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PERSPECTIVES ON CAPITALISM:


CONSERVATIVE, LIBERAL AND RADICAL








INTRODUCTION





	After the sudden eclipse of the USSR and the European Communist Bloc, and the adoption of capitalist modes of action by China and India, it appears that capitalism has now got well entrenched as the successful model  of economic interaction. However, it would be worthwhile to recapitulate the essence of the debate on capitalism if only to remind oneself that simple theories, laws, or general equilibrium models do not explain the observed reality. The concerns on growth of big government everywhere, concern with the continuation of poverty, and current disputes on the funding of social security and medicare in the United States, for example, show that the fundamental debates on the form that the economy should take, and the role the government should play in the economy, are still alive, although without the extreme polarization which characterized the Cold War years.





	In Section I, a brief attempt to pin down the concept of capitalism is made through some definitions. Then a consideration of four great views (Elliott, 1973) on capitalism follows, (1) Competitive market capitalism, (2) Marxian critique of capitalist industrialization, (3) Schumpeterian theory of capitalist development and (4) Keynesian critique of laissez-faire capitalism. However, the theoretical structure used to classify these views is that of Romano and Leiman (1970): (1) Conservative, (2) Liberal, and (3) Radical. While admittedly difficult to classify some economists under these wide theoretical constructs, there is considerable merit in such classification. 





	Section II deals with the conservative school through a discussion of Adam Smith. There is a strong case to classify Smith as a liberal (Elliott, 1973:104) but Romano and Leiman argue that “Smith is a liberal in the nineteenth century tradition but a conservative when viewed against a modern background” (p.3). Other prominent economists in this category (not discussed in this paper) would be David Ricardo, Friedrich A. Hayek, and Milton Friedman. The perspective believes strongly in laissez faire as the bedrock of capitalism. Though exploitation is indirectly touched upon, in some cases, their theories per se did not yield insights into such behavior. The liberal school is discussed in Section III, being represented by Schumpeter and Keynes. Other prominent economists who would fall under this group, but not discussed here include J.S. Mill and J.K.Galbraith. Keynes is concerned with the short-run cycles generated by unfettered capitalism, and offered a solution to this problem. Schumpeter explained why these cycles are not a major concern, though capitalism, he felt, would have to be ultimately replaced. Finally, the radical school is represented here in Section IV by Karl Marx (and Friedrich Engels).  Other prominent radical economists (not discussed here) would include Thorstein Veblen and Paul Sweezy. It was Marx, who, while adapting the Ricardean theory of value, was able to arrive at the view that capitalism is exploitative through its appropriation of the surplus value, and predicted the ultimate demise of capitalism. This “finding” revolutionized the history of the world.





I





CAPITALISM





	There is apparently no single “correct” definition of capitalism acceptable to everyone. Apart from this, the term has hardly appeared in the early literature in economics. Maurice Dobb points out that “in economic theory, as this has been expounded by the traditional schools, the term [Capitalism has] ... appeared ... rarely, if at all” (p.1). For example, “Smith never used the word capitalism, any more than did Marx” (Heilbroner, 1988:134).





	Weber thought that “Capitalism is present wherever the industrial provision for the needs of a human group is carried out by the method of enterprise, irrespective of what need is involved”(p. 207). Smith thought of capitalism - without defining it - as characterized by improved ways of organization such as division of labor, which led to economies of scale and improved production. Marx considered a defining characteristic the production of commodities. Schumpeter believed that the distinguishing feature of capitalism is the tremendous acceleration in technology. These are all good characterizations - pointing the way toward capitalism. However, as these aspects would be found even in socialism, we need to determine the unique features of capitalism which distinguish it from socialism. Absence of space constrains us from the details here, but one can do no better than to refer to Elliott (1973:24), for a eight-point distinction between these two systems.





	Today we would generally mean by “pure” capitalism, the model of an economy with perfectly competitive markets, comprising of many small producers with property rights supported by government, but with a limitation on government intervention in the functions of production, allocation and distribution in the economy. One can associate two fundamental things - free markets and property rights - with capitalism. In a market economy prices are determined through the laws of supply and demand rather than administered by a central planner or some other authority. The production and distribution of goods is entrusted to this self-regulating mechanism (Polanyi: 68). Critics of the pure forms of capitalism such as Polanyi see the market economy as the “major tragedy attendant on the Industrial Revolution” (MacIver:x). The second feature of capitalism is a sovereign which recognizes the property rights of people, and protects the rich from the envy and possible aggression of the poor. These property rights, unfortunately, as Adam Smith pointed out, give some people “the right to reap where they did not sow”. Nevertheless, these two aspects seem to be crucial to capitalist economies.





	The above form of pure capitalism has never been observed in reality. Close approximations to it were found in some of the Western countries in the nineteenth century. But a more imperfect, “working capitalism,” has existed for about two centuries now. Whatever the cause of the rise of  capitalism, data shows that in the 160 years from 1820 from 1980, “the total product of ... sixteen [Western advanced capitalist] countries ... has increased sixty-fold, their population more than four-fold, and their per capita product thirteen-fold. ...[L]abour productivity increased about twenty-fold. Life expectation doubled, from about thirty-five to over seventy years. ... In 1820 the average number of the labour force probably had less than two years’ education; by 1980 the average had risen to ten years”(Maddison: 4,16). Unlike the Mercantalist growth period, the capitalist growth did not require - in general - the plunder and exploitation of other countries. 





	Heilbroner (1988: 54) presents a very interesting table, depicting the changes in per capita GNP of developed (capitalist) and less developed (noncapitalist) countries over the past 250 years�.


GNP per capita (in 1960 dollars)


					Presently 		Presently less


					developed		developed


					countries		countries                                  _


Around 1750				  180			180-190	


Around 1930				  780			190


Around 1980				3000			410		





	We shall discuss in this paper three theoretical perspectives on this massive powerhouse, an economic system which though never found in its pure form, in its various practical or working forms, has powered most of the “developed” countries found today to an unparalleled economic success in just two centuries.





II


CONSERVATIVE CAPITALISM


	


	We deal with Adam Smith as the representative of this perspective. Smith was the “first to develop a complete and relatively consistent abstract model of the nature, structure, and workings of the capitalist system” (Hunt: 47). 





	Smith’s major achievement was to discern the implications of the new manufacturing process which, in his time, accounted for barely ten percent of England’s income - the rest accruing from agriculture. As McNally (1988) states, “The industrial revolution was not a fact of life before the publication of Smith’s Wealth of Nations”(p.xiv). In many ways, Adam Smith’s was a conception of an “agrarian capitalism”(McNally:xii) because he did not fully recognize the onset of the industrial revolution and continued to hold the conviction that agriculture and not manufacture was the principle source of Britain’s wealth (Blaug: 37). Book III of Wealth traces how agricultural societies led to Feudalism which, finally, has given way to capitalism.





	The discovery by Smith - personified in his famous pin factory� - of the process of division of labor and its impact on the economic productivity of the individual worker, was the starting point toward discovering the mechanism of the working of the capitalist system.  Once the capitalist discovered that he could enhance his capital through organizing labor in such a manner, it was only a matter of time before he demanded more labor, which was, in Smiths’s view, duly supplied through the expansion of the work force immediately through increase in child labor. This prevent wages from increasing disproportionately, and allowed capital accumulation to progress. “To Adam Smith, labourers, like any other commodity, could be produced according to the demand. If wages were high, the number of work people would multiply; if wages fell, the numbers of the working class would decrease” (Heilbroner, 1967, 59). 





	Smith then showed how an “the theory of optimum allocation of given resources under conditions of perfect competition” could be achieved (Blaug: 61). Samuelson believes that Smith’s theory is a Walrasian general equilibrium model (Samuelson: 7). Smith discerned - for the first time ever - that a society comprising perfectly competitive self-seeking individuals would not degenerate into chaos, but would, rather surprisingly, yield a stable social order, through the application of the famous “invisible hand” (Smith, Vol. I: 477) - a phrase which was referred to only once in the entire Wealth of Nations.. The market price is the natural price, according to the neo-classicals, since there is an instantaneous adjustment of the markets. For Smith, there is a possible gap, as the market price moves toward the natural price. But in equilibrium, for Smith also, presumably, both the market and natural prices would coincide. 





	To Smith, the invisible hand was more than a mere equilibrating mechanism. To him, it would yield, in the perfect case, a situation of perfect equality. This is articulated in The Theory of Moral Sentiments, where he first discussed the invisible hand:





“The production of the soil maintains at all times nearly that number of inhabitants which it is capable of maintaining. The rich only select from the heap what is more precious and agreeable. They consume little more than the poor; and in spite of their natural selfishness and rapacity, they propose from the labours of all the thousands whom they employ be the gratification of their own vain and insatiable desires, they divide with the poor the produce of all their improvements. They are led by an invisible hand to make nearly the same distribution of the necessaries of life which would have been made had the earth been divided into equal portions among all its inhabitants; and thus, without intending it, without knowing it, advance the interest of the society, and afford means to the multiplication of the species”(cited in Lutz and Lux: 28, underlining mine).





Thus Smith’s pure capitalism is perfectly equitable also. Unfortunately, while the first result - the Pareto optimality of competitive equilibrium through voluntary trade - has been proved, there does not appear in modern literature any theoretical vindication of the perfect equality result. Further, empirical evidence has consistently pointed against such equality. 	





	While the Walrasian equilibrium is static, Smith’s capitalism was not. He saw a secular movement in capitalism. For Smith, capitalism was a dynamic, ever-expanding system, which needed an ever-expanding market for its support (Smith, Vol.I: 21).  He believed that in such a situation, the demand for labor would keep marginally above its supply, constantly improving the position of labor in the society. He therefore believed in the importance of saving for further investment and capital accumulation (Book II, Ch. II). The importance here was given to the productive (rather than unproductive) use of capital: “the one sort of expence, as it always occasions some accumulation of valuable commodities, as it is more favourable to private frugality, and, consequently, to the increase in the public capital, and as it maintains productive, rather than unproductive hands, conduces more than the other to the growth of public opulence” (Vol. I: 371). Benefits would accrue to labor when “the society is advancing to the further acquisition [of capital], rather than when it has acquired its full complement of riches” (Vol.I: 90). Continuing growth was therefore vital to Smith.





	This accumulation process would not continue forever, however. It would reach a plateau when the attainment of riches will be “complete,” and the ultimate production possibility frontier would have been be reached, with all gains from division of labor and technical knowledge exhausted, apart from the fullest possible exploitation of its agriculture. “In a country which had acquired that full complement of riches which the nature of its soil and climate, and its situation with respect to other countries, allowed it to acquire; which could, therefore, advance no further, and which was not going backwards, both the wages of labour and the profits of stock would probably be very low” (Vol I: 106). Wages would be pushed down to subsistence, while the profits would be eroded, the capitalist merely getting the wages of management. There would be “much real wealth, and little leisure” (Heilbroner, 1967: 61). This would be a kind of stationary state, which, if disturbed by any increase in population, could easily lead to misery. 





Is Smith’s capitalism liberal or conservative? This question becomes important in the context of many findings on capitalism on which Smith attempted to reconcile reality with theory. He appears to have taken many liberal views, some of which are relatively lesser known among the common economics student. Such views tend to put a question mark on Smith’s staunch laissez-faire, conservative capitalism. We examine the evidence in the context of a few major issues:





a) Monopoly and the business cycle: Smith was too perspicacious and keenly observant of life, to leave his theory at a purely abstract level. He recognized and admitted the real-life problems with this model. The most difficult one, he felt was the tendency towards monopoly: “People of the same trade seldom meet together, but the conversation ends in a conspiracy against the public, or in some diversion to raise prices” (Smith: 144). He was also very wary of government restraints which lead to monopoly (e.g., Book IV, Ch. II, Part III).  Today the tendency to cartelize or monopolize, is well documented. Heilbroner (1988:57) shows how the perfect competition between small units, “individually weak but collectively resilient” had given way by the early part of this century - particularly after the discovery of the assembly line, and increasing costs of research and development - to a bunch of strong industries which were collectively linked together. By 1932, such concentration had attracted scholarly studies such as Berle and Means’ The Modern Corporation and Private Property (cited in Strachey:16). The Federal Trade Commission of the USA showed that “for the year 1946, the 113 largest manufacturing corporations owned forty-six per cent of the property, plant and equipment employed in manufacturing” (Strachey:16).


	


	Knowing that manufacturing hardly comprised ten percent of the GNP at his time, it is no wonder that Smith was not able to “see” this agglomerating tendency of capital, and failed to take just a little step further which would have showed him the formation of the business cycle. It was left to Marx - with more than 80 years of real-life data on capitalism after Smith - to discern this tendency and to discover the business cycle, and for Keynes to propose a solution for it.





b) Moral sentiments: In a second aspect, Smith toned down one of his major recommendations. He advocated laissez faire almost throughout his book, against Mercantalist constraints on trade, and so on. This followed from his belief in the invisible hand to self-regulate the economic affairs of the society which would lead to a system of  “natural liberty” where there was minimalist government intervention. But on a wider reading of Smith, one finds that he was not a conservative in the sense of  Hayek or Friedman. He recognized that there are two things essential to the existence of capitalism: (1) moral sentiments and justice in the society and (2) the regulating though minimal role of government.  In his Theory of Moral Sentiments he stated that without a system of justice and a political order, human society “must in a moment crumble into atoms” (cited in McNally: 180). 





	According to Smith, “the existence of ‘moral sentiment’ in a society is what allows for the operation of the invisible hand of Providence”(Lutz, Lux: 28). He describes this moral sentiment as follows:





“All the members of human society stand in need of each other’s assistance, and are likewise exposed to mutual injuries. Where the necessary assistance is reciprocally afforded from love, from gratitude, from friendship and esteem, the society flourishes and is happy. All the different members of it are bound together to one common centre of mutual good offices. 





Society, however, cannot subsist among those who are at all times ready to hurt and injure one another. The moment that injury begins, the moment that mutual resentment and animosity takes place, all the bands of it are broken asunder, and the different members of which it consisted, are, as it were, dissipated and scattered abroad by the violence and opposition of their discordant affections” (cited in Lutz, Lux: 28; italics mine). 





	This moral sentiment is a deviation from the theoretical model of pure capitalism (which only assumes selfishness), and it is only today that economists are beginning to examine this aspect of Smith and to rehabilitate his concern for values in society�.





c) Government intervention: Smith also allowed for another major deviation from laissez-faire. He advocated government intervention in three things:





“According to the system of natural liberty, the sovereign has only three duties to attend to; ... first, the duty of protecting the society from the violence and invasion of other independent societies; secondly, the duty of protecting, as far as possible, every member of the society from the injustice or oppression of every other member of it, or the duty of establishing an exact administration of justice; and, thirdly, the duty of erecting and maintaining certain public works and certain public institutions, which it can never be for the interest of any individual, or small member of individuals, to erect and maintain; because the profit could never repay the expence to any individual or small number of individuals, though it may frequently do much more than repay it to a great society” (Smith, Vol. II: 208).





A broader reading of Smith shows that he was referring everywhere only to a ‘minimalist’ role for government. But the problem, say, in the case of public works, remains: what are those public works? Smith’s system cannot, simply by virtue of its theory, rule out the welfare implications of liberals such as Keynes, though, one might infer from the rest of his book that he would be extremely suspicious of the kind of big government we have today. But as mentioned above, he was equally concerned with monopolization and it is not very clear that he would have totally ruled out government intervention in the modern corporation. Smith was not totally averse to government intervention in the economy, as can be seen in Chapter II of Book IV on international trade.





d) Effects of division of labor:  We know from the very perceptive statements made in Book I, Ch. II, (pp.19-20) and  Book V, Ch.I (pp. 302-3), that Adam Smith recognized that there are very few differences between the progeny of rich and poor, and that the observed differences in the adults are often a consequence of the division of labor than a cause of it. Further, he showed how division of labor causes the worker to “become as stupid and ignorant as possible for a human creature to become”. This concern for the deterioration of the minds of labor was a liberal conception, later discussed by J.S.Mill. 





e) Class conflict His view was that the “Civil government, so far as it is instituted for the security of property, is in reality instituted for the defense of the rich against the poor, or of those who have some property against those who have none at all”(Smith, Book II: 236). He describes class conflict clearly at pp.74-75. This seems to have borne the seeds of Marx in it, who was well-versed with Smith and stated that The Wealth was a book of “great charm” (cited in Meek:81).





f) Labor theory of value and exploitation: Adam Smith can be said to have observed the incipient exploitation in the capitalist system. In the pre-capitalist system - particularly in the artisan stage of work - he recognized that the whole produce of labour belongs to the labourer. But when capitalism begins to harness the labor� of the laborers, “the value ... resolves itself ... into two parts, of which the one pays their wages, the other the profits of their employer” (Vol. I: 54). The portion of value which labor had to now forfeit is exploitation of labor, as seen by Marx, but to Smith it remained an unavoidable part of the reality (Smith, Vol. II: 232). While Mill rebelled against this reality, Smith seemed to have accepted it, albeit reluctantly. 





	As Dobb points out, it is one thing to accept that division of labor would greatly enhance productivity, and thus lead to profitability. It is however, simply not adequate to explain the origin of the “vast fortunes and the great accumulations characteristic of the merchant class of this period. That commerce itself was useful, or augmented the sum of utilities, does not itself explain why the pursuit of  commerce yielded such a handsome surplus whereas handicraft by itself could not: it does not explain why commerce was the basis of so large a differential gain” (Dobb: 88). Smith had no explanation for the magnitude of the profits which were extracted from the labor power of workers. 


	


	Smith’s “weakness”� was that he had  an inadequate labor theory of value. His was a “commandable” labor theory of value in which he did not regard the labor expended in the production of a good as constituting the substance of its value. This merely defined the source of the commodity’s purchasing power; it did not explain the extent or quantity to which it is possessed by a commodity. For that he appealed to the quantity of labor which it can command (Vol.I: 35). But he had no concept of surplus value, and no concept of  the excessive hours which labor was made to work, which Marx later incorporated into theory. But Meek gives credit to Smith for his labor theory of value on two accounts: (1) he was able to penetrate the veil of capitalist bourgeois society and (2) he was able to abstract the inner relationships of capitalism and give them a suitable nomenclature.





	Smith was therefore neither a “pure” liberal nor a “pure” conservative, but somewhere between the two extremes. Smith’s capitalism today seems to be inadequate from some perspectives�, but from others, it is a very mature one: he is still relevant as far as “real-life” policy making is concerned, and his influence on almost all branches of economics has been incomparable. Smith’s intellectual legacy has lived on in “two rival traditions in the nineteenth- and twentieth- century economic thinking, one that emphasizes the labor theory of value and class conflict and another that emphasizes the utility theory of value, social harmony, and the invisible hand”(Hunt:78). 





	One tends to think, however, that Smith has not been adequately analyzed even till today, at least not in the manner that Marx has been analyzed by hundreds of authors. Samuelson refers to the tendency, started by Ricardo, and followed by illustrious economists such as Marx, Schumpeter and Sraffa, to criticize Smith either for his so-called lack of originality, or on some perceived misinterpretation of Smith. He then goes on to show how the various indictments of Smith are invalid (Samuelson: 2). There is thus much in Smith that is yet to be discovered.





	Before leaving conservative capitalism, one can quickly point out that Ricardo, by incorporating Malthus’s view on population, was able to arrive at a slightly different conclusion for capitalism, where a different kind of stationary state would be achieved, much faster than in Smith. Ricardo felt that capital accumulation would be constrained by the productivity growth in agriculture, and would lead to rising food costs, adversely impacting industrial costs. The fall in profits of capitalists would eventually bring economic expansion to a halt, while enhancing the share of rents of the landlords.





III


LIBERAL CAPITALISM





	Both Mill and Schumpeter� thought that the secular growth or stationary state would not arrive the way Smith and Ricardo assumed it would. In the case of Mill, the stationary state of low subsistence would give way to some kind of associationist socialism. For Schumpeter, who saw cyclical behavior coupled with a growth trend, there would be no stationary state but a perpetual series of fluctuations which could end ultimately in one of many alternative systems. For Keynes, capitalism would survive by constantly performing delicate balancing tricks on a tight-rope, moving from one crisis to another through a fine-tuned fiscal and monetary policy. We discuss Schumpeter and Keynes below, concentrating more on Schumpeter.





SCHUMPETER





	Schumpeter’s vision was inspired by Marx. Schumpeter thought that “what distinguishes him [Marx] from the economists of his own time and those who preceded him, was precisely a vision of economic evolution as a distinct process generated by the economic system itself”�. Though this “vision they [Marx and Schumpeter] had in common,  ... it led to very different results: it led Marx to condemn capitalism and Schumpeter to be its ardent exponent”�. Schumpeter showed the high esteem in which he held the system of capitalism, in his Capitalism, Socialism and Democracy,.





	Elliott (1973:152) has summarized Schumpeter’s concept of capitalism rather succinctly. “The Schumpeterian concept of capitalism ... includes private property in the means of production and regulation of the productive process by private contract; bank credit creation; the application of the “rational attitude” via quantitative monetary measurement to human behavior, including business decisions; freedom of individual economic choice; the price system as a social process for coordinating economic decisions; limited government; and inequality in the distribution of income” (Elliott, 1973: 152). We attempt to study the outline of the system, below. 


	


Capitalist evolution, or cyclic economic development:  Schumpeter’s analysis of the evolution of capitalism was premised on the significance of technical progress. Further, like Marx, he rejected the constraints on population as established by Malthus. Schumpeter began with the circular flow in which all resources would be fully employed, gross investment would be equal to depreciation and production to consumption. Money would only act as a medium of exchange. There would thus be “no fundamental gap ... between receipts and disbursements” (Schumpeter, 1983: 68). All borrowing would be against assured receipts (e.g., bills of exchange). Thus, only current or consumption credit would exist. This kind of credit was called normal credit by Schumpeter: in a circular flow, it would earn no interest but for meeting the transaction costs. 


	


	Now enters the entrepreneur, who thinks up new combinations�. Schumpeter argues that the function of the entrepreneur is special in the sense of putting new ideas into practice, and asking of the entrepreneur to face immense difficulties. Apart from the uncertainty of the outcomes, there is also the “antagonism and hostility of the conformistic, non-innovators to the pioneer - in the form of legal and political obstacles, social mores, customs, and the like” (Elliott, 1973: 156). The entrepreneur is thus quite different from the neo-classical rational or economic man who would never enter into a project unless he had reasonably accurate data on his future prospects. To Schumpeter, therefore, the entrepreneur was an “heroic” figure: he must have “the drive and the will to found a private kingdom” as a “captain of industry”; and possess the “will to conquer” (Schumpeter, 1983, Chapter 2). Such people exist only in a minority, but they are vital for capitalism.





	Be that as it may, the bold, technology-driven entrepreneur does exist in the modern capitalist system. Once he enters into the circular flow as an additional buyer, the question of his financing arises. A gap is created through his additional demand. In this situation, “no one other than the entrepreneur needs credit” (Schumpeter, 1983: 102). The entrepreneur bids the existing resources (e.g., labor) away from existing uses by getting the banks to create abnormal credit or new purchasing power on which he is willing to pay a positive rate of interest. The banker becomes “a phenomenon of development” and “the capitalist par excellence” (Schumpeter, 1983:74). This credit creates capital, “the lever by which the entrepreneur subjects to his control the concrete goods which he needs, ... a means of ... dictating a new direction of production” (1983:116).





	If the enterprise is successful, longer term credit is made available. “[T]his approximately coincides with replacing purchasing power created ad hoc [i.e., short term credit] by that existing already”, i.e., through subscription to shares of the company by the savings of the public (Schumpeter, 1983: 111). This becomes more of a normal credit. The availability of purchasing power with the entrepreneur means that a ‘new demand’ is created, thus raising the market clearing prices of resources (Schumpeter, 1983: 108). He calls this “credit inflation” (Schumpeter, 1983: 109), and then shows how this is only a temporary phenomenon. Goods are withdrawn in favor of the credit receiver. A disequilibrium state is introduced. 





	In the circular flow, there are no profits, and hence no interest (a much disputed proposition). Profit originates when the circular flow is successfully broken, i.e., when the inputs are valued at their opportunity cost, which is the price they commanded in the old circular flow. while the outputs are able to command high prices because of the demand for new products. This profit, Schumpeter feels, rightfully belongs to the entrepreneur. No exploitation of the worker is involved here, as Marx would tend to see.  





	The creative destruction of the older industry then takes place : a “complete reorganization of the industry ..., with its increases in production, its competitive struggle, its suppression of obsolete business, its possible dismissal of workers, and so forth” (Schumpeter, 1983: 131). The causal force is the profit which is sought by the hordes following the successful entrepreneur. The profit is however, only temporary, and “slips from the entrepreneur’s grasp as soon as the entrepreneurial function is performed” (Schumpeter, 1983:153).


	


	Presuming that the entrepreneur is successful in the project he undertakes, the formation of large industry takes place, the entrepreneur becomes a manager, the credit is returned to the banks, and a process of price adjustment and resource reallocation takes place in favor of the new combination, ensuring a new equilibrium, in which credit inflation is eliminated. Further profit is squeezed out as the firm reaches its limit of size and capacity. 





	The entire process repeats itself, and as some other new thing comes up, gales of creative destruction sweep through the system, creating the business cycle. Schumpeter’s view of cycles was very positive. He felt that “depressions, far from being unmitigated social evils, were actually in the nature of  ‘a good cold dauche’ for the economic system!” (cited by Heilbroner, 1967: 288). He thought that even the depressed decade of the 1930s was not particularly problematic, and could be explained in terms of the simultaneous occurrence of a Kondratieff and a Juglar downswing (Elliott, 1973: 162).





	One of the major consequences of this cyclical evolution of capitalism was the tremendous social mobility it engendered: the “upper strata of society are like hotels which are indeed always full of people, but people who are forever changing”(Schumpeter, 1983: 156). This is one of the major reasons for the success of capitalism, and perhaps the reason which prevents workers from rebelling against the profits which entrepreneurs are able to collect, as they picture themselves or their progeny “striking it rich” by good fortune or intelligence - an opportunity hardly available to the serf during Feudal times, or to the proletariat in Marxian Communism.





Prognosis for capitalism: Surprisingly, for Schumpeter too, like Marx, capitalism would not ultimately survive. The basis of this conclusion was distinctly non-Marxian. The bases of this “fascinating and paradoxical hypothesis are four-fold: (1) ‘the obsolescence of the entrepreneurial function’; (2) ‘the destruction of the protecting strata’; (3) ‘the destruction of the institutional framework of capitalist society’; (4) ‘growing hostility’ and ‘the legislative, administrative and judicial practice born of hostility’ (Elliott, 1973: 166). He observed that the “men of courage, men who risked their fortunes to implement new ideas, who dared to innovate, to experiment, to expand” were declining and that “capitalism was not only falling from an attack by its intellectuals; it was decaying from the inside as well” (Heilbroner, 1967: 289)





	Capitalism would ultimately evolve into a kind of “bureaucratic socialism” (Heilbroner, 1988: 62). There could be either a  “gradual disintegration into a ‘mixed’ or ‘laboristic capitalism’ [e.g., a Keynesian mixed economy], or .. an ‘outright leap’ into socialism” (Elliott, 1973:59). In fact, by 1950, Schumpeter thought that Western democratic nations had already deviated far from old-style capitalism that it differed but little from socialist planning (Elliott, 1973: 169).





	There are many technical objections to Schumpeter (see Blaug), including whether the pure circular flow is stationary, whether there is zero interest rate in the circular flow, whether the Kondratieff and Jugular cycles exist, and so on. But far beyond the merit of these debates lies the vision which raised economic analysis to a scale never before raised, and which, by its sheer plausibility, offers hope for the liberal and democratic view of capitalism. It also offers hope to workers of a trend of increasing wages and of the production possibility frontier moving ever outward.





KEYNES





	We touch upon Keynes only briefly in this paper. His book, The General Theory of Employment, Interest, and Money (1936), was such a remarkable success primarily because it attempted to show, unlike Schumpeter’s 1934 edition of  The Theory of Economic Development, that the business cycle was a curable disease of capitalism. To Schumpeter, the business cycle was not only totally unavoidable, but a useful device, to weed out old and inefficient industries, and to establish the successful technologies. Further, the “equilibrium” for Schumpeter was a full-employment equilibrium. For Keynes, the “equilibrium” level of employment was actually below full-employment, most of the time, the full-employment case being an exception. Disequilibrium was seen as the usual state. These disequilibria were seen to be caused by imperfections in the perfectly competitive model, in particular due to price and wage rigidities.





	Kenyes’ analysis began with the stickiness of the labor market.  He pointed out why the classical assumption that “the utility of the wage when a given volume of labour is employed is equal to the marginal disutility of that amount of employment” is false. Keynes observed that “a fall in real wages due to a rise in prices, with money-wages unaltered, does not, as a rule, cause the supply of available labour on offer at the current wage to fall below the amount actually employed prior to the rise of prices” (Keynes: 13). The result is that (at least in the short run, and before full employment level is attained) the supply of labour is a function of  money wage rate alone and the supply curve is perfectly elastic upto the point of full employment. 





	Keynes’ results depended on his observations of the economy as well as certain “psychological laws”: i) The psychological propensity to consume, ii) the psychological attitude to liquidity, and iii) the psychological expectation of future yield from capital assets. These results seemed robust enough to explain various aspects of macroeconomic behaviour observed till the 1960s. 	Empirically, Keynesians are on a sound wicket. The  Keynesian intuition, that nominal wages and prices are usually sticky, has been recently successfully tested for the U.S. by Poterba, Rotemberg and Summers (1986) (cited in Bruno,1990: 94). Unfortunately, these “laws” or observations have not been easy to incorporate into a utility maximizing neo-classical framework. Such attempts as have been made have been rather contrived (as cited in Bruno:95).





	Keynes differed in from the classical model in the role he assigned to money and interest in the economy. To Keynes, money matters. A vital role is played by the interest rate in the aggregate. The rate of interest is determined by monetary forces, being that rate of interest which equates the total supply of money with the demand for money. Keynesians use a money demand function incorporating transactions as well as speculative demand. The velocity of money, V, according to the Keynesians, changes with the interest rates, due to the existence of this speculative (liquidity) demand for money. As money expands, interest rate is forced down, increasing investment and thus aggregate demand, finally increasing income and employment. The effect of all this however, does not last forever. At full employment, further relaxation of money supply would lead to inflation. Keynes showed how there exist many other factors which affect the portfolio adjustment of individuals as well as the transmission mechanism of monetary effects, and it is quite possible that the effects of the increase in money supply may not be transmitted to the real sector at all. In fact, due to this analysis, Keynesians very often discount the influence of money as the primary policy variable in the economy and lay greater stress on fiscal policy. They are also called fiscalists. Nevertheless, they do see a role for the government in managing the interest rate.





	Keynes believed that mercantilists and Malthus were his predecessors, the latter in the sense that he also denied Say’s law and admitted the importance of the problem of the deficiency of effective demand (Negeshi: 28). Keynes’ was a demand based analysis, and if deficient demand were to be admitted, then the classical theory radically changed its character. Reduced aggregate demand (often caused by a propensity to save more at higher income levels, thus causing a leakage from the economy) impacted adversely on the prospects of new projects, adversely affecting the marginal efficiency of capital, and thus killing off investment. The solution offered by Keynes was a “a somewhat comprehensive socialization of investment” (Heilbroner, 1988: 62).





	We do not analyze Kenyes’ theory in detail here for shortage of space. All we do is note that his primary finding was that “capitalist economies have no built-in mechanisms which automatically maintain full-employment of society’s resources, no automatic adjustment processes which prevent unemployment from occurring or which move the economy back to full employment levels of output if and when unemployment arises” (Elliott, 1973: 183). He led the critique of laissez-faire by showing how, in situations of depression or recession, government intervention can boost aggregate demand through government spending, thus retrieving business confidence through raised marginal efficiency of capital, and lead to a real impact on the economy in terms of greater ouput. Keynes’ prognosis for capitalism seems to have been positive in a very different sense than Smith’s. For him, capitalism was perfectible - through the wisdom of economists. It had natural tendencies toward erratic movements which could be controlled through fine-tuning of monetary and fiscal policy. There was possibly no substitute for, nor an end to capitalism, and therefore, presumably, this was the ultimate form of economic interaction discovered by man. 





Was Keynes a radical thinker? However, Keynes was more “socialist” than Schumpeter, to the extent that socialist “mixed” economies such as India have gladly accepted him as a guiding force. This leads to a suspicion that Keynes was perhaps a radical thinker himself.  While praising Gesell in Chapter 23 of his book, Keynes perhaps comes out with his own objective for the General Theory. “The purpose of the book [of Gesell] as a whole may be described as the establishment of an anti-Marxist socialism, a reaction against laissez-faire built on theoretical foundations totally unlike those of Marx in being based on a repudiation instead of on an acceptance of the classical hypotheses, and on an unfettering of competition instead of its abolition” (Keynes:355). Marxists like Mattick believe that “Keynes’ theory ... acknowledged Marx’s economic predictions without acknowledging Marx himself, and represented, in its essentials and in bourgeois terms, a kind of weaker repetition of the Marxian critique; and its purpose was to arrest capitalism’s decline and prevent its possible collapse”(p.26). Mattick further believes that Keynes accepted Marx’s findings “silently” but simultaneously remedied them by conscious interventions in the market mechanism” (p.130). 





	However, one would not quite agree here because Keynes always advocated only a limited intervention. While admitting that “[t]he central controls necessary to ensure full employment will, of course, involve a large extension of the traditional functions of government”,  he re-iterated that  “[a]part from the necessity of central controls to bring about an adjustment between the propensity to consume and the inducement to invest, there is no more reason to socialize life than there was before” (Keynes: 379). Again, Keynes mentioned that “[o]nly experience can show how far the common will, embodied in the state, ought to be directed to increasing and supplementing the inducement to invest; and how far it is safe to stimulate the average propensity to consume” (Keynes: 377).


IV


RADICAL CAPITALISM





	Unfortunately, the “invisible hand” has failed, if it ever did exist. Perhaps one of the most moving and powerful expositions of its failure was penned by Marx in his book, Capital, in Vol. I, Chapter 10, on “The Working Day”. We do not repeat here the cold analysis of the exploitativess and vulgarity of the capitalists’ rapaciousness depicted there. But we remind ourselves how the law was always changed in favor of the capitalists, such as Act of 1844 extending the working hours and allowing children of 8 years to legally be put to work. The capitalists were not answerable for their crimes - as seen in how the establishment for which Mary Anne Walker’s worked was legally not found responsible for her death.





	In the face of such findings, one might either continue to believe that Smith’s capitalistic model was correct but that the moral sentiment in the society was inadequate, or one might discard the model itself. J.S. Mill continued to believe in Smith’s model, while attempting to encourage the moral tone of the society. He was moved sufficiently by instances of exploitative behavior of capitalists to recommend the formation of workers unions, stating that if workers do manage to combine to raise their wages, “this would be a thing not to be punished, but to be welcomed and rejoiced at” (Mill: 934). He supported laws to regulate the hours of work, and to support the poor through public charity. But he was wary of empowering workers beyond a point - as he was about empowering the government or anyone else beyond a point - and so he wrote vigorously against the tyranny of communism. He advocated building up resistance against tyranny of any sort, through greater enfranchisement, and education. His model was ultimately adopted by most of the Western world.


	


	The other choice available - in the face of the breakdown of  the invisible hand - would be to discard Smith’s conception altogether. That is what Marx did, and that is why, by having chosen the radically different alternative compared to Mill, found Mill to be so detestable - in particular Mill’s ability to integrate two radically opposing views (Marx: 125). Marx differed theoretically with Mill in not accepting the conception of diminishing returns or of the stationary state. Therefore, while starting from the same foundation of Ricardo’s labor theory of value, these two economists diverged radically in their interpretations. 





	This does not mean that Marx found capitalism to be the worst form of economic organization. In the Communist Manifesto, he (along with Engels) gave a glowing account of the achievements of capitalism: “[i]t has accomplished wonders far surpassing Egyptian pyramids, Roman aqueducts, and Gothic cathedrals; it has conducted expeditions that put in the shade all former Exoduses of nations and crusades” (p.5). Marx, it would appear therefore, was even more than the classicals such as Mill, was in tune with the power of technological change in the capitalist societies. Only Schumpeter recognized better than him the power-horse that this technology had become. Therefore the first step was the eradication of monarchy and feudalism: “Workers were ... reminded� that the first objective of their revolutionary attention should not be the great capitalists who were the source of this productive power, but rather “the remnants of absolute monarchy, the land-owners, the non-industrial bourgeois, the petty bourgeoisie,” who are the enemies of capitalist power and achievement” Galbraith (1987: 132). From a reading of Marx it would almost appear that he was actually advocating capitalism as a first step in order to reach a particular stage of development, before finally overturning it into an even “better” system of communism.





	Being a follower of the Hegelian dialectic, he believed that the capitalist system (thesis) was simultaneously undergoing a transformation (anti-thesis) which would bring its own downfall and lead to another system (synthesis). The seed of this transformation, he discovered,  lay in the appropriation of profit which he thought rightfully belonged to labor. The theme of The Manifesto is: capitalism is good because it improves civilization, gets us away from Feudalism and other primitive forms of society, but it is bad because it makes the laborers the “slaves of the bourgeois class, and of the bourgeois State” (Marx and Engels: 10). Each system has its own dialectic, and capitalism’s dialectic would spell its demise. He then spelled out the remedy to speed up the demise of capitalism: the working class must be developed into an educated, self-aware proletariat, which will then overthrow the system, leading to a superior mode of economic interaction, Communism.





	Empirical evidence on exploitation notwithstanding, Marx first had to prove that there is a theoretical tendency in capitalism to exploit labor, and then he had to prove that this tendency would lead to the downfall of capitalism. This analysis was offered in Capital which provides a “provocative, powerful, and penetrating critique of capitalist industrialization, and of old-style, competitive capitalism as an economic system” (Elliott,1973 :28). Marx defined capitalism sociologically, by the institutions of private control over means of production. He began with the analysis of a society which had developed a certain level of “primitive accumulation” of assets and a power to produce commodities. Marx defined “primitive accumulation” as the accumulation “preceding capitalist accumulation; an accumulation not the result of the capitalist mode of  production, but its starting-point” (Marx: 667). This accumulation started from force, robbery, and subjugation of the masses. Capitalism therefore retains this initial tendency to expropriate.





	The society he conceived of should also have reached a stage of social development where “the notion of human equality has already acquired the fixity  of a popular prejudice” (Marx, cited by Lindsay: 66). This is what would ultimately give the worker the belief in his “right” to retain the surplus produced by him. One notes that the invisible hand of Smith adequately fulfilled this requirement of equality. Capitalism was to be shown to be unstable because “it assumes the notion of human equality and yet produces ever-growing inequality”(Lindsay: 66). But this inequality was to be proved to arise from capitalism, not to be taken as granted. So he started with pure capitalism or perfect competition between competing units, for if he could prove that the best of all possible capitalisms was nonetheless headed for certain disaster, it would be easy to demonstrate that real capitalism would follow the same path (Heilbroner, 1967:141). Therefore, Marx started his analysis where Smith left off.





	Under capitalism, commodities are produced by workers who sell their labor power. A commodity is characterized by exchange. If there is no exchange there are no commodities and if there are no commodities, there is no capitalism. Capitalism itself was seen by Marx as “an immense accumulation of commodities” (p. 43). He then defined use-values and exchange values, the latter being the ratio of how much of a commodity one can get in exchange for a given amount of some other commodity. Then Marx went on to discuss his labor theory of value, in which commodities were seen to have “crystals” of human labor in them (p.46). To be counted toward value, this labor had to be socially useful (p.108). The determinant of value was the labor-time spent in the production of a commodity. “In general, the greater the productiveness of labour, the less is the labour-time required for the production of an article, the less is the amount of labour crystallised in that article, and the less is its value” (p.48). His discussion of metamorphosis of commodities, i.e., C-M-C (commodity - money - commodity) showed how money was basically neutral in the economy. He then went on to show how the ownership of capital leads to further accumulation. Since profits are constantly being eroded in a perfectly competitive system, the accumulation of capital becomes the central aim of the capitalist. The accumulation of wealth under capitalism is a system of M-C-M(, where a certain sum of money buys a commodity and is exchanged in turn for a larger sum of money.





	The source of profit is the key to Marx’s analysis. This source is the surplus value appropriated from labor. Labor, once acquired through a certain payment, can be made to work more hours - render more actual services - than it takes to produce value equal to their wage. The commodities produced sell at prices proportional to the labor-time that entered into their production. There is thus a clear surplus available to the capitalist, the excess labor-time which was extracted from the labor. Thus Marx has proved that by appropriating the surplus value, the capitalist exploits labor, “though he pays to the labourers not less than the full value of their labor potential and receives from consumers not more than the full value of the product he sells”(Schumpeter, 1951:32). 





	There are two types of surplus value: “The surplus-value produced by prolongation of the working day, I call absolute surplus value. On the other hand, the surplus-value arising from the curtailment of the necessary labour-time, and from the corresponding alteration in the respective lengths of the two components of the working-day,  I call relative surplus value” (Marx: 299). The extension of the working day was attempted at first by the capitalists, i.e., there was an attempt to increase absolute surplus value. However, when that failed (cf. resistance by intellectuals such as J.S.Mill), the effort concentrated on strengthening technology so that labor would become more productive. According to Marx, science itself was then enlisted in the class struggle, being “press[ed] into the service of capital” (Marx, cited in Perelman:74). The only problem with this was that by increasing the capital intensity of production and therefore the number of machines relative to labor, profits would begin to fall rapidly since machines do not yield surplus value. The falling profits would impact on the very survival of the capitalist, who would then be forced to further attempt to increase relative surplus value, and so on, until the point would come when declining profits finally crowd out the surplus value and the capitalist “goes under”. Other capitalists would buy him out, and the capitalist himself would be expropriated.








	Another constant source of pressure on profits is wage. If competitive wages were allowed to rise, the surplus value would reduce as labor would need relatively greater labor-time to pay for itself. To ensure that wages remain as close as possible to the subsistence level, Marx envisages the existence of  a reserve-army of unemployed (Capital, Chapter 25). The natural creation of such an “army” is almost inescapable: as the capitalist seeks to increase his relative surplus value, by making the existing labor work harder, and more efficiently�, other workers remain idle, not being employed. This leads to the accumulation of a “reserve army of unemployed,” who compete for employment, driving wages down. So the capitalist exploits the labor which is employed (who increase the relative surplus value) as well as the labor which is not employed (which serves the purpose of keeping wages down).





Prognosis of capitalism: It is but natural that a predatory system with so many internal contradictions and tendencies to exploit, to accumulate unemployed labor, to expropriate the capitalists themselves, would not live forever. Marx therefore visualizes various kinds of crises which beset the system, each cycle which would happen with greater severity than the previous, leading in the end to a collapse of the system itself. Initially, the idyllic perfect competition of Adam Smith would give way to bigger units. These larger units would provide continuing economies of scale, but at the same time this would bring in rigidity and consequent instability as the smaller units are absorbed in the ever-expanding size of the larger firms. There are many reasons why crises could occur in such a situation.





	Marx observed that a capitalist economy is a credit economy. In chapter 3, Section 3b, of Capital, Marx discussed the financial crises which occur due to mismatch of timing of repayment in a developed credit economy. This can happen when a substantial default takes place in the repayment of short-term debt, leading to a chain reaction of defaults, causing a scarcity of money in the economy. Such crises surprisingly do not appear to exist in Schumpeter, who carried out his own remarkable analysis of the capitalist credit economy.





	Another reason why crises occur is due to the “law of the falling rate of profit”. This has been touched upon earlier. Profits can fall due to more than one reason. In the first place, the momentum of capitalist productivity can weaken over time due to the increasing difficulty of sustaining technical progress. As the capital-labor ratio increases due to greater technical progress, the surplus value and hence the profits would fall at a greater rate, making many capitalists bankrupt. We recall here that machines - or capital - cannot be exploited, thus cutting down profits. A second reason is wages. “When demand was high, as in business booms, the bargaining position of labour would improve and profits would be squeezed. In a depression the bargaining position of labour would weaken and the profit outlook would improve. He considered these oscillations in the labour market situation to be the major cause of cyclical fluctuations under capitalism, and he took a ten-year cycle to be typical” (Maddison: 19). The ten-year duration was because Marx thought that “the typical business cycle lasted approximately as long as the average piece of equipment” (Pereleman: 127).





	These intrinsic reasons for crises lead some economists to believe, today, that business cycles will always be a feature of capitalism, and that Keynes’ analysis of the causes of  the cycle was wrong: therefore his proposed solutions were wrong. “Indeed, the current difficulties of the U.S. economy reflect the failure of the once dominant liberal mainstream to transcend the Keynesian delusion that the reproduction process can be ignored and its corollary that the business cycle was not an essential feature of capitalism”(Perelman:125). 





	These crises would worsen until the system became unsustainable. “Marx anticipates a series of worsening crises, each crisis serving a temporary rejuvenating function, but bringing closer the day when the system will no longer be able to manage its internal contradictions” (Heilbroner, 1988: 61). He believed that “before the actual breakdown occurred, capitalism would begin to work with increasing friction and display the symptoms of fatal illness”(Schumpeter, 1951:52). 





	Despite the above discussion, the most important reason for the onset of crises was not technical, according to Marx, but sociological. As the reserve army increased, discontent would increase, leading to revolution.  “He expected increasing polarization of the interests of workers and capitalists, and the breakdown was expected as a result of the victory of the workers’ interest, which would then abolish private property as a means of production” (Maddison: 18).





	There is hardly any space here to dwell on what would happen after the demise of capitalism. We merely note that “Marx did not present socialism as a stationary state, so under socialism, as with capitalism, Marx presumably would have expected the mainsprings of growth to be technical progress and capital accumulation. The main difference between capitalism and socialism would be a more equal income distribution, the elimination of unemployment, and a termination of business cycles” (Maddison: 18). Thus what Adam Smith once envisaged for perfect capitalism in The Moral Sentiments would finally come about in a totally different economic system.





	There are very few economists today who swear entirely by Marx. If we attempt to examine the weaknesses in Marx’s theory, we would realize that it is not that Marx’s labor theory of value is as much wrong as it is dead, as Schumpeter pointed out. It has been almost completely overtaken by the neo-classical theory today. Among the technical criticisms of the theory of value was Schumpeter’s belief (1951:28) that the theory does not work outside of the case of perfect competition. Schumpeter (ibid) showed that “even with perfect competition it never works smoothly except if labor is the only factor of production and, moreover, if labor is all of one kind”.  But ultimately, despite this and many other technical critiques, Marx’s relevance today stands on the scope and magnitude of his analysis of capitalist evolution, and on the hard realities of exploitation and power which were observed by Adam Smith but not acknowledged in the form of a cogent theory. Capitalist evolution is a conception the analysis of which no other economist after Marx (except Schumpeter) has attempted, and we are poorer today because of the lack of willingness of economists of the second half of the twentieth century to take up the challenge of working out the complete dynamics of a system which is now not only much older but also much different from the system that prevailed at the times of Smith or Marx.





CONCLUSION





	Did capitalism ever exist? The answer to this would be a qualified “no”.  Mattick captures the nuances of the answer: “An unbridled private capital accumulation by way of competition presupposes what has been called a free world market and the free movement of labor and capital between all nations as well as within each of them. Although there never were such conditions, some semblance of them existed in capitalism’s laissez-faire stage. This stage was then celebrated as the capitalist condition per se. In reality, however, it was the case merely of a temporary monopolization of industrial production and of the world market by a few nations, allowing them a vast and rapid accumulation of capital. Their monopolistic positions were often broken by extra-market means, such as state-subsidies, national protection, and warfare. Because it is not capital in the abstract which competes for the markets of the world, but definite national capitals, their economic rivalries take on the form of struggles for political power. ‘Strictly’ economic competition was only nationally possible, and even here it was never ‘pure’” (Mattick: 133).





	Thus, no economy today corresponds to the model of capitalism that we have been discussing. Debates on the relevance of capitalism have therefore to reconcile this tremendous flexibility of capitalism with its theoretical simplicity. Perhaps the solution to this discrepancy is being forced on the economies in the West. We see an evolution toward what can be called “socio-capitalism” in the developed world. The streams which are mingling in this are diverse, but identifiable. Adam Smith is definitely there, in the form of advocacy of  free markets - well, to the extent possible (as Krugman, the strategic trade theorist, would perhaps say). Marx is there to some extent - we are seeing a greater thrust toward worker-ownership of firms, worker-cooperatives. We also notice laws in favor of labor everywhere, and efforts to take care of the poor and weaker sections. Mill is there, as the great moderator - who attempted boldly to reconcile democracy with pure capitalism. Schumpeter is there as we realize the importance, even today, of entrepreneurs, whether within or outside the corporations. 





	But the older economists also appear irrelevant to some extent now. They are not dead, but their visions do not seem to be coming true. There is no stationary state in sight, nor is there a dramatic failure of capitalism through erratic fluctuations. There is instead, the semblance of a steady state growth - the GNP of US has been growing at an unprecedented 3.7% per year from 1820. There are yet other features not discussed - the tremendously greater role of information technology where the distinctions between workers and management (or owners) is diminishing rapidly due to the great mobility of jobs and status. Further, “there is a good deal of healthy controversy these days as to whether even the issues posed by the classic debate (private versus public enterprise, individualism versus collectivism, price systems versus government coordination) are really the most central and important ones for the late-twentieth-century economic affairs” (Elliott,1973: 30).





	In the meanwhile the theoretical analysis of pure capitalism has gone into great depths through advanced mathematical methods. The distance between the observed forms of capitalism, pure capitalism and the capitalism of the classicals, seems to be widening every day. Therefore there is need for a deeper and wider synthesis of theory with empirical observation. Economists need to take a broader view of economics, as Smith himself was wont to take at times, and attempt to reconcile the well-justified Marxian concerns over the exploitation of human beings with conservative concerns for Pareto efficiency. It is also necessary to take a look at issues which pure theoretical economics cannot seem to reconcile at all. After all, the rise of Communism took place in many nations which were not (apparently) theoretically fitted to revolt, and capitalism itself seems often to not be following its own advantage in international trade. Embargoes, tariffs and discriminatory practices which go against the interest of the countries imposing these, and in particular go against some of the more well-accepted theories of economists, seem to be a regular feature of “real life”. Therefore, to understand the evolution of capitalism we will have to also examine analytically these other factors, such as the human urge for power, and perhaps altruism too, which appear to have a far greater potency than mere economic self-interest, in the evolution of economies.
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�adapted from Paul Bairoch in Just Faaland, the World Economy in the adapted from Paul Bairoch in Just Faaland, Population and 21st Century, 1982, p.192.


� Smith, Vol. I: 8.


� cf. Prof. Kuran’s path-breaking course on Values and Social Analysis at the University of Southern California where theoretical problems with moral sentiments are discussed through the eyes of economists, evolutionary psychologists, biologists, psychologists, and philosophers.


� “labor power,” as Marx would have called it.


� if one may call it that, for this critically depends on 
