must be

T

Zth (1 + r)t

t=l1

So the price of a good should be

T
P, = {wa +Zwa (1+r)t}(1+r)
t=1
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Thus, the relative prices of two goods cannot express the relative quantities of

labour involved, since

T
p | L () (1) S L
(=

X _ 4 1=0
T T

b WL§+Zwa (1+r)t (1+r) ZLf
=0

t=1

as a pure labour theory would require.
For different w and r the relative values change

NJ Theocarakis UoA Classical Political Economy: Malthus & Ricardo
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If we use the numerical example of goods X and Y, then for a wage equal to 1

euro and a profit rate of 50% the prices will be respectively

rate of profit
wage

Period Labour Units

1 100
2 75
3 75
4 75
5 75
Labour
Units 400

Good X
50%
1.00 €

Cost of labour

Labour units x

wage
100.00 €
75.00 €
75.00 €
75.00 €
75.00 €
Price

Cost of capital

Cost of labour x
(a+r)™t
150.00 €
168.75 €
253.13 €
379.69 €
569.53 €

1,521.09 €

NJ Theocarakis UoA Classical Political Economy: Malthus & Ricardo

rate of profit

wage

Period Labour Units

Labour
Units

300
50
50

400

GoodY
50%
1.00 €

Cost of labour

Labour units x
wage

300.00 €

50.00 €

50.00 €

Price

Cost of capital

Cost of labour
X (1+1r)"t
450.00 €
112.50 €
168.75 €

731.25 €
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Whereas for a wage equal to 2 euros and a profit rate of 10% the prices

David Ricardo (1772-1823)

will be respectively

rate of profit
wage

Period Labour Units

1 100
2 75
3 75
4 75
5 75
Labour
Units 400

Good X
10%
2.00 €

Cost of labour

Labour units x
wage
200.00 €
150.00 €
150.00 €
150.00 €
150.00 €

Price

Cost of capital

Cost of labour x
a+r)"t
220.00 €
181.50 €
199.65 €
219.62 €
241.58 €

1,062.34 €

NJ Theocarakis UoA Classical Political Economy: Malthus & Ricardo

rate of profit

wage

Period Labour Units

Labour
Units

300
50
50

400

GoodY
10%
2.00 €

Cost of labour

Labour units x
wage
600.00 €
100.00 €
100.00 €

Price

Cost of capital

Cost of labour
X (1+r)"t
660.00 €
121.00 €
133.10 €

914.10 €

81



David Ricardo (1772-1823)

rate of profit 50% 10%
wage 1.00 € 2.00 €
Price of Good X 1,522.50 € 1,062.34 €
Price of Good Y 731.25€ 014.10 €

So the relative prices are 1,522.59/731.25 in the first case and 1,062.34/914.10
in the second, while the two goods contain the same amount of labour

3 NJ Theocarakis UoA Classical Political Economy: Malthus & Ricardo




David Ricardo (1772-1823)

Ricardo searched for an absolute measure of value that would be invariant to
changes in the distribution between profit and wages, looking for a good that
would reflect the average time structure of production throughout the economy

The “solution” was given in 1960 by Piero Sraffa, however, eliminating,
however, labour from the “labour” theory of value.

PRODUCTION OF
COMMODITIES
BY MEANS OF
COMMODITIES

PRELUDE TO A CRITIQUE OF
ECONOMIC THEORY

PIERO SRAFFA

JRIDGE UNIVERSITY
3 PRESS

Piero Sraffa <
(1898-1983) 1960
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Under a system of perfectly free commerce, each country
naturally devotes its capital and labour to such employments
as are most beneficial to each. This pursuit of individual ad-
vantage is admirably connected with the universal good of the

whole. By stimulating industry, by rewarding ingenuity, and The virtues of lnt.ernatlonal
by using most efficaciously the peculiar powers bestowed by trade: England will produce
nature, it distributes labour most effectively and most eco- manufactured gOOdS and the rest

nomically: while, by increasing the general mass of productions, 11 produce aericultural ds
it diffuses general benefit, and binds together by one common will produ gricultural s00ds.

tic of interest and intercourse, the universal society of
nations throughout the civilized world. It is this principle
which determines that wine shall be made in France and
Portugal, that corn shall be grown in America and Poland,
and that hardware and other goods shall be manufactured in
England.
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England may be so circumstanced, that to produce the cloth
may require the labour of 100 men for one year; and if she Even if Portugal is more productive
attempted to make the .Wiﬂf_‘,, it might require the labour cfrf than Englan d in the pro duction of
120 men for the same time. England would therefore find it . .. vy -
her i . . : both wine and cloth, it is still in her
er interest to import wine, and to purchase it by the exporta- ) ) )
tion of cloth. Interest to export wine and import
To produce the wine in Portugal, might require only the cloth if she has a comparative
labour of 80 men for one year, and to produce the cloth in the advantage 1n wine.
same country, might require the labour of 9o men for the same

time. It would therefore be advantageous for her to export
wine in exchange for cloth. This exchange might even take place,
notwithstanding that the commodity imported by Portugal Hours of labour needed to
could be produced there with less labour than in England.
Though she could make the cloth with the labour of 9o men,
she would import it from a country where it required the labour
of 100 men to produce it, because it would be advantageous

produce wine and cloth in England

and Portugal

to her rather to employ her capital in the production of wine,

for which she would obtain more cloth from England, than Englﬂ”d Pﬂ"""'—'gﬂl

she could produce by diverting a portion of her capital from -

the cultivation of vines to the manufacture of cloth. Wine 120 80
Cloth 100 90
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The criticism of the theory of comparative advantage argues that in
the long run the terms of trade are to the detriment of agriculture, so
a specialisation in agriculture hinders the development of a country.

Instead, countries should protect their infant industries until they
mature.

% NJ Theocarakis UoA Classical Political Economy: Malthus & Ricardo
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Theory of National Debt

i ﬁs\ NJ Theocarakis UoA Classical Political Economy: Malthus & Ricardo
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Ricardo, like most classical economists, is opposed to public borrowing to
finance government spending. But he observed that from a purely
theoretical point of view there is no difference whether the expenditure is
financed through taxes, borrowing to be repaid over a certain period, or
through bonds that will never repay the principal but will pay interest in

perpetuity. This analysis later became known as “Ricardian equivalence™.

* On the Principles of Political Economy and Taxation

* [as E.E.E.] “Funding System”, An article in the Supplement to the Fourth, Fifth
and Sixth Editions of the Encyclopaedia Britannica, 1820

e James Buchanan, “Barro on the Ricardian Equivalence Theorem”, Journal of
Political Economy, 1976, 84 (2): 337-342.

* Andrew B. Abel, “Ricardian equivalence theorem”, in J. Eatwell, M. Milgate & P.
Newman (eds), The New Palgrave: A Dictionary of Economics, London,
Macmillan, 1987, vol. 4: 174-179.

NJ Theocarakis UoA Classical Political Economy: Malthus & Ricardo

88



David Ricardo (1772-1823)

Taxes which are levied on a country for the purpose of sup-
porting war, or for the ordinary expenses of the State, and
which are chiefly devoted to the support of unproductive
labourers, are taken from the productive industry of the
country; and every saving which can be made from such ex-
penses will be generally added to the income, if not to the
capital of the contributors. When, for the expenses of a year’s
war, twenty millions are raised by means of a loan, it is the
twenty millions which are withdrawn from the productive
capital of the nation. The million per annum which is raised
by taxes to pay]| the interest of this loan, is merely transferred
from those who pay it to those who receive it, from the con-
tributor to the tax, to the national creditor. The real expense
is the twenty millions, and not the interest which must be
paid for it.* Whether the interest be or be not paid, the country
will neither be richer nor poorer. Government might at once
have required the twenty millions in the shape of taxes; in

* “Mclon says,' that the debts of a nation are debts duc from the right
hand to the left, by which the body is not weakened. It is truc that the
general wealth is not diminished by the payment of the interest on arrears
of the debt: The dividends are a value which passes from the hand of the
contributor to the national creditor: Whether it be the national creditor
or the contributor who accumulates or consumes it, is, I agree, of litde
importance to the socicty; but the principal of the dcbt—what has
become of that? It exists no more. The consumption which has followed
the loan has annihilated a capital which will never yield any further
revenuc. The society is dcprivc‘f not of the amount of intcrest, since that
passcs from onc hand to the other, but of the revenue from a destroyed
capital. This capital, if it had been employed productively by him who
lent it to the State, would cqually have yiclded him an income, but that
income would have been derived from a real production, and would not
have been furnished from the pocket of a fellow citizen.”—Say vol. ii.
p- 357. This is both conceived and cxpressed in the true spirit of the
science.

' Essai politique sur le commeree, ‘nouvelle ¢dition’, 1761, p. 296.

NJ Theocarakis UoA Classical Political Economy: Malthus & Ricardo

which case it would not have been necessary to raise annual
taxes to the amount of a million. This, however, would not
have changed the nature of the transaction. An individual
instead of being called upon to pay 100l per annum, might
have been obliged to pay 2000/ once for all. It might also
have suited his convenience rather to borrow this 2000/, and
to pay 100/. per annum for interest to the lender, than to spare
the larger sum from his own funds. In one case it is a private
transaction between A and B, in the other Government guaran-
tees to B the payment of interest' to be equally paid by A.

On the Principles of
Political Economy and
Taxation

89



David Ricardo (1772-1823)

SUPPLEMENT

TO THE
FOURTH, FIFTH, AND SIXTH EDITIONS

OF THE

ENCYCLOPADIA BRITANNICA.

WITH PRELIMINARY DISSERTATIONS
oN THE

HISTORY OF THE SCIENCES.

Fllugtrated bp Engrabingg.

VOLUME FOURTH.

EDINBURGH :

PRINTED FOR ARCHIBALD CONSTABLE AND COMPANY, EDINBURGH ;

AND HURST, ROBINSON, AND COMPANY,
LONDON.

1824,

410

FUNDING SYSTEM.

ing U npER this head we propose, first, to give an ac-
Symem. count of the rise, progress, and modifications of the
‘= e S1nuxi1n6 Funp, accompanied with some observations
as to the probability of its accomplishing the object

for which it was instituted ; and, next, briefly to con-

sider the best mode of providing for our | ex-
penditure both in war and peace,—an inquiry neces-

sarily involving the policy of that SysTem or Foxp-

1¥a of which the Sinking Fund has long been con-
sidered as one of the principal dations and

prope.

I. On the subject of the Sinking Fund, we shall
bave frequent occasion to refer to the statements of
Pn_fmor Hamilton, in his very u]ulb[e‘ publication,

426 F U N

Punding ¢ if our sinking fund should accumulate, in time of
Bymem , to so large a sum that I can take five mil.
G I! ;. lions per annum from it; I can spend L.100,000,000
. e/ i & DIEW war without coming to you for fresh taxes;
the disadvantages of my plan are, that by now tak-

ing L. 7,000,000 per annum from it, and making a

sarplus duties, which, according to the original Fanding
; ‘sppropristed to the u..i"?:,’

ought to have been ap Synem.

fund. -~
** Soon after, the principle of preserving the
-u-qfnd.-m-umn was aband J Iﬂl?ss,

u
L. 500, was taken from that fund, and applied to
the services of the year."—** In 1734, L. 1,200,000
was taken from the sioking fund for current services;
and, in 1735, it was anticipated and. mortgaged.”
The produce of the sinking fund, at its commence-
ment in 1717, was L.325,437. In 1776, it was at
its highest amount, being then L.3,166,517; in 1780,
it had sunk to L. 2,408,017.

“ The sinking fund would have risen higher, had
it not been depressed, especially in the latter period,

G A L '

provision for speedily, and st regular intervals, !::
!

opriating more of this fund to present objects,
Ei:ll:ing fuﬁd will be so much diminished, that I can-
not so soon, by a great many years, avail myself of «m
the five millions for the purpose which I have stat-
ed.” (= B B)

NJ Theocarakis UoA Classical Political Economy: Malthus & Ricardo
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End of lecture
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