In. Marxism, Communism and Western Society. Vol.3, New York 1972, S. 64 - 79
64 FECONOMICTHEORY

ECONOMIC THEORY

A. Definition of the Concept and Relationship 1o Other Social
Sciences
[. Terminology
I1. Possibilities of Classification
1I1. Economics and Social Science
B. Historical Outline
I. Pre-Classical and Classical Economics
I1. Marx’s Critique of Political Economy
I11. Neo-Classical and Keynesian Economic Theory
1V. Further Development of Marx's Political Economy
C. The Political Economy of Socialism
. Comparative Aspects
I. Economics and ldeology
II. Economic Models
HI. Value-Judgments and Praxiology

A. Definition of the Concept and Relationship
to Other Social Sciences

1. TERMINOI OGY

“Economic theory™ has been up 1o now a concept
discussed solely among soctal scientists in Western
countries and it has only recently been applied in the
socialist countries. Not until the 20th century did “eco-
nomic theory™ begin to take the plice of the terms

“pohitical economy™ and “economics”, although the
latter are sull used  (see LCoNosies Porincat
Economy). This change was initiated  primarily by
Alfred Marshall (1842 1924 who understood political
ceonomy as the practical application of cconomies and
therefore deliberately  restnicted its meaning, which
originally covered both theory uand application (Prin-
ciples of Economics, ..., p.43).

This distinction is closely connected on the one hand
with the development of cconomic theory and on the
other hand with the methodological discussion which
took place at the turn of this centwry. As a result of
these developments “political cconomy ™ is now used
n at least tour ditlerent meanings (cf Brey. Die oko-
nonmische Theorie der Politik oder die neue politische
Okonomice, .. )1 (Iyasa synonym for the coneepts “eco-
nomic theory™ and “‘cconomics™. with no cicar distine-
tion being made between economie theory and its politi-
cal applications, t.c. essentially in the classical sense;
(2) in the narrower sense of Maraist pohitical economy
(as a consequence of the trequent substitution of “*politi-
cal economy™ by the more neutral terms “economies”
or “economie theory ™. terms which have been aceepted
by most “bourgeois™ economists but not by Marxist
ceonomists): (3) in order to stress the social. political
and msttutional aspects of cconomiie activity (¢t Lief-
mann-Keil, Eiifiihrung in dic politische Gkonomie, ),
and (4) with reference 1o the study of interactions be-
tween the political and the cconomic sub-systems within
“hourgeois™ or non-Marxist social scienee (also termed
“economic theory of polities™).

In the following we shall use the first meaning (i.e.
assuming approximate synonymity between economic
theory and political economy), not only m order to
maintain a loose comparability between bourgeors and
Marxist economics but also for the historical reason
that the above-mentioned debate on these terms proved
o be tairly sterile.

Although economists of most schools of thought
generally agree on the problems to be dealt with in
economic theory, there exists no commonly aceepted
definition. Hence it 1s perhaps advisable to follow the
tautological definition attributed 1o Blaug or Viner:
“Economics 15 what cconomists do™. In view of the
common agreement on most practical problems, the
need for a universal definition becomes less pressing.
Hidden behind the different terms and detinitions are
not so much disagreements on the separation trom other
fields ol scientific research. especially in the social
sciences, or from other branches of economics, but
rather fundamental differences in the scienufic approach
o the conception of econonic interrelationship as a
theoretical problem. This becomes purticularly appar-
ent if one compares classical and Marxian conceptions
with those of neo-classical economists.

The different definitions of cconomic theory refer
either 1o the listing of various branches or w general
concerts obtained by postulating  specific economic
laws, o: to the emphasis of particular methodological
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aspects (¢.g. the relationship between means and ends).
To exemplify these possibilities it is expedient to men-
tion some well-known definitions. Thus, for example.
Adam Smith speaks of “an inquiry into the nature
and causes of the wealth of nations™ (1776). while David
Ricardo is chiefly concerned with the investigation of
the “laws governing distribution™ in his Principles of
Political Econony and Tuxation (1817). Friednich Engels
defines political ecconomy in a positive way as “the
science of the laws governing the production and ex-
change of the material means of subsistence in human
society ™ (Engels. Anti-Dithring. . ... p.204). Karl Marx,
on the other hand. gives a negative connotation, dis-
tinguishing clearly between political economy and an
ahistorical, technological view of economics: **. . . polit-
ical economy is not technology™ (Marx, Introduction

... p- 266). Economic theory experiences a definite re-
striction in its meaning when the instrumental side of
economic activity is overemphasized and economic be-
haviour is gencralized as a specific kind of behaviour
characterized by rationality of means and ends (Max
Weber's “*Zweckrationalitiit™); overemphasis of this
kind was initiated above all by Lionel Robbins (1932).
This *“praxiological limitation™ and. at the same time.
generalization of economics (cf. Lange, Political Econ-
omy, . ... vol. 1. chap.5) determines most of the more
recent definitions of economics, such as Paul Samuel-
son’s (Economics., . ...p.4):

“Economics is the study of how men and society end up
choosing. with or without the use of money, to employ scarce
productive resources which could have alternative uses, 1o
produce various commodities and distribute them for con-
sumption, now or in the future, among various people and
groups in the socicty'.

Erich Preiser defines economics by giving an account
of its most important ficlds: the problem of regulating
an ecconomy with division of labour (by markets. central
planning or a combination of both). the question of
distribution of national income. and finally the investi-
gation of the conditions of steady growth (cf. Preiser,
Nationalokonomic heute, ..., p.16-21). A similar but
more concise definition is given by Oscar Lange (op. cit.,
vol. 1. p. ):

*Political economy, or social cconomy, is the study of the
social laws governing the production and distribution of the
material means of satisfying human needs™.

As far as a conceptual clarification of economic
theory (or, gencrally, of economics) is possible by
definition, the two latter notions seem to be most use-
ful; they are. therefore. taken as a general basis for
the following exposition.

11. POSSIBILITIES OF CLASSIFICATION

A classification of economic theory (economics) is
possible and usual according to various criteria. Only
the most important types of classification can be enu-
merated here; an appropriate discussion of the pre-
conditions and the consequences of certain classifica-

tions would require  similar to a definition of cconom-
s a clarfication of questions concerning philos-
ophy and the sociology of knowledge.

Classification into single branches of economics

e.g. business cconomics, agricultural economics,
cconomics of finance, cte., i1s hardly controversial. On
the other hand. classification of political economy ac-
cording 1o the respective *'mode of production™ (q.v.) is
basically a Marxist line of approach: according to
Mamxist theory the political economy of capitalism
(g.v.) has to be distinguished from a political economy
of socialism (q.v.). which has its own categories and
laws. The most tmportant methodological problem
concerns the treatment of categories and laws that are
common to both (or all) social formations and should
therefore be largely ncutral with respect to different
histonical and social systems (c.g. the most efficient
allocation of resources or the best satisfaction of human
needs within a society). Even though the concrete
forms of the solution reached depend heavily on the
underlying social relations of production (see PrRODUC-
TION RELATIONS) and on the respective state of pro-
ductive forces (q.v.), significant common (or even uni-
versal) features can be found from the scientific point
of view. The methodological problem of the relations
between general concepts (e.g. economics) and specific
historical manifestations (e.g. capitalism and socialism)
has not been sufficiently reflected on as yet.

If onc accepts the possibility of objective and gener-
ally vahid knowledge, further classifications can be
construed. Following the usage in the natural sciences
“pure’ cconomics can be distinguished from “applied™
cconomics. Whercas the notion of pure economics relat-
es to thinking in models, the forms of applied econom-
ics are very different and hardly comparable. If appli-
cation means, for example, empirical examination of
theoretical derivations by statistical and econometric
methods. this kind of application difters basically from
a practical usc of economic theory for economic policy.
Depending on its practical consequences predictive
application of economic theory belongs more to the
first or the second of the two above-mentioned forms
of application. While econometric application scrves the
examination of the possible empirical content of econom-
ic theories by positing hypothetical scts of figures
(the “‘counterfactual™ approach) and, therefore. does
not normally directly influence economic reality, the
application of cconomic theory to practical policy meas-
ures is aimed at a direct change if economic reality (sec
SoCIAL AND ECcoNOMIC POLICY).

The classification of economic propositions into
“positive”™ and “‘normative” statements and the conse-
quent separation between “positive™ and “normative”
economics is even more problematic. This distinction
is based on the postulate of “freedom from value-
judgments™ (Werwrteilsfreiheit)y stipulated by Max
Weber and today maintained in a modified manner by
the neo-positivist school of thought, i.e. the assertion
that it is possible and necessary to separate the scientif-
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ic analysis of objective reality from its subjective
evaluation. A similar idea underlies the distinction be-
tween deseriptive and preseriptive cconomic theory.
Finally, 1t 1s also possible o classity according to the
methods applied.

Concepts like “pereeptive cconomies™ (Werner Som-
bart’s “verstechende Nationalokonomie™) which refer to
the economist’s subjective and sympathetic understand-
ing of the investigated problem or epoch arce probably
obsolete. On the other hand. it is commonly recognized
today that matheniatical methods and models are use-
tul and necessary for analyses. prognoses and appli-
cations of economic theory to economic policy. Ac-
cordingly the notions “mathematical cconomies™ and
“mathematical economic theory™ only indicate that the
application of mathematical methods and models s
particularly extensive and sophisticated.

L ECONOMICS AND SO SNy

The fundamental conflict between bhourgeots and
Marxist economics becomes most evident in the deter-
mination of.its place in the general system of sciences.
Marxist political cconomy occupies a central position
in the dialectical-materialist conception of science. By
analysing the genesis, function and decay of different
modes of production it is. s to speik. the key to an
understanding of science and society as a whole. This
evaluation appears very clearly i the debate between
Fugen Dihring and Friedrich Engels. Thusin his Anri-
Diihring (1877 78: Eng.ed.: M. 1959y Engels states
that “the cconomic structure of society™ determines all
other soctal spheres (ihid.. p.41). However, neither
Marx nor Engels denies the interdependence and inter-
actions of the vartous factors, but the overthrow of
cconomic circumstances appear as the nughtiest moti-
vating foree of the entire development. since “the whole
vast process goes on in the form of interaction  though
of very uncqual forees, the cconomic movement being
by far the strongest. most primordial. most decisive™
(Marx. K., and Engels. F. Sclecred Correspondence.
M. [1955]). p. 507).

According to the bourgeois view of science, on the
other hand. cconomic theory is & specific science within
the framework of the social sciences. This classification
remains formal, however, and it involves at least two
important and, as yet, unsolved problems: (1) the rela-
tionship between social and natural scicnee, or, to use
Windelband's terms. between idiographic and nomo-
thetic sciences: (2) the interrelatonship of the difterent
spheres of soctal science. particularly the relations be-
tween the economy and the society (cconomics versus
sociology) and between the cconomy and the state
{cconomics versus political science).

Frequently an intermediate position is attributed to
economics (cf. Albert, 1964: Topitseh. 1966: Haber-
mas, 1970), for it tries on the one hand to formulate
abstract and universal laws, the validity of which de-
pends on the other hand essentially on concrete social

conditions. This duahstic structure of cconomic laws
constitutes the main subject of the methodological dis-
cussion in cconomics ever since Quesnay (1758) and the
physiocrats.

The various aspects of these basic methodological
questions will be illustrated in the following by a
briet sketeh of the historical development of economic
theory.

B. Historical Qutline

L PRE-CTASSICAL AND CTASSICAL FLCONOMICS

The genesis of a specilic economic science as dis-
tinguished from theology and philosophy is historically
and thematically connected with the decay of the feudal
system and the rise of capitalism. The restricted micro-
economic and isolated views of cameralism and mer-
cantilism were directed towards the fiscal interests of the
territorial sovereigns in the age of absolutism, thereby
neglecting the interrclationships and effects in the econ-
omy as a whole: this partial point of view was supple-
mented and modified in the course of the [&th century
by the idea of cconomic interdependence - an idea
fundamental to cconomic theory.

The actual prime of classical bourgeois economics
starts with An Inguiry o the Nanre and Causes of the
Wealth of Nations (1776), the major work of the Scottish
cconomist and moral philosopher Adam Smith. The
most important principles of the capitalist economic
system - private property, freedom of contract. hberty
of trade. individual self-interest and the connection of
division of labour with the exchange of goods on (free)
markets  are developed in his work partly from ab-
stract theoretical reasoning. partly from consideration
of moral philosophy and finally also from immediate
practical considerations. In accordance with the histori-
cally progressive role of the bourgeoisie in opposition
to the systems of feudafism and mercantilism. Smith
conceives a functioning capitalist competitive system
as an actually obtainable “natural order™ (whereas the
physiocratic “ordre naturel”™ represented an essentially
unobtainable theoretical ideal). but he does not con-
sider the possible historical limitations of capitalism as
a methodological problem. Nevertheless, Smith already
sees the negative side-cffeets and consequences of the
capitalist economic order conceived by him as “natu-
ral "2 thus, for example, in view of the lacking qualifica-
tions of workers in the capitalist factory system. he
observes that “the man whose whole life is spent in
performing a few simple operations. .. generally be-
comes as stupid and ignorant as it is possible for a
human creative to become™ (Smith. An Inquiry . ... vol.
2.p. 284,

Technically, Smith lags behind Quesnay’s interpre-
tation of cconomic circulation (sce CIRCULAR F1ow)
and he neglects in his theory of reproduction the idea of
constant capital (g.v.). as well as the division of value
added into variable capital and surplus value. On the
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other hand. he substantiates the largely formal idea of
the interdependence of circular lows by the observation
that the co-operation and the adjustment of the count-
less decisions made individually and independenthy of
each other on different markets lead under certain
conditions with the help of an “invisible hand™, as it
were, 10 a “natural order™ of stable cquilibrium. Both
the inexact distinction between theoretical, practical
and normative foundations in his arguments and the
internal deficiencies of his economic theory give rise to
frequent contradictions:

“Adam Smith’s contradictions are of significance because
they contain problems which it is true he does not solve, but
which he reveals by contradicting himself™ (Marx, Theories
of Surplus Value. .. .. p. 146).

According 1o Marx the epoch of classical economics
ends with David Ricardo (1772-1832), whose major
work  Principles of Political Economy and Taxation
(1817) centres on the investigation of the “laws govern-
ing distribution™. Contrary to Smith, Ricardo empha-
sizes strict model analysis. but nevertheless tries 1o use
the conclusions derived from his models for practical
cconomic policy. The labour theory of value, only par-
tially supported by Smith, is further developed by
Ricardo: but the distinction (later on basic for Marx)
between values (determined by the respective amounts
of labour) and (production) prices (determined by the
tendency of equalization of the rate of profit) 1s also
obliterated by Ricardo. Alrcady in Ricardo’s lifetime
economic theory. which hitherto had been undivided in
spite of many differences in detail. was split into at
least three different streams:

1. The “vulgar economists™, so called by Marx. be-
ginning with Thomas Robert Malthus, Jean-Baptiste
Say and John Stuart Mill. Marx characterized this
school of thought - no doubt one-sidedly, but probably
in principle correctly - as follows:

“Once for all I may here state, that by classical Political
Economy, T understand that economy which, since the time
of W. Petty, has investigated the real relations of production
in bourgeois society, in contradistinction to vulgar economy,
which deals with appearances only, ruminatcs without ccasing
on the materials long since provided by scientific economy,
and there seeks plausible explanations of the most obtrusive
phenomena, for bourgeois daily use, but for the rest, con-
fines itself to systematising in a pedantic way, and proclaim-
ing for everlasting truths, the tritc idcas held by the self-
complacent bourgeoisic with regard to their own world, to
them the best of all possible worlds™ (Marx, Capital, . . ., vol. I,
p. 81, footnote).

Nevertheless. not only the classical economists (par-
ticularly Smith and Ricardo) but also the best repre-
sentatives of “‘vulgar economics™ (especially Say and
Mill) influenced Marxian economic thought.

2. The left Ricardians (Thompson. Hodgskin, Raven-
stone and others), who derived from the Ricardian
labour theory of value cgalitarian consequences and
practical political aims such as the right of labour to
its full return.

3. Whereas these two lines of thought emphasized
certain aspects of classical economics, the elder his-

torical school of cconomic thought in Germany (with,
Wilhelm Roscher as leading representative) evolved as
A strong counter-reaction against Ricardian model-
thinking with its possibly troublesome political conse-
quences. This school of thought replaced the theoretical
assessment of economic interrelations by a historical
description of various phenomena, as did the later
“vounger historical school™ of economic thought with
Gustav Schmoller as its chief exponent.

Apart from these three main lines of economic
thought in the middle of the 19th century, the begin-
nings of mathematical abstractions - - which originated
also from Ricardo  were further developed only in a
sporadic manner and mostly in a more speculative form
(c.g. the beginnings of a subjective theory of value to
be found in Nassau Senior. Dupuit and Gossen). Here
the theoretical work of the German economist Johann
Heinrich von Thiinen (1783 -1850) is an important ex-
ception: in his major work Der isolierte Staat in Be-
zichung aut Lundwwirtschaft u. Nationalik onomie (Vol. |,
1826) he applies with remarkable skill the method of
abstraction and isolation and uses calculus (o examine
the nterrclations between agrarian production and
urban markets.

1. MARX's CRITIQUE OF Poritical ECoONOMY

The most important principles of Marx's theory are
as follows:

1. Bourgeois economic theory suffers - according
to Marx -~ from a fundamental methodological error:
it tends to take the specific laws of a certain social
formation (i.e. capitalism) to be universal laws of na-
ture.

“Economists express the relations of bourgcois production,
the division of labour, credit, money, etc., as fixed immutable,
eternal categories ... Fconomists explain how production
takes place in the above-mentioned relations, but what they
do not explain is how these relations themselves are produced,

that is, the historical movement which gave them birth”
(Marx, The Poverty of Philosophy, . . ., p. 104).

The resulting mystification of the capitalist mode
of production as an almost natural or perpetual mode
of production is investigated and demonstrated by Marx
on different levels.

2. On the methodological level this mistake appears
- according to Marx —- in appropriate abstractions,
concepts and categories. Marx illustrates this in his
Introduction to the Critique of Political Economy (1859)
by the example of production being on the one hand a
universal technical process and on the other hand a
specific social one. The confusion of the technical
aspect of production with the social conditions deter-
mining production at any given time constitutes for
Marx the fundamental error of bourgeois economics:

“Production by isolated individuals outside of society. ..
is as great an absurdity as the idea of the development of
language without individuals living together and talking to
one another. ... Whenever we speak, therefore, of production,
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we always have in nund production at i certam stage ol socual
development, or production by social indrvodvads o Produce-
tion in general wsoan abstraction, but ot s a ranonal abstrac-
tion, mn so far as ot singles out and fises the common fea-
tures, thereby saving us repetition”™ (Marx, Introduction ..,
p. 268f.)

The decisive point of Marx’s methodological ceriti-
cism s the impossibility of a “rational abstraction™
which abstracts from the specific soctal conditions
and thus, in Marx’s opinion. from the essential charac-
teristic of human labour. He exemplifies this in analogy
to human language:

“Yet these general or common features discovered by com-
parison constitute somethimg very comples, whose constituent
clements have different destinations. Some of these clements
belong 1o all epochs, others are common to a few. Some of
them are common to the most modern as well as to the most
ancient epochs. No production s concenvable without them;
but while even the most completely developed languages have
taws and condrtions in common with the feast developed ones,
what s characteristic of their development are the pomts
of departure from the general and common. The conditions
which generally govern production must be differentiated in
order that the essential points of difference be not lost sight
of m view of the general uniformity which is due to the
fact that the subject, mankind, and the object, nature. remain
the same. The failure to remember this one fact is the source of
all the wisdoin of modern cconomists who are trying to prove
the eternal nature and harmony of existing social conditions™
(ihid.. p. 269).

The conceptual consequences of this confusion of
technology the state of productive forces (g.v.)
with society the social relations of production (see
PRODUCTION RETATIONS)  are quite obvious. Marx

illustrates them by equating the material instruments of

production with the social category of capital:

“Thus they say, e.g.. that no production is possible without
some instrument of production, let that instrument be only
the hand: that nonc is possible without past accumulated
labor, even if that labor consist of mere skl which has been
accumulated and concentrated in the hand of the savage by
repeated exercise. Capital is, among other things, also an
instrument of production, also past impersonal labor. Hence
capital s a universal, eternal natural phenomenon: which is
true if we disregarded the specific properties which turn an
‘instrument of production” and “stored up labor™ into capital.
... If there is no production m general. there is also no general
production. Production is alwayvs some spectal branch of
production or an aggregate, as, ¢.g.. agriculture, stock raising,
manufactures, etc. But political cconomy is not technology™
(ibid.. p. 269f1.).

3. Hencee the methodological basis of Marx’s eritique
of political economy is his precise distinction between
historical (i.c. specifically soctaly and suprahistorical
(universal) categories and their further specification into
qualitative and guantitative aspeets. Therefore, the pro-
duction of goods in general has to be distinguished
from the production of commaoditics for exchange on
markets: within commodity production as a whole
capitahist commodity production based on concentrated
private ownership of the means of production forms a
separate mode of production, as analysed by Marx.
Therefore. tie personal relations between the “free™
wage-carner (free from legal restrictions, but also free
from privatc property) and the capitalist who owns
the mcans of production appears as an objective reli-
tion of products (exchanged equinalently in equilibrium)

on the market. Marx tries to surmount this fetishistic
character of commodities: by distinguishing between
the usevalue of a commodity (1. its ability to satisfy
human needs) and the (exchange-) value of a commodity
determined by the labour time socially necessary for
its production, he is able to discover behind the veil
of equivalent exchange (exchange of equal values) the
basic power structure characterized by exploitation
(q.v.): for the capitalist appropriates the use-value of
labour in the process of production, and the worker
receives (theoretically) the exchange value of his labour
power. Hence the total amount of kibour time is divided
into the labour time necessary for the worker’s repro-
duction and the surplus labour time appropriated by the
capitalist. With regard to the category of (exchange-)
value the quantitative aspect has to be distinguished
from the qualitative aspect. Value as a quuaditative
category serves to characterize commodity-producing
societies: its division into constant capital. vanable
capital and surplus value presupposes a specific division
of society (into capitalists and wage-carners). The quan-
titarive aspect of (exchange-) value - its magnitude —
characterizes the respective state of the productive
forces (measured by the socially necessary labour time),
and the quantitative distribution of the *“value added™
between variabic capital and surplus-value marks the
respective state of class conflict (struggle tor distri-
bution).

4. The distinction with regard to method and con-
tent detween historical and suprahistorical categories
and laws which Marx explains in his combination of
historicul and analytical investigation by means of
pairs of concepts such as productive forces — social
relations of production. production of goods - produc-
tion of commoditics, usec-value exchange-value,
forms the starting-point of Marx’s critique of political
cconomy in the three volumes of Capital. Tt implies
at the same time the penetration of surface phenomena,
through the veil of commodities, and the analysis of
the fundamental laws of motion of bourgeois society.
The basic principles of the functioning of capitalism
can be conceived - according to Marx - only within
the framework of a general theory of rise and decline
of historical modes of production. For that reason
Marxian economics is understandablc only on the basis
of historical materialism (g.v.). Economic analysis does
not only mean for Marx revealing the power structure
of a given society. but also its origin and final decay:
in this conncction the socio-cconomic foundations of
different forms of domination (see SOCIAL FORMA-
TIONS) have to be investigated and understood in rela-
tion to the development of productive forces and with
regard to their forms of mediation (e.g. by commodity
relations or by direct rule). This point has decisive
conscquences not only for Marx’s methodology but also
for his choice and elaboration of concepts: the cate-
gories applied have (o serve not only the analvtical
organization but also - at least potentially  the de-
scription of historical developments. The notion of



FCONOMIC THEORY 6Y

“simple reproduction”, for example. charactrizes the
anadvtical model of o commodity-cconomy v which all
producers are owners of their means of production. and
it characterizes also the situation of mdependent
handicraft and agricaltural productive before the pern-
od of mercantilism and particularly before the capitalist
factory svstem.

5. This way of thinking means a decisive break with
classical bourgeois economics, because the latter “m-
vestigated [only] the real relations of preduction in
bourgeois society” (Marx, Capital, ..., vol. 1. p.&I1,
footnote) and considered the social relations of produc-
tion simply as given data in its mvestigation. This ap-
proach remains essentiadly superficial according to
Marx. because the specific character of capitahst pro-
duction is neglected (see above: A1), Bourgeois eco-
nomics starts oul from “the habit of everyday life”
(Marx. A4 Conpribution. ... p.30) and 1t is unable
due to its unhistorical procedure to gain essential ab-
stractions for the study of capitalism. it is unable
to comprehend its true “nature™. Thus bourgeois cco-
nomics remains basically unscientific, because it takes
the phenomena of capitalism e.g. profit. interest
and rent  as its essential character. But “all science
would be superfluous if the outward appearance and
the essence of things directly coincided™ (Marx,
Capital, . ... vol.3. p.797). The basic categories of
Marx  commoduty and value (gg.v) and the con-
cepts of commodity fetishism and surplus value derived
therefrom. serve to explain the principles of functioning
of capitalism on an abstract fevel. The de-mystification
of capitalist production relations by means of these
categorices forms in a way the guiding principle of the
systematic development of Marx's critique of political
economy in Cupital. which can be scen to progress
through decreasing levels of abstraction: starting with
production of value and surplus value in the first
volume, via its realization by sale (in the second vol-
ume). Marx finally tries to demonstrate in the third
volume its distribution and in this connection the trans-
formation of values into prices (g.v.). of surplus value
into profit (g.v.). and the distribution of profit between
the different classes of owners of means of production
(entreprencurs. landlords, rentiers, etc.). Only on this
very concrete tevel does Marx arrive at the economic
categories which are presupposed by bourgeois econom-
ics (¢f. Dobias, Zur Struktur des Marxschen Systems,
...). Therefore it is wrong to take Marx’s definition
of the magnitude of value as an immediate explana-
tion of price-relations in developed competitive capital-
ism (a mistake made also by dogmatic Marxists): and
it is also incorrect to posit a fundamental contra-
diction between the theory of value in the first volume
and the theory of (production) prices in the third volume
of Capital, as Bohm-Bawerk and Blaug. among others.
did. Rather. Marx uses here “a way of thinking by
which the concrete is grasped and is reproduced in our
mind as concrete” (Marx. Introduction .. .. p. 294). i.c.
he moves from the abstract categories of vatue and

surplus value to the conerete phenomena of price and
profit. By transtforming the magnitude of value into
prices and by demonstrating “the domination ol prices
and price movement by the law of value™ (Marx. Capital,

vol 3 p 174y Marx also vindicates subsequeptly
the analvtically necessary abstraction from prices in the
first two volumes of Capital, which have as their subject
the origin and the realization of surplus viadue but not
vet ats distribution,

6. Relative to the methodological aspects of Mark’s
cconomics. which are placed in the foreground here.
the postulated “Liws of motion™ and “tendencies™. such
as the falling tendency of the rate of profit, the laws of
increasing impoverishment of the working class and of
aggravation of economic cnses, and the problem of in-
sutlicient effective demand., ete., are of secondary im-
portance. Whereas some of the postulated tendencies
held true  such as the increasing concentration and
centralization of capital  other laws of motion (such
as the law of a rate of profit falling in the long run)
could hardly be observed. This non-appearance of cer-
tain predicted developments. however, cannot be taken
as a refutation of Marx's theory: rather. it shows the
difticultics of translating abstract basic structures into
empirically relevant statements. and it significs the fact
that the gain obtained by abstraction in Marx’s econom-
ic theory (i.c. the discovery of the basic powerstruc-
ture) corresponds to a loss of conereteness. Thisappears
also in the difficulties of transforming abstract values
into concrete (market or even monopoly) prices (cf.
Sherman. The Marxist Theory of Value Revisited. . . ).
In determming and predicting real prices and connected
phenomena, bourgeois cconomics certainly has the up-
perhand duc to its greater concreteness of approach.

111, N1 O-CHASSICAL AND KEYNESIAN ECoNOMIC
Throwry

The development of bourgeois cconomic theory after
Marx 1s not immediately determined by the scientific
discussion of his *“critique of political economy™. al-
though one might interpret the orientation of the
schools of Vienna, Cambridge and Lausanne towards
the theory of subjective value at feast partly as an
immunization of econoniic theory against Marx's theo-
rv of objective (Jabour) value. While the various schools
of marginal utility rehed methodologically to a large
extent on classical economics, their selection of issues
is strongly determined by what Marx called *“vulgar
cconomy " instead of production relations, the prob-
lems of **the subjective relation of the purchaser and
seller 1o the goods bought or disposed of began to come
to the fore™ (Lange. Political Economy..... vol.l.
p.231).

While Carl Menger and W.S. Jevons interpreted the
relationship between commodity and consumer in a
psvchological sense, namely as a source of satisfaction
of nceds (and analogously the supply of labour power
as a source of dissatisfaction or disutility of labour).
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the utility theory served Léon Walras. and the Lausanne
school founded by him. as a theorctical explanation of
demand in his static model of general economic equi-
librium (g.v.). In an analogous function it appears in the
Cambridge school of partial equilibrium, above all in
the work of Alfred Marshall.

Along with the increasmg formahzation of neo-
classical economic theory especially in Great Britain
and the United States  and during a period of rela-
tively rapid development of the capitalist countries
until about 1930 - classical theory and particularly
Marxian economists were increasingly forgotten and
even fell into disrepute. Liberalist and vulgar economic
conceptions like Say’s law of equilibrium demand. the
understanding of crisis as necessary processes of ad-
justment and catharsis and the transplantation of the
economic calculations of entrepreneurs into the private
households by Vilfredo Parcto’s theory of choice (Cours
déconomie politique, ..., 1896 99). dominated the eco-
nomic thinking of this period. As Joun Robinson wrote
in her Essayv on Marxian Economics, this was a period of
complete ignorance of Marxian cconomics. “broken
only by an occasional mocking footnote™ (p.V).
Similar to Smith, many leading economists of that time
believed in a more or less automatic process of self-
regulation of the entire cconomy on all markets. The
role of the government was to be restricted to minor
adjustments, especially the protection of (free) com-
petition against steadily strengthening concentration
(g.v.) and monopolization.

This situation was altered drastically by the cconom-
ic. political and ideological changes brought about by
the Great Depression of 1929 -34. The problems of
macro-economic disequilibrium dealt with by Marx as
manifestations of basic social contradictions were again
included in economic research. The undeniable similar-
ity of thc Marxian analysis, especially in Volumes 2
and 3 of Capital, with the theories of fluctuation and
cmployment of John Maynard Keynes, Michal Kalecki.
Joan Robinson and others led 1o a new discussion of
Marx's economic theory. This discussion remained
nevertheless limited to some (surface) phenomena, such
as the behaviour of macro-cconomic aggregates like
consumption, investment. production. national product
(qq. v.). etc. Together with the “‘dynamization™ of Key-
nesian theory by Roy Harrod (1939, 1948) and Evsey
Domar (1946, 1957), the problem of “expanded repro-
duction™ previously trcated by Marx was soon taken
up again (see also CIrcU1AR Frow, B, VI).

In opposition to the predominance of Keynesian and
post-Keynesian ideas in economic theory and economic
policy. two important counter-movements evolved. In
the Anglo-Saxon world the so-called “nco-neoclassical
school™ or *‘neo-classical approach™ emerged, centred
at the Massachusetts Institute of Technology, with Paul
A. Samuelson and Robert M. Solow as leading repre-
sentatives. Referring to the “*old neo-classics™ Marshall
and Walras, the (neo-) nco-classical economists stressed
the flexibility of the capitalist market economy based

on price adjustments and substitution  processes in
micro-cconomic reliations as opposed to the rigidities
of (post-) Keynesian macro-cconomics. Hence, in their
view, substitution and price adjustment constitute the
most important clement of (self-) regulation. The con-
struct of macro-cconomic production function with
capital, labour, land and various forms of technological
progress {q.v.) as independent factors of production
which was first postulated by the neo-classics, however,
i1s now being criticized for theoretical and practical
reasons and for its contradictions (*reswitching™ phe-
nomena. aggregation problems of micro-economic
quantities, ctc.) (¢f. Bhaduri, On the Significance of
Recent Controversies in Capital Theory....). On the
other hand. models of general (micro-economic) equi-
librium are of increasing significance (cf., for example,
Arrow, Hahn. General Competitive Analysis. .. ). The
“mystification of the capitalist mode of production”
(Marx, Capital, . ... vol. 3, p. 809) by the various forms
of macro-cconomic theories of factors of production,
which was already stipulated by Marx, has since
been confirmed in an impressive manncr by the
modern discussions on capital theory which demon-
strate the logical difficulties and even contradictions
of these approaches (cf. Harcourt. Some Cambridge
Controversies in the Theory of Capital....; Bhaduri,
op. cit.). At the same time. however. also the clas-
sical and especially Walrasian idea of the inter-
dependence of micro-economic processes has become
more and more important in modern theory of equi-
librium and capital (cf. von Weizsicker, Steady State
Capital Theory, .. .). Nevertheless, the largely static
or pseudo-dynamic (**steady state™) character of these
theories and their lack of connection with reality are
still a considerable obstacle to the fruitful further devel-
opment of neo-classical theory: the dynamic nature of
the capitalist mode of production -—— emphasized but
not sufficiently elaborated by Marx -— and his “es-
sential laws of motion™ are as yet not appropriately
integrated with economic theory (cf. Grossmann, Marx,
die klassische Nationaliskonomie u. das Problem der
Dynamik. .. .).

1Iv. FURTHER DEVELOPMENT OF MARX'S
POLITICAL LLCONOMY

The development of Marxian political economy (or
economic theory, in our sense) and its critique since
Marx is characterized by a splitting up of his work into
separate topics (theories of crisis, of imperialism and
colonialism, of concentration. etc.) and by the under-
rating of the methodological aspect and the systematic
character of Marxian economics. Thus the different
directions and applications of Marxist economics have
seldom reached a level comparable to Marx’s own
standard. A great number of contributions deal only
with a *‘simple reproduction™ of single theses and
theories often tom out of context. with interpretational
disputes on the “real™ content: for example, defences of
Marx’s real or supposed position against criticism from
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bourgeois cconomists or fram “revisionists”, or un-
productive attempts at immunizing or Jdogmatizing
Marxian theory. At the same time, most attempts at a
revision of Marx’s theory fall far short of the theory
they criticize. even though some of them were prompied
by justified efforts to revise Marx’s theory with a view
to adapting it to the changed conditions of 20th-cen-
tury capitalism. A good survey of such undertakings is
given by Paul M. Sweezy in his Theory of Capitalist
Development (1942).

Very simply. three main trends in the Marxist critigue
of bourgcois cconomics can be distinguished. the ap-
proaches and methods of which are of more than pass-
ing interest. They are:

(1) The further development of Marx’s approaches
to the theory of imperialism and colonialism by Rosa
Luxemburg. N. L. Bukharin, Rudolf Hilferding. Otto
Bauer. V. 1. Lenin and. more recently, A.G. Frank.
Paul Baran. Tom Kemp and Christian Palloix. The
fruitfulness of the Marxian approach. namely its linking
of economic, sociological and historical analysis. is re-
vealed in its application to the problems of colonial and
imperialist domination and exploitation of the so-called
underdeveloped nations: on the other hand. the fact
that some of the essential questions -~ especially the
mediation between economic and political forms of ex-
ploitation (cf. Boris. 1966) and the relationship be-
tween the problems of realization and of accumulation
-~ have up to now defied solution means that one
cannot speak of a consistent Marxist theory of im-
perialism.

(2) The second line of Marxist econonmics attempts
to take into account the modifications of Marxian
analysis motivated by the transition from competitive
to monopoly capitalism. Particularly Lenin relates this
process with the imperialist expansion of the developed
capitalist countries. which was later recognized also
by Paul Baran, Paul Sweezy and others: at the same
time it is useful to give separate attention to this
development as it appears in the different capitalist
countries. The first attempt at an analysis of the limi-
tations of frec competition conditioned by the ex-
pansion of a monopolistic system of money and credit
(g.v.) is to be found in Rudolf Hilferding's Finanz-
kapiral (1907). Later this development is positively inter-
preted (among others by Hilferding himself) as a move-
ment towards an “organized capitalism™ in the common
interest, i.c. a capitalist order organizable by the state
and by social groups (c.g. trade unions, co-operative
socicties, ctc.). Recently Baran and Sweezy have tried
to furnish a consistent Marxist analysis of “‘monopoly
capitalism™ (q.v.) in their monograph of this title (Baran,
Sweezy. Monopoly: Cupital. .. ) but their inquiry differs
considerably from the Marxian procedure as to method
and degree of abstraction. since it basically starts out
from the sphere of circulation. i.e. from the problems
of reahization of production. while neglecting the basic
conditions of production. The theories of statc monop-
oly capitalism (sce STATE CAPITALISM. STATE MONOP-

ory Cartiatism) maintained in the countries of the
tastern bloc are largely determined by the traditional
Leninist critique of imperialism and contribute very
little to the analytical ilumination of present-day capi-
talism. They have a more descriptive, in part- even
speculative character.

(3) The methodological aspect of Marx’s critique of
political economy. decisive for Marx himself. has re-
ceived relatively little attention, even from the majority
of Marxist economists. Important exceptions are Franz
Petry (Der soziale Gehalt der Marxschen Werttheorie,

1916). Henryk Grossmann (Das Akkunudarions-
gosetz. o oand Marx, .. ). Maurice Dobb (Political
Economy and Capitalism. . ... 1937), Adolph Lowe (Mr.
Dobb and Marx’s Theory of Value, . ... 1938) and Paul
Sweezy (- The Theory of Capitalist Development., . . ..
1942) among others. Significant elements of Marxian
thinking are also found in some well-known bourgeois
cconomists, for instance Werner Sombart and Joseph
A. Schumpeter (see below: €). Only recently has the
methodological significance of Marxian cconomic theo-
ry for modern economic theory been recognized (cf.
Meek. Economics and Ideology .. ). The present-day
methodological discussion of Marx's system attempts
on the one hand to relate Marxian economics to his
entire work and on the other to clarify the relation
and respective spheres of validity of Marxist and
bourgeois economic theory: important contributions
to this problem have come especially from Dobb, Lange
(Marxian Economics and Modern Economic Theory,
-valso Political Economy, .. ) and Piero Srafla (Pro-
duction of Commodities by Mecans of Commodities. . . ).

C. The Political Economy of Socialism

Even more unsatisfactory than the further develop-
ment of Marxian political economy of capitalism (see
above: B, [I) are the present-day approaches to a
political economy of socialism based on Marxian
thought. The lack of a sound methodological basis and
its defective empirical foundation has various causes
which are hard to assess as to there respective effects.
Besides a voluntaristic underestimation of objective
economic laws in the transitional period by leading
Marxist theoreticians (Bukharin, 1920: Preobrazhen-
skil. 1926 and. more recently. especially Guevara, 1968)
and the political suppression of economic discussion
particularly in the Stalinist era, one has to look for the
origin of this phenomenon in Marx’s theory itself. The
central theme of the cconomic analysis of Marx and
Engels was the critique of bourgeois economics and
society, and not the immediate construction of con-
crete contents of the economics of socialism. which
according to Marx and Engels “utopian socialists™

in contrast to their own “scientific socialism™ —
erroneously try to do. Of course, there can be found
in Marx’s and Engels’s writings, scattcred in different
theoretical and political contexts and on various levels
of abstraction, isolated hints for the principles of func-
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tioning of a socialist society. But these outlines are not
elaborated in a svstematic context (unlike Marx's
analysis of capitalism) and they often only serve to
contrast sharply the features of a future socialist socicty
with the existing capitalist socicty, cmphasizing the
negation of the relevant characteristies of capitalism,
The most elaborate remarks on this questions are
furnished by Marx in his Critique of the Gotha Pro-
gramme (1875). Here he differentiates between a “first
phase of communist society™ (in other places also called
“socialism™) emerging after “prolonged birth pangs™
from capitalist society and still bearing the “birth marks
of the old society™ and. on the other hand. the “higher
phase of communist society”™. the true communism.
Only in this last phase can the communist principles
such as “From cach according to his ability. to cach
according to his needs™ (in Marx. Engels S117. vol. 2,
p.231)) be fully practised.

The matenal demarcation of the tnpartition sketched

here (“birth pangs™; first phase  soctalism; second
phase - communism) is just as controversial as the
determination of their factual or foresceable duration
and the question of their respective independence,
especially the problem of the validity of specific laws
in these phases. This stems primarily from the fact
that there 1s no clear characterization of these phases
by Marx and Engels and, secondly. beciause the answer
to these questions immediately touches on the political
practice of the formerly capitalist countries. Based on
the historical experience of the Soviet Union and the
other socialist countrics, there emerges a general agree-
ment that the transitional period until fully developed
communism is relatively independent. is of considerable
duration and is determined by specific cconomic laws.
However, almost all concrete attempts to characterize
this transitional period are highly controversial. Two
central issues dominate present-day discussion: (1) the
question of the applicability of Marxian categories.
such as commodity, value. surplus value, law of value,
which Marx had developed for the investigation of
capitalism. and their possible meaning in socialism: and
(2) the relation between on the one hand the quanti-
tatively and praxiologically oricntated theory of plan-
ning and opcrations rescarch, which at least formally
shows some basic similarity with the respective develop-
ments in Western cconomic. and on the other hand
the more qualitative political economy of socialism, and
in connection with this, the relation between economic
theory and Marxist economics.

Since even among the Marxist participants in the dis-
cussion of these questions there ts no common basis of
methodological premises and cven less of concepts 1o
be used. only some of the important contributions
can be listed here. The beginning of the scientific debate
on the economics of socialism besides some con-
tributions of bourgeois theoreticians as 1o the appli-
cability of economic theory to socialist societies (cf.
especially Barone. Principi di economia politica. . ..}

-- lies in the period of construction of socialism in

the Soviet Union after 1917 (see. above all. Dobb,
Sovier Economic Development since 1917, and Er-
lich, The Soviet Industrialization Debatre, 1924 28, ).
Ascarly as 1922 N. L. Bukharin (g.v.) stated in his book
on “The Economics of the Transitional Period™ the
cconomic laws posited by him for the transittional pen-
od. which he and many others regarded as short-lived;
on the other hand. Preobrazhensky attempted in his
“The New Economics™ (1926), which was more con-
cretely orientated towards the actual problems of the
Soviet ecconomy. to transplant the Marxian notion of
“so-called primitive capitalist accumulation™ (Capital,

. vol. 1. chap.24) to the Soviet construction of in-
dustry, which in his opinion (and in later practice)
should be possible with the help of a “*primitive socialist
accumulation™ from agriculture.

The second phase of discussion started after the
establishment of the soctalist camp. with its countries
of different levels of economic development. and espe-
cially after the death of Stalin in 1953, Economists of
the more advanced socialist countries (Poland. East
Germany, Czechoslovakia) demanded a modification
of the centralized planning system taken over from the
Soviet Union by the introduction of “socialist market
relations™ (Brus, 1957, 1961; Bchrens, 1957: et al.);
the theoretical basis of these propositions was the pos-
tulation of an “intensive period ™, characterized by the
minimization of inputs, after the “‘extensive period”
which was merely orientated towards maximization of
output and created the material basis for the higher
state of productive forces in the subsequent “‘intensive
period™ (cf. Altvater, Rationalisicrung u. Demokrati-
sterung. .. .). But ever since the famous (though theo-
retically less important) article on “The Plan. Profits
and Bonuses™ by E.G. Liberman (Plan - pribyl” -—
premiia. In Pravda, Sept. 9. 1962). substantial elements
of the propositions of Brus and Behrens were put into
practice at an mcreasing rate (in Last Germany after
the introduction of the “new cconomic system of plan-
ning and conducting the economy™ [NOSPL] in 1963
and its successors [OSS, ete.]: sce also ENTERPRISE,
Part 1. B). The relaxation of the central planning
system, the introduction of market and co-operative
relations and especially the application of economic in-
centives such as prices, intcrest. bonuses. credit, etc..
finally led to a discussion about the compatibility of these
measures with the principles of socialism formulated by
Marx. Engels and Lenin and about the socio-economic
content of these and other categories (especially of
commodity. value and the validity of the taw of value).
The debate is still being carried on. Outstanding rep-
resentatives of the “leftist critique™ of these measures
are cspecially Charles Bettelheim and Ernest Mandel.
Bettelheim, moreover, tries to create the foundations
of a Marxist critique of the political economy of so-
cialism and of a theory of transitional societies by a
further elaboration of Marxian conceptions (Bettel-
heim. Calcul économique et formes de propriété, .. ).
Against this criticism it has been emphasized, particu-
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larly by Fast Furopean cconomists, that the socio-
cconomic content of commodity production has also
changed fundamentally on the basis of the changed
(socialist) relations of production and also  that,
in connecction with this, the categories and  laws
related to socialist commodity production have changed
(Ulbricht. 1967: Breuer. 1971). A final assessment of
this debate is at the moment not possible. the more so
as the foundations and presuppositions of this dis-
cussion arc just as little clarified as the relation be-
tween qualitative and quantitative analysis in the politi-
cal cconomy of socialism and. even more generally, the
relations between economic theory and Marxist econom-
ics.

The concrete needs of planning socialist economies
(sec PIANNING) and the related problems of efticient
allocation of resources. the latter being largely in-
dependent of the concerete economic order, both fed to
sophisticated mathematical theory of the optimal func-
tioning of a socialist economy. The theory proves to
be at least formally very similar to modem Western
cconomic theory. especially with regird to the methods
applied (lincar, non-linear and dynamic programming,
input-output analysis. econometric and statistical tech-
nigues, etc.). but partly also with respect to the results
obtained. In some fields even the Soviet cconomists
were leading (cf. Kantorovich, Mathematical Methods
of Organizing and Planning Production, .. .. 1939), while
in many other ficlds of praxiology the technigues and
results of bourgeois cconomic theory were adopted - in
some cases without much reflection (¢f. Nemchinov.
ed., Primenenic matematiki .. .). The consequence of
this is a peculiar theoretical ambiguity especially among
those economists who have a good knowledge of
Marxian theory and also of the modern methods in
mathematical economics: the jump from political econ-
omy to “pure” model theory is hardly dialectical.
and mostly both kind of theories remain unrelated to
cach other. The argument often mentioned in this
connection that such categories of economics as utility,
scarcity and efficiency gain their operational significance
only in socialism, and should therefore be used as a
basts for a theory of socialist economy, does not appear
to be sufficient. Serious contributions to the methodo-
logical and matenal clanfication of the connection
between model analysis and general political economy
were furnished by Wlodzimierz Brus (1961). V.V
Novozhilov (1967) and Oscar Lange (Political Economy:.
...). who in this respect matched up to Marxian stand-
ards.

In the current discussion on the theory of optimal
functioning of the socialist economy, the question of
the applicahility and concretization of the category
of social utility for the determination of planning
prices and planning quantitics plays a considerable
role (cf. Shatalin. Nekotorye problemy teorii optimal -
nogo funktsionirovaniia sotsialisticheskoi ekonomiki.
...). The traditional widespread misconception of the
Marxian labour theory of value as an immediate

caleulation-scheme for socialism among Soviet ccono-
mists (and the resulting attempts at the computation
of socially necessary labour time) is increasingly rec-
ognized. Already in his Poverty of Philosophy (1847)
Marx had pointed out that “in a future socicty. in
which class antagonism will have ceased . .. the time of
production devoted to ditlerent articles will be deter-
mined by the degree of their social utibity™ (Marx.
The Poverty of Philosophy. .. .. p.63). The assumption
of an exchange of equivalent labour-values is for Marx
only an analytical abstraction for his model of com-
petitive capitalism, an abstract equilibrium analysis for
which the use-value of commodities (i.c. their ability
to satisfy human needs) is explicitly presupposed (cf.
Cupital. .. .. vol. 1. chap. 1). In his Anti-Diiliring Engels
clucidates the significance of use-value for socialism by
stating that the distribution of socially necessary labour
has to be brought about by the systematic comparison
of the **useful effects of the various articles of con-
sumption ... with one another and with the quantities
of labour required for their production™ (Engels. Anri-
Diihring. . ... p.427). Henee also in the Marxist view a
consideration of use-value (or. in bourgeois economic
terms, demand) becomes necessary for planning,

D. Comparative Aspects

1L ECONOMICS AND [DILOLOGY

A problem decisive for the determination of content
and methad of economics is the problem of ideology. or
of objectivity of cconomic theory. This does not only
refer to the possibility or impossibility of “objective™
knowledge in social science. but also to the place of
social science in relation to natural science and to the
arts. and to the place of economic theory within social
science. While there is a high degree of consensus about
methods and the fields of research of economic theory
between Marxist and bourgeois economists, funda-
mental divergencies with respect to ideology and. in
connection with this, in the central aspects and laws of
€CoNOmics cxist.

Almost all non-Marxist definitions of ideology in this
context are based on the explicit or implicit postulate of
purc or objective economics as a real (not only theoreti-
cal) alternative to ideological (and therefore presumably
“unscientific™) conceptions, in spite of all differences
in dctail within the various schools of thought. The
reproach of ideology (q. v.) refers here to the false com-
prehension of objective reality and/or to internal con-
tradictions within the theoretical model. According to
Herbert Giersch ideologies are **.. . ideals whose mter-
nal consistency cannot be mantained, since they arc
based on a distorted representation of the socio-econom-
ic reality. This representation of reality may be ob-
solete or based on naive prejudices or certain preler-
ences of philosophy of life or definite interests™ (Giersch.
Allgemeine Wirtschaftspolitik ..., Bd 1, p. 135).
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A more exact and systematic. though hardly opera-
tional concept of ideology is held by the neo-positivistic
line of thought in cconomic theory. Following Max
Weber, this line of thought maintains a separation of
scientific propositions and theorics into positive prop-
ositions or theories, which describe or analyse objective
reality, and into normative (evaluating) propositions or
theories. Positive scientific propositions are  char-
acterized by the possibility of empirical examination
at least in principle. in particular of their falsi-
fication in terms of Popper’s criterion of falsifiability.
The confusion of positive and normative propositions is
conscquently interpreted as an ideology: *“Certain
theoretical approaches which promise the realization of
desired goals are preferred, become dogmas on real-
world cvents, become ideologies ... (Richter. Mcthodo-
logie aus der Sicht des Wirtschaftstheoretikers, .. .,
p.259).

In the case of an idcology we are dealing with a
specific mixture of value system and positive theory.
But even if one accepts such a distinction between
positive and normative statements (theories) as mean-
ingful and possible, a decisive difficulty arises in social
science and particularly in economics from the strongly
restricted validity or applicability of the theories: they
are formulated under the assumption of a constancy
of the environmental conditions (the so-called ceteris
paribus proviso) whose control is generally not (or as
some bourgeois social scientists hope: not yet) ensurcd.
Therefore the criterion of falsifiability can only apply
in a very limited sensc: strictly speaking, there are no
“positive theories™ at all. If in addition to this there
prevails a tendency to immunize the theories against
empirical testing by a restrictive choice of underlying
assumptions (as in some branches of cconomic theory,
particularly the theory of consumer behaviour), then
the propositions that are claimed to be positive come
near to ideological interpretations of reality even ac-
cording 1o the neo-positivist position. Hans Albert (Der
logische Charakter der theoretischen Nationaltkono-
mie, .. .) illuminates this ideological tendency of immu-
nization in economic theory by the illustrative concept
of “Model Platonism™.

Marx. on the other hand, bases his economic analysis
on a completely different concept of science and ide-
ology. His critique of bourgeois science and society is
not determined by the problem of distinguishing be-
tween *‘positive”™ and “normative” or “objective” and
“ideological " statements. but by that of elaborating the
socio-economic basis of the ruling ideas and ideologics
in bourgeois society and by their systematic criticism
from the point of view of scientific socialism. The con-
nection between the basic socio-cconomic structures
and the ideologics based on them are nevertheless scen
as mutual but still essentially determined by the socio-
cconontic basis, in spite of some misleading simplifying
propositions in the Comnumist Manifesto (1848) and in
his Contribution to the Critique of Political Economy
(1859). Contrary to a widely held view, the relationship

between “basis™ and “superstructure”™ is not decisive
for Marx’s critique of ideology. but rather the de-
mystification of the social relations in bourgeois so-
cicty which are obscured by commodity fetishism in
theory as well as in practice. Only from this point
of view can the content and result of Marx's analysis of
value in Capital be fully understood.

According to the Marxist view of knowledge (q.v.)
ideas can only be interpreted in the frame of and in
connection with their social and historical  back-
ground and an absolute, generally valid knowledge ab-
stracted from socio-cconomic reality is imposstble: for
this reason the criterion of scientific knowledge is social
practice: “Social life is essentially practical. All mys-
teries which mislead theory to mysticism find their
rational solution in human practice and in the com-
prehension of this practice™ (Thescs on Feuerbach. In
Muarx, Engels SW_vol. 2. p.405).

In terms of this general meaning of ideas depending
on underlying socio-cconomic conditions the scientitic
socialism founded by Marx and Engels 1s. of course,
an ideology itself according to the Marxist under-
standing of knowledge. but it claims to be the first
ideology of a majority which is still exploited in capi-
talism against carlier forms of ideology of ruling mi-
noritics which are based on and serve to conceal the
specific conditions of domination. In this sense scientific
socialism claims to be historically progressive and
therefore scientific: “The proletariat is able to produce
a correct. scientific consciousness of its position and
its historical task. Scientific soctalism is not an
ideology in the traditional scnse. Rather, the socialist
ideology is a scientifically founded ideology™ (Hahn,
Marxismus u. Ideologie. ..., p. 1188).

Important representatives of traditional economic
theory have also dealt with the question of how far cco-
nomics is ideologically, biased by a systematic distortion
in the construction of its concepts, in the selection
of problems to be dealt with and in the choice of the
applied methods resulting from the general tendency to
accept the respectively given conditions without question
and to take them as a standard of possible knowl-
edge. Schumpeter attempts to solve this problem
of ideology by distinguishing methodologically orien-
tated “‘economic analysis™, with its claim of general
validity, from the historical forms of economic thought
influenced by the prevailing ideologies. such as political
economy. His History of Economic Analvsis (1954) is
therefore devoted to the demonstration of a long tra-
dition of positive methodology in the history of econom-
ic theory:: in so doing he tries to extract from the works
of important economists their lasting contribution to
economic analysis. Schumpeter's monograph furnishes
illustrative examples of the relutive independence of
economic science from the prevailing historical and
social conditions. not dissimilar to Marx’s Theories of
Surpius Value.

A similar position has been maintained by Gunnar
Myrdal in the first edition of his The Political Element
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in the Development of Economic Theory (1930) where
he on the one hand exposes o Lirge number of mdden
valuations but on the other hand believes that after the
climination of such ideological elements i econonmie
theory there will remain a posttive system of facts and
functional relationships as a base for value-judgments
which have to be introduced separately. In later editions
of this book and in his alue in Social Theory (1958)
Myrdal claims that such a separation is not yet
practically possible, since

every choiee of facts for the construction of models] in-
volves valuations. One does not escape valuations by restricting
rescarch to the discovery of “facts™. The very attempt, so pre-
valent m recent years, to avord valuations by domg rescarch
that is simply factual and without use for practical or political
efforts nvolves i itself a valuation. .. The full statement of
a problem, including the decision of scope, direction, hypo-
thesis, principles of classification, and the defimtion of ali

terms used., renders explicit the valuations necessary m tact-
finding rescarch™ (Myrdal. Value in Social Theory, ..., p. 155)

From this standpoint Myrdal eriticizes systematically
the positivist and neo-positivist conception of the prob-
lem of value-judgments. Similar to him, Joan Robinson
considers cconomic theory to be “partly a vehicle for
the ruling idecology of cach period as well as partly a
mcthod of scientific investigation™ (Econontic Philos-
ophv..... p.1). Although she recognizes, too. the im-
possibility of a practical separation between ideology
and economics. she considers it to be the cconomist’s
task to distinguish as sharply as possible ideology from
positive knowledge. Myrdal's and Robinson’s concept
of ideology comes in some respects close to the Marxian
conception, but s especially distinguished from it in
two points: they use a great number of equally decisive
factors for explaining ideological bias (besides the social
relations of production, also cultural, religious or sub-
jective factors). and, with respect to ideology. they
place Marxism on the same level as bourgeois theories.
A significant contribution to the clarification of the
concept of ideology in this context has been furnished
recently by Ronald Meck (Economics and Ideology . . ).

1. ECONOMIC MODELS

The question of feasible forms and methods of con-
structing cconomic models is closely connected with the
problems of idcology and value-judgment. The model as
a simplified theoretical representation of reality can be
comprehended as a generalized form of measuring, as
a mapping of things and of relations of things onto a
logical structure. The underlying process of abstraction
can be understood as a generalized form of measuring.
as a onc-m-onc mapping preserving the relation of

things (d ) to elements of the model (d . d 9
) and ()f llelI()n\ (r). Tyt ) 1O relations of a malhc-
matical theory (r'|. 1, .). Relations are thereby

thought of \llb]ul\ of the Cartesian product of two
sets: these relations are further specified by additional
conditions (c.g. as cquivalent relations or as functions).
This general concept of model (or theory) is applicable
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both to Marxist cconomies and cconomic theory: yet it
does not sullice for a complete characterization of
cconomie theories or of the process of forming theories.
The decisive differences between Marxist and bourgeois
cconomics are to be seen in the question of evaluation
and selection o essential clements and relations of
reality 1o cconomies and. related to this, the question
of apphicability of the dialectical method (sce DiALEC-
Hes and DIALLCTICAL MATIRIALISM).

T'he relation between dialectics and traditnonal logic
should not be regarded as an antagonistic contradic-
tion. The Marxian dialectical method contains on the
contrary the classical principles of logical derivation as
essential (but not exclusive) precondition., or, as Engels
states, as “himting case™. Therelore. the controversy
proper refers to the question of whether it is allowed to
supplement or to relativize the forms of logical deduc-
tion by dialectical procedure orientated to the respece-
tve contents (¢, Bloch, Subjekt-Objekt. .. ).

The traditional logical deduction 1s characterized by
the application of an explanation (explanans) which con-
tamns the specific imitial conditions and the general
hypothesis of the model, to the phenomenon to be ex-
plained  (explananduny). A scientific explanation is
claimed when the explanans is empirically substantial
and hence principally observable and examinable by
experiment. Such scientific derivations are also called
“meaningful thcorems™ (Samuclson, Economic Theory
and Mathematics, .. .) in economics. According to Karl
Popper a theory is talsifiable. if its hypotheses exclude
certain phenomena. The refutation of a proposition out-
weighs s empirical verification,
between  theoretical  derivations in economics  (and
more  generally  in social  sciences) and  certain
phenomena of the real world does not imply its correct-
but only its possible compatibility with reality
and for this reason. therefore. it does not necessarily
exclude other theoretical hypotheses. To attain es-
sential abstractions of the complex real cconomic and
interrelations is therefore to be scen as the
decisive problem of the construction of ecconomic models
and theories: this means that the defimtions, functional
refations and other simplifications of the real world
which enter into the model must help to reach a better
understanding of the complex reality by means of model
analysis and its application to empirical problems
through subsequently increasing concreteness. With re-
gard to this. there does not exist any difference between
Marxist and bourgeois cconomics. Hence, abstractions
and models of economic reality are only scemingly
arbitrary. they are not an end in itself.

Marx tllustrates in his Grundrisse (Rohentwurf) of
1857 S& the purpose of cconomic model-building: the
amorphous immediate experience of economic reality is
first of all “a chaotic conception of the whole™”
(Marx. K. The Grundrisse. Ed.: D. McLellan. Ldn,
N.Y.. 1971, p.34). Thus. to begin with, *the complete
conception passes into an abstract definition™: then
“the abstract definitions lead to the reproduction of the

because conformity

NCSS,

soctal
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concrete subject in the course of reasoning™ (ibid.,
p 34f).

Only then can reality be comprehended asa structured
“aggregate of many determinationsand relations™ (ibid..,
p.34). Against this commonly accepted purpose of
knowledge through cconomic models. there arise es-
sential difficultties. On the side of techniques and
methods, a significant difliculty consists in compro-
mising between operationality and calculability of
models (with the resultant danger of oversimplification)
and the claim to include as many aspects of reality
as possible in the model (with the danger of over-
complication and of constructing intractable models):
“It follows that the Scientist, like the Pilgrim, must
wend a straight and narrow path between the Pitfalls of
Oversimplification and the Morass ol Overcomplica-
tion” (Bellman, Dynamic Programming. .. .. p. X). Since
therefore for technical reasons reality can never be
totally comprehended in an adequate model, certain
modifications (i.e. factors of influence at first not
taken into account) must subsequently be introduced,
if one wishes to apply the model to phenomena of the
real world. But the substantial difficulty arising from
this lics in the fact that the possibility of further
concretion is influenced by the form: and the extent of
the initial abstraction (models). For this reason the
actual purpose of the investigation must be considered
already when setting up the models: the model building is
hence also determined by the questions under considera-
tion. Obviously a single model does not allow all
phenomena of the real world to be explained. even
if it is subsequently modified. Therefore various
methods and models may and must coexist in various
fields and/or levels of abstraction. For this rcason
Marxist economics and traditional economic theory are
not to be regarded as mutually contradictory.

A false consequence from this scientific structure of
economics would be to presume an arbitrary pluralism
of models and methods, More important is to work out
the respective sphere of validity for single methods and
models and. above all, their interrelations. Because of
its lower level of abstraction, bourgeois economics can
be fully applied and interpreted only in the framework
of a gencral abstract theory of social development. On
the other hand, the general theory Marxist cconomics
needs concretion and modification by special theories of
social subsystems (as. in part, cconomic theory does).
If one accepts nco-positivist terminology, the relation
between Marxian and bourgeois economics can be
seen - 1n a very simplified manner - - essentially as the
relation between a meta-theory of the conditions of
constructing economic theories and of social develop-
ment on the one hand and a special theory of
economical use of scarce means on the other. This
global characterization does not mean that economic
theory is a necessary concretion of Marxist theory nor
that the latter becomes a necessary meta-theory of
economic theory. The classification of economic models
with regard to models of explanation. verification and

decision-making has only secondary importance. be-
cause these models do not ditter in their structure
but only in the different types of data entering into
the basic construction of the model (cf. Angermann,
Indusiriclle Planmungsrechnung, . . .). Whereasexplanatory
models are characterized by a purely logical derivation
from model hypotheses for the purpose of a rational
explanation of real processes, verificatory models use
historical (statistical) data for testing theoretical hypo-
theses and deductions which may be obtained, for
example, from explanatory models. Finally, decision-
making models are dircctly orientated to a concrete
application in business management or economic
planning and forecasting. “If one looks at the con-
nection of modcls of explanation, models of verification
and models of decision-making it becomes evident that
they form a cohecrent complex of investigation. The
causal-logical connection of these three types of models
results from the regular succession of steps immanent
in the scientific process of thinking: cognition, demon-
stration, application™ (Angermann. op. cit.. p. 18). Dis-
tinguishing model types according to the methods
applied (e.g. ideal model, programming model, etc.)
or according to their form of representation (e.g. model
of analogy, eidetical model) can cover only some
superficial [eatures and cannot provide a deeper ex-
planation, unlike the classification mentioned above.

1. VALUE-JUDGMENTS AND PRAXIOLOGY

The postulate of freedom from value-judgment put
foward by Max Weber (The Meuaning of “Ethical
Neutrality™ in Sociology and Economics, . .. also “Ob-
Jectivity™ in Social Science and Social Policy. . . .) has
been central to the theoretical and ideological discus-
sion between Marxist and bourgeois economists, and
also within the different schools of traditional econom-
ic theory. lts opcrational meaning consists in the
demand for a strict separation between scientific
analysis and description of social phenomena and. on
the other hand. their evaluation derived from cxtra-
scientific criteria. Taken only as a methodological wam-
ing against subjectivist. unfounded and even unfound-
able opinions put forward as scicntific ones, this postu-
late surely would have been generally accepted. The
Marxist and partly also non-Marxist criticism of this
refers rather to two related positivist consequences
of the postulate: the explicit or implicit negation of
the social and historical limitations of social theories
(problems of ideology:; see above: D. 1) and the reduc-
tion of economic research to the relations between
means and ends (praxiology). The separation between
positive (— “‘value-free”) and normative (-- *‘evalu-
ating™) theories based on this postulate of frecdom
from value-judgments scrved in economic theory to
narrow the ficld of rescarch down to the aspect of
rationality between means and ends and with this to
reduce economic theory instrumentally to the inquiry
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into the relationship between (objectively given) means
and (evaluating and thercfore in principle arbitrarily
introduceable) ends. While positive cconomics ac-
cording to this conception was supposed to serve the
description and formahization of possible reiations
between means and ends, the main task for normative
economics (especially welfare economics) was to supply
or to sclect the goals to be aimed at (cf. Boulding, 1952
Mishan, 1960).

The ideological character of this scemingly *“*value-
free™ position is best demonstrated by Gunnar Myrdal
in his Value in Social Theory. The connection between
“freedom from value-judgments™, and the instrumen-
talization of economic theory derived from it, and the
practical needs of bourgeois socicety is not only scen
in the concrete results of the praxiological theories
(such as operations rescarch, application of economic
theories for economic policy) but also in the presup-

posed conception of economic knowledge: This way of

thinking tends to take the variables of the social and
economic system in classical and especially Marxian
economics as externally given data (parameters) from
the marginal sphere of economic research, or even to put
them entirely outside, which implies the negation of so-
siety as a problem of cconomic theory. In contrast (and
in direct opposition) to Marx’s position. which states
that rational economic abstraction is possible only by
consideration of social and historical factors (see above:
B, II 2), it is here maintained that value-neutral science
demands abstraction from these factors. The basic sep-
aration of objective relations between means and ends
from the evaluation of goals is thereby exaggerated.
as Myrdal points out. Even the selection of feasible
means — and not only the choice of ends — pre-
supposes a value-judgment. In addition, unintended or
even unwanted side-effects may arise by applying the
models or theories to reality, so that different means
cannot be regarded as equivalent; thus an evaluation of
the complementary cffects becomes necessary too. In
principle. the acceptance of a narrow instrumental con-
ception of cconomic, which has recently also become
manifest in the political economy of socialism (scc
above: B. IV 2), mecans essentially at least the implicit
acceptance of the concretely or theoretically given
situation and hence a hidden value-judgment (e.g. for
the sratus quo).

These justified arguments against the instrumental
misconception of economic theory are not directed
against the principle of rationality per se, but against
its partial and unreflected application. Praxiology as a
general science of action determines the thcory and
practice not only of bourgeois economics but also of
soctalist economics (cf. Lange, Znaczenie prakseologn
)
Marx himself, whose central issue was not the ques-
tions of rationality but the attempt *“‘to lay bare the
economic law of motion of modern society™ (Marx.
Capital. . ... vol. 1. p.10), recognized the significance
of rationality for the development of productive forces

in capitalism and socialism and specified it in his
principic of “‘economy of time™:

“The less time society requires in order to produce wheat,
cattle, ete.. the more time it gauns for other forms of production,
matenal orintellectual. As with a single individual. the univer-
sahty of ity development. its enjoyment and its activity depends
onsaving time. In the final analysis, all forms of economics cun
be reduced 1o an cconomics of time. Likewsse. sociely must
divide up 1ts time purposefully in order to achieve a production
suited to its general needs: just as the individual has to divide
his time in order to acquire, in suitable proportions, the
knowledge he needs or to fulfil the various requirements of his
activity.

On the basis of community production, the first economic
law thus remains the cconomy of time, and the methodical
distribution of working time between the various branches of
production: and this law becomes indeed of much greater
mportance™ (Marx, K. The Grundrisse. Ed.: 1D. MclLcllan.
Ldn, N.Y., 1971, p.751).

The emphasis on the principle of rationality in eco-
nomic theory by means of increasing formalization and
mathematization and the consequently increased com-
putability and applicability of ecconomic theory as well
as its prevalence in the practice of capitalist and so-
cialist societics should nevertheless not obscure the last-
ing antagonism between capitalism and socialism, be-
tween bourgeois economics and Marxist theory:

... these general or common features discovered by com-
parison constitute something very complex, whose constituent
clements have different destinations. ... The conditions which
generally govemn production must be differentiated in order
that the essential points of difference be not lost sight of in
view of the general umiformity ... The failure to remember this
one fact is the source of all the wisdom of modern econo-
mists who are trying 1o prove the eternal nature and harmony
of existing social conditions™ (Marx, Introduction to the
Critique of Political Economy, . .., p. 269).
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