
Institutions


According to Hobbes "The Passions that most of all cause the differences of Wit, are principally, the more or lesse Desire of Power, of Riches, of Knowledge, and of Honour. All which may be reduced to the first that is Desire of Power. For Riches, Knowledge and Honour are but several sorts of Power (Hobbes, [1651] 1973 p. 35)". In the Hobbesian world competition was what we now call "positional competition" for zero-sum goods such as power and status (Pagano, 1995) and was regarded as one of the principal "causes of quarrel" in the nature of man. The enforcement of peace required individuals to give up their unfettered rights of competing each other and to submit to the absolute authority of the sovereign.


More than one hundred years after the publication of the Leviathan, Smith, in the Wealth of Nations, argued that "Wealth, as Mr Hobbes says, is power but not necessarily political power". The value which the possession of wealth immediately and directly conveys is "the power of purchasing; a certain command over all labour, or over all the produce of labour which is then in the market." (WN I. v. 3). In a market economy the accumulation of wealth is also carried out for its own sake independently of the aim of acquiring power. Moreover, for the majority of the population, the accumulation of wealth as such is more important than the existing stock of wealth. It is "in the progressive state, while the society is advancing to further acquisition, rather than when it acquired its full complement of riches, that the condition of the labouring poor, of the great body of society, seems to be the happiest (WN I viii. 43).  The causes of the growth of the wealth of nations are, in turn, to be found in the specialisation of skills that increases the productivity of the members of society. The acquisition of "Wit" is not motivated by the desire of power over the other members of society. Learning occurs within the framework of a horizontal division of labour favouring mutual complementary of skills and the advantages of specialisation. Free market exchanges are the institutional precondition for the "learning by doing" advantages of the division of labour and the ultimate cause of the wealth of nations. Far from being, like in Hobbes, a "cause of quarrel", competition is beneficial; it induces selfish individuals to satisfy the needs of the other members society by choosing the most appropriate activities within the framework of the social division of labour. In a competitive economy the acquisition of (purchasing) power can only be obtained by providing useful objects. The Smithian "early and rude" state" of society, existing before the accumulation of stock and the appropriation of land, is not characterised by the Hobbesian state of war but rather by an ideal situation where the labour commanded by the individuals is equal to amount of labour embodied in the commodities that they produce.  


Smith emphasises the non-homogeneous and endogenous nature of labour. Only if we know the preferences of the workers and the state of technology, we can also know whether hunting and fishing are work (as in the "early and rude state" of society) or leisure activities (as they are in its advanced state). However, when labour is homogeneous, in the early state of society, the value of the commodities will be equal to the amount of work performed by the workers that are the only agents entitled to their ownership. By contrast, in the advanced state, even when labour is assumed to be homogeneous, the labour theory of value cannot explain exchange relations. In the advanced state "An additional quantity ..... must be due for the profits of the stock..."  and "As soon as the land of any country has all become private property, the landlords, like all other men, love to reap where they never sowed, and demand a rent for its natural produce" (WN I vi 7-8). "Labour commanded values" become greater than "labour embodied values". Profits and rents, both integrated, are the difference between these two values.


Unlike Smith, Ricardo ([1817] 1951) did not pay attention to the preferences of the workers for different types of work and maintained that labour costs could be estimated in homogeneous units of time (Pagano, 1985 Ch.. 2). Moreover, he extended the domain of the labour theory of value to the advanced state of society. In his book, popularising Ricardo's theory, James Mill (1844) justified the assumption of the homogeneity of labour arguing "that the agency of man can be traced to very simple elements. He does nothing but produce motion. He can move things towards one another, and he can separate them from one another." (Mill, 1844, p. 5). Mill argued that the growth of productivity required the division of human activities "into portions each consisting of as small a number of operation as possible...." (ibid. p. 11) The advantages of the division of labour are not to be found in Smithian maximisation of learning by doing but rather in the fact that it allows the minimisation of the skill content of each job and, therefore, also the minimisation of the learning that is necessary to acquire before doing. Babbage (1832) had already pointed out that this minimisation of training costs was spontaneously performed by the profit seeking "master manufacturer" and, indeed as Ure (1835) had observed, this de-skilling mattered in practice more than the Smithian advantages of learning by doing (Pagano, 1991).


The theories of Smith and Ricardo did not only contribute to the analysis of the institutions of capitalism. They stimulated also the discussion of feasible institutions, alternative to capitalism, by a group of economists known as "Ricardian" and, more recently, "Smithian" socialists (on this terminological issue see Thompson N., 1981, Pagano 1985): T. Hodgskin, W. Thompson, J. F. Bray and J. Gray. 


Hodgskin (1827) pushed the Smithian departure from the Hobbesian world to its extreme consequences. "Labour embodied" values that according to Smith characterised the "early and rude state of society' became in Hodgskin the "natural prices" of commodities. By contrast, the "labour commanded values" that characterise the advanced state become "social prices" that is "natural prices enhanced by social regulations" preventing the workers from acquiring the whole product of their labour. Also the "anarchist alternative" proposed by Hodgskin (1825) is heavily influenced by Smith and coincides with his model of "early and rude state of society". In his "market model of socialism" values are determined by the "higgling" of the market and, in equilibrium, are equal to the labour embodied in the commodities. They determine precisely the remuneration of the workers when no form of "joint labour" is performed. Otherwise, they determine the total remuneration of joint labour while, according to Hodgskin, its distribution among the co-operating workers can only be left "to the unfettered judgements of the labourers themselves" (1825, p.85). Thus, building on the Smithian contributions, Hodgskin reaches a complete inversion of the Hobbesian theory: social regulations cause a departure from a state of nature where workers could co-operate and exchange their products without having to pay part of their value to the capitalists and the landlords.


Thompson (1827) put Hodgskin's argument upside down. He attributed the existence of "unjust profits" to market exchanges. According to him only complicated social regulations could allow the distribution of the products according to the contribution of each worker. The complexity of this distribution was due to his "Smithian" conception of labour. Like Smith and Hodgskin, he regarded labour to be an extremely non-homogeneous activity. In view of the failure of both markets and complicated social regulations he proposed a simple (and, in many respects, naive) division of the social product in equal parts to be allocated independently of the contribution of each worker.


Gray (1825, 1848) and Bray (1839) shared with Thompson the idea that "unjust exchanges" characterised the market economy. The Ricardian belief that it was possible to estimate values in homogeneous units of "human motion" suggested to them a way of reforming market exchanges. If "labour-values" could be objectively estimated, they could also be determined independently of market exchanges and used to reform them in such a way to eliminate unjust profits.  


However, two serious limitations characterise the contributions of Bray and Gray who clearly deserve the label of "Ricardian socialists" (by no means, that of "Smithian socialists"). In the first place, the fact that a commodity has required a certain amount of labour-time in order to be produced does not imply that there are individuals willing to pay the corresponding price for it. Secondly, even if different skills could be reduced and measured as homogeneous human motion, the pricing criterion of the Ricardian socialists requires that workers are indifferent among alternative allocations of their own labour power - an assumption that, in general, is unlikely to be satisfied. These two problems can be seen as the starting point of the Marxian contributions to the theories of economic institutions alternative to capitalism - a system that Marx viewed as a complex institutional system characterised by markets and non-market organisations (Pagano, 1985 chapter 3).

 
Like Coase (1937) (and well before him), Marx regarded the firm as a form of organization alternative to the market. Marx observed how, in contrast to the Smithian theory, the divisions of labour could be organised independently of market exchanges and, indeed, no exchange was occurring among the workers of the famous pin-making factory considered in the Wealth of Nations. Unlike Coase, Marx believed that the increase of efficiency in the organization of production (or the development of the productive forces) would have had necessarily required an expansion of the firm-type organization relatively to market-type organization. This tendency was already at work under capitalism but it could have only been completed under socialism. At least in its early stages, socialism was bound to be a single-firm economy where the authority of a chief employer was extended from the firm to the society taken as a whole. The world of "just exchanges" envisaged by the Ricardian socialists could not be obtained by imposing market exchanges according to the labour theory of value but only by replacing them with the "conscious power" that was already exercised within the firm. There, instead of the market, the employer took already care of the co-ordination and the enforcement of economic decisions. Within the framework of firm-type organisation remuneration could be set proportional to the labour actually performed without generating a competition in idleness or the massive production of useless commodities.  


At the same time, according to Marx, the property rights, characterising the capitalist firm, were not simply an expression of a certain stage of the development of productive forces. They were also developing a particular quality of productive forces. Under capitalism, property rights on machinery are well defined: specific machines can be owned by the capitalists overcoming what is nowadays called an "agency problem". By contrast, labour-power cannot be bought but can only be rented by the capitalists. Thus, unlike the cases of the slave and the feudal mode of production, in the case of capitalism, the property rights on specific human skills are ill defined. They do not belong to the workers that could loose the possibility of using them if they are fired nor do they belong to their employers who could lose the fruits of these investments in human capital if the workers quit. As a. consequence of this different status of human and non-human capital, Marx, building on the contributions of Babbage and Ure, observed how the development of capitalism was based more on investment of "machine skills" than on human skills and, in particular on "machine skills" independent of human skills. Specific skills were destroyed rather than encouraged and the Babbage principle of minimising training time pushed the Smithian advantages of learning by doing out of the capitalist firms. Like Smith, Marx considered labour as a non-homogeneous activity that had to be endogenously defined to be such. He believed that labour, defined as a painful means to an end, should and would cease to be performed in a future communist society. There, all the human activities would have been performed as an end in itself and never only as means to an end. However, this required a massive development of the productive forces and a radical change of the set of rights that characterised the capitalist firm. Until labour-power was acquired and organised by agents that were simply interested to get the maximum profits out of it, a detailed and alienating division of labour would have necessarily prevailed. Under the institutional framework of capitalism, the Ricardian assumption of labour as "homogeneous human motion" could be a valid foundation for the theory of value. Since the nature of work could not be immediately changed, the same assumption of homogeneous labour could be used under the first stage of socialism.


Marx believed that there was a smooth evolutionary link between his early stage "single-firm" model of socialism and his model of mature communism where, contrary to the capitalist firm, work ceased to be simply a means for the accumulation of wealth and become an end in itself. The unclear nature of this evolutionary link left Marxists with two contradictory projects of institutional change: while the first implied the abolition of markets and the extention of the hierarchical relations of the capitalist firm to the entire society, the second challenged the organisation of production and the objectives of the capitalist firm. In spite of these ambiguities that had to have an unfavourable impact on the policy proposals of his followers, Marx's analysis had the merit of anticipating Coase's theory of the firm. Unlike Coase, he failed to consider properly both the costs of markets and hierarchies and exaggerated the relative advantages of firm-type organisation over the market. However, he was able to compare markets and firms in a dynamic context - a comparison that Coase and many of his followers failed to carry out (Pagano 1992). Moreover, Marx's intuition that productive forces did not only influence but were, in turn, influenced by property rights contains an "anti-litteram" criticism of much "new-institutional" economics and has had a strong influence on "radical economists" (Pagano, Rowthorn 1996).  .


A title of a well known article by Samuel Bowles (1985) is "The Production Process in a Competitive Economy: Walrasian, Neo-Hobbesian, and Marxian Models". The title of the paper (and even more its content) captures the idea that the Walrasian school has been challenged by the two schools of Neo-Institutional and Radical economists whose ideas can be traced back to Hobbes and Marx. In many respects, the recent attention to economic institutions can be viewed as a revival of the major themes considered by the classical economists and Marx. Walras was a socialist and more precisely a late "Ricardian socialist" wishing to eliminate unjust market exchanges (Pagano, 1985 Ch.. 6). However, Walrasian economists have worked out theories of prices ignoring real markets and their institutional costs. The awareness of these costs has pushed some economists to reconsider the "Hobbesian" advantages of authority existing in the capitalist firm and others to build on the "Marxian" critique of this institution. In both cases the Neo-Classical "institution-free" view of the market economy has been abandoned. 
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