View metadata, citation and similar papers at core.ac.uk brought to you by fCORE

provided by Research Papers in Economics

How is Labor Distinct from Broccoli? Some Unique Characteristics of Labor and Their
Importance for Economic Analysis and Policy

by

Robert E. Prasch

November 2003

MIDDLEBURY COLLEGE ECONOMICS DISCUSSION PAPER NO. 03-30

DEPARTMENT OF ECONOMICS
MIDDLEBURY COLLEGE
MIDDLEBURY, VERMONT 05753

http://www.middlebury.edu/~econ


https://core.ac.uk/display/7084371?utm_source=pdf&utm_medium=banner&utm_campaign=pdf-decoration-v1

HOW IS LABOR DI STI NCT FROM BROCCOLI ?
Sone Uni que Characteristics of Labor and Their Inportance for

Econom ¢ Anal ysis and Policy

by:
Robert E. Prasch
Econom cs Depart nent
M ddl ebury Col | ege
M ddl ebury, VT. 05753

Tel : (802) 443-3419
emai | : rprasch@n ddl ebury. edu

forthcom ng in:
Janet Knoedl er and Dell Chanplin, eds.,

The Institutionalist Tradition in Labor Econom cs

(Armonk, NY.: M E. Sharpe)

Novenber 3, 2003

*The author is Associate Professor of Econom cs, M ddl ebury
Col l ege. He would like to thank Janet Knoedl er, Dell
Champl i n, Fal guni Sheth and Laurel Houghton for their

assi stance on various drafts of this paper.



| nt roducti on

A core proposition of mainstream econonm c theory is that
| abor is a comodity whose properties are not essentially
different fromany other. Fromthis formative prem se the
| abor market is represented as just another nmarket, from which
it follows that it can be analyzed in the sane manner as any
ot her sal able commdity -- with a straightforward application
of the theory of supply and demand.l To the extent that other
consi derations matter they are thought to be in the domain of
“normati ve econom cs" which nost practicing econom sts take to
be a preanalytic set of attitudes, prejudices, or agendas that
are to be excluded fromtheoretical and scientific analysis.

This state of affairs is somewhat anomal ous in |ight of
the fact that | abor econonics has | ong held an i ndependent
status as a distinct field of scholarship (Kaufman 1993;
McNulty 1980). Even today the econom cs profession features a
| arge contingent of scholars who identify thensel ves as “I| abor
econom sts.” Annual ly, nunmerous books, academ c journals, and
conferences are devoted to the study of the | abor narket.
Only agricultural and financial markets have consistently
drawn conparable interest fromthe econonm cs profession over
t he years.

The follow ng chapter will inquire into sone of the

uni que aspects of |abor that generate these conundrumns,



despite inmplicit or explicit denials that the | abor narket has
i diosyncratic qualities that can be traced to the specific
attributes of the compdity exchanged there. Stated sinply,
this chapter will examne a few of the qualities that make

| abor inherently different from other nmarketable commdities
such as broccoli, fresh fruit, or bags of concrete. Everyone
recogni zes that there is a difference in substance -- |abor is
human and for this reason different in formand ethical status
froma bag of concrete. What is at issue is the proposition

t hat | abor, considered as a sal able commodity, enbodies sone
gqualities or features that fundamentally nodify the nmarket
process.?2 The specific qualities of |abor to be covered
include the follow ng: (1) Labor cannot be separated fromits
providers. (2) Labor cannot be stored. (3) Labor enbodies the
qual ity of self-consciousness. (4) Labor is the one "factor of
producti on” that nost of us wish, in the end, to see well-
conpensated. A few concluding remarks will close this

chapter.

Labor Cannot be Separated fromits Provider

Physically, legally, ethically, and econom cally |abor is
a compodity that, by its nature, cannot be readily separated
fromits provider. |In alnpost every instance, the enpl oyee
must be present to deliver the contracted-for |abor services.
This fact al one makes | abor unique, and even nobre so in

countries that value human rights. Stated sinply, when buying



| abor the purchaser enters, at least in part, into a caretaker
relationship with the purveyor of that |abor -- the worker’'s
person. Decisions that firnms may, or may not, make with
regard to the health and safety of its workforce necessarily
have lasting inplications for the workers they hire during and
wel |l after the conclusion of a particular task or enpl oynment
contract (Commons and Andrews 1916, 1-34; Commpbns 1924, 283-
312).

It follows fromthis that individual |aborers and, in the
event of w despread suffrage, the state, each and severally
have a direct and ongoing interest in the conditions under
whi ch | abor is enployed. One can reasonably conclude, as did
John Commons, that the state, through contract and | abor | aw,
is effectively a third party to every | abor contract (Chasse
1986, 767-69). Enlightened enpl oyers, who are nore inclined
to view a healthy, educated, and |l argely content |abor force
as a source of enhanced productivity, also have an interest in
the protection of this resource. Not surprisingly, regulation
of the workplace and the | abor contract represent sone of the
first, and nost inportant, exanples of state intervention in
t he market econony (Commons and Andrews 1916; MIlis and
Mont gonery 1938; Seager 1907, 412-433).

By contrast with | abor, consider the circunstances of the
vast majority of commodities that are traded in nmarkets.
Broccoli, to take one exanple, can be exchanged between
persons with few | egal encunbrances pertaining to it. The

purchaser of a quantity of broccoli, by establishing a | egal



claimover it, has what in lawis termed a "right of exclusive
di sposal.” She mght eat it, let it mold in the refrigerator,
or present it as a gift to soneone else, without violating the
rights of the broccoli in question or those of its original or
previ ous owners.

Thankful |y, nmodern statutes no | onger allow such
"freedont when | abor is purchased. Labor, but not the
| aborer, can be purchased for a short period only. The
options open to the purchaser of |abor are much narrower than
in the case of broccoli. The extent of the purchasers' rights
over the use to which this labor is put are constrai ned by
noral sanction, the Occupational Health and Safety
Adm ni stration (OSHA), tort |aw, numerous state and federal
regul ati ons, and even crimnal statutes. While the past
twenty-five years have seen sone erosion in the extent that
enpl oyers feel constrained with regard to their treatnment of
their enpl oyees, the | egal system and nost thinking people,
still maintain that a profound difference exists between | abor

and ot her mar ketable commbdities.

Labor Cannot be Stored

A second assunption underlying the received theory of the
| abor market is the idea that everyone will be able to enter
into a successful exchange of their |abor for some price,
however |ow. Mbreover, mainstreamtheory inplicitly posits

that the “penalty” exacted for a failure to consummate an



exchange is that one is left in the econom c condition and
circunmstance that existed prior to one’ s decision to accept or
reject a particular contract. Draw ng upon this crucial if
rarely articul ated assunpti on, econom sts typically, alnost
instinctively, conclude that a “free exchange” between
consenting adults “nust” nmake everyone better off. Fromthis
premse it follows that if market participants deci de that
they do not wish to accept the current market price for their
goods, they have the option to either consume their own goods
or "store" themat a very low cost. This is what is inplicit
behind the “free entry and exit” assunption that is at the
cornerstone of the theory of conpetitive markets pronul gated
in mai nstream econom c theory (Prasch 1995).

For | abor the situation is not so straight-forward. To
begin with, |abor cannot be stored by the enployee. A day of
work m ssed cannot be readily recovered since the tenporal
di nension of |ife neans that our past is, well, in the past.
By contrast broccoli, while perishable, can be stored for a
period of tinme. The owner even has the option to refrigerate
or freeze it and thereby greatly extend its useful qualities
as a marketable comodity.

I n addition, people have needs that nust be net. To

grasp the inportance of this observation “needs” nust be

di stingui shed from“wants” or "desires.” |In conventional
usage, wants have a whinsical quality to them such as “I want
an ice creamcone or a pink Cadillac.” Needs, on the other

hand, suggest a sense of urgency. At the npbst basic |evel |



need food, water, clothing, and shelter if | amto survive.

Mor eover, in a conplex social system such as the United

St ates, our needs are nore extensive than merely food, water,
clothing, and shelter. |If | amto participate in such a
society ny needs will, in all |ikelihood, include a m ninal

| evel of personal grooning, clothing consistent with the norns
of my workplace, and access to certain nodes of comunicati on,
including literacy, a telephone, and in an increasing nunber
of workpl aces, the internet.

Crucially, if the needs specific to retaining ny soci al
status and rel ationships are not nmet, the penalty is greater
than a sinple failure to achieve a desired | evel of happiness
or personal fulfillment. There is a good chance that | will
be unable to maintain nmy current capacity for social and
econom c interaction. Various penalties, including the |oss
of my job, can be expected to occur if | cannot neet the
cultural and consunption nornms and standards of a given work
or social environment. In short, our needs place us, as
soci al and physical beings, under constraints that are nore
pressing than is suggested by the term"wants." Econom sts
are sinply in error when they insist that virtually all needs
can be reduced to the category “wants” and that satisfying our
needs necessarily serves to increase “utility.”3 |In the case
of needs, we nust neet themto remain at our previous |evel of
satisfaction since a failure to do so may lead to a
deterioration in our health, well-being, and econonic

capacity. By contrast, unless we are children, a failure to



fulfill our wants | eaves us where we were before we considered
acquiring the good in question (Frankfurt 1984; Levine 1988,
1-33; Lutz and Lux 1979, 3-75; Prasch 1999b, 2003; Sen 1999,
87-110) .

VWile it is true that enployers and owners of conpanies
are al so peopl e who have needs, in a world wi thout full
enpl oynment they have the option of withdrawing from any given
| abor contract and hiring soneone else. Even in the event of
a tight | abor market, enployers have nore options. Depending
on the specifics of their business, they could relocate their
firms or nove into a different market. |If all else fails,
enpl oyers al ways have the option of dissolving their
busi nesses and becom ng | aborers thenmselves. It follows that
enpl oyers are at |least two transactions, first selling their
wares and then selling their |abor, away from experiencing
unmet needs. It follows that needy persons without assets
will generally do worse when they are bargaining with persons
or entities who are trying to satisfy their wants (Pound 1909;
Prasch 1995; Hale 1923, 1943).

That wor kers nmust exchange their | abor for wages in order
to neet their needs, and the potential for physical and nental
deterioration in the event that such an exchange does not
occur, has long been understood by econonists. The difference
bet ween then and now is that this phenonena was once
consi dered an inmportant el ement of |abor economcs. |In the
words of Sidney and Beatrice Webb, “The nmere fact that the nan

is without occupation, and wi thout incone, even if he is not



yet actually in want, nmeans in the great nmpjority of cases,
that he is suffering degeneration in skill, in health and in
character, and that he is running grave risk of
denoral i sati on” (Webb and Webb, 1911, 139).4 This idea also
pl ayed a fundamental role in Karl Marx’s understandi ng of the
| abor market as a | ocus of exploitation:

<<BEGI NEXT
For the transformati on of noney into capital,
therefore, the owner of noney nust find the free
wor ker avail able on the commodity-market; and this
wor ker nmust be free in the doubl e-sense that as a
free individual he can dispose of his |abour-power
as his own commodity, and that, on the other hand,
he has no other commodity for sale, i.e. heis rid
of them he is free of all the objects needed for
the realization of his |abour-power (Marx 1977, 272-
273) .

<<ENDEXT

Kar|l Pol anyi also stressed the institutional and soci ol ogical
framewor k behind the establishment of the "nodern" | abor

mar ket :

<<BEG NEXT
This effect of the establishnment of a | abor market
i's conspicuously apparent in colonial regions today.
The natives are to be forced to nake a living by
selling their labor. To this end their traditional
institutions nust be destroyed, and prevented from
re-formng, since, as a rule, the individual in
primtive society is not threatened by starvation
unl ess the community as a whole is in a |like
predicanent ... It is the absence of the threat of
i ndi vi dual starvation which nakes primtive society,
in a sense, nore human than market econony, and at
the same time | ess econom c (Pol anyi 1944, 163-164).

<<ENDEXT
Prior to the “analytic revolution” that swept through the

econom cs profession of post-war Anmerica, these issues were



nore wi dely understood in this country too. An exanple is
John Bates Clark who observed that, “Hunger-discipline
di squalifies the worker for (sic) making a successful bargain,
and if the enployer were everywhere at liberty to take men for
what, under such pressure, they mght individually offer to
work for, he m ght get themfor very little” (Clark 1913,
292) .

| f enployees could store their |abor at zero cost or, in
what comes analytically to the sane thing, if |abor sinply had
no unnmet needs, its bargaining power would be substantially
enhanced. The ability to withdraw, if only for a short
period, fromthe nmarket enabl es enpl oyees to refuse an offer
that is on the table while negotiating or searching for a
better one. Being forced, through unmet needs, to accept a
“take-it-or-leave-it” offer inplies that a worker has little
bar gai ni ng power and for that reason a reduced chance of being
paid the full value of their labor. As John Bates Clark
observed | ong ago, “Wbrkers have sonething to sell, and they
must be able to withhold it if they are to have an effective
voice in fixing the price that they will get” (Clark 1902,
553).5 Liberals, particularly those whose ideas once
i nfluenced the Denpcratic Party, understood Clark’s point.
Take, as an exanple, the follow ng passage from President
Franklin Del ano Roosevelt's 1944 "State of the Union" address:

<<BEG NEXT
We have cone to a clearer realization of the fact,
however, that true individual freedom cannot exi st
wi t hout econom c security and i ndependence.
“Necessitous nen are not free nen.” People who are

10



11

hungry, people who are out of a job are the stuff of

whi ch dictatorshi ps are made (Roosevelt, 1944, 87).
<<ENDEXT

As it i1s unlikely that |abor will ever experience zero
storage costs, a reasonable alternative in a market-oriented
society is a policy of full enploynment. Wrkers will still
require a job paying a living wage to ensure that their needs
are nmet, but with full enploynent the threat to quit a
position becones nore credible, thereby increasing the
bar gai ni ng power of actual and potential enployees.6

Once the role of the “free entry and exit” assunption so
characteristic of orthodox |abor econom cs is understood, it
beconmes apparent that it is anything but an innocent
“sinmplifying assunption.” Rather it is a substantive
assunption, in the sense that nuch of what passes for
“knowl edge” about the operation, efficiency, and fairness of
contenporary | abor markets is based upon it. Wthout full
enpl oynent, rel ative bargai ni ng power becones a cruci al
determ nant of the market process. It follows that policies
derived froman ill-considered presunption of full enploynent
must be rethought and even reconsidered if the facts do not
support that assunption. At the nost abstract |evel there is
a sinple and direct lesson in all of the above. |In an econony
wi thout full enploynment it is relative bargaining power, not
“skills” or “productivity,” that determ nes the wage
structure. Moreover, supply and demand nodels that inplicitly

assunme full enploynment necessarily obscure this fundanent al
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reality and for that reason can |lead us to erroneous

concl usi ons and fl awed polici es.

Labor Enmbodi es the Quality of Self-Consciousness

A third characteristic specific to labor that is often
ignored is our capacity for reflection or self-consciousness
(Frankfurt 1971). This capacity, when considered at all by
mai nstream econoni sts, is subsumed in a narrow and highly
constrai ned manner under the “labor-leisure tradeoff” that is
t hought to determ ne the | abor supply decision. This approach
posits that people hold fixed attitudes regarding the relative
nmerits of leisure versus additional incone. Moreover, these
views are thought to be determ ned prior to an enpl oyee's
entry into the | abor market, and are limted to a
determ nation of the willingness of each | aborer to supply a
given quantity of |abor at any given real wage. Whatever the
nmerits of this approach when econonmi sts are formulating a
t heory of consunption, when it conmes to | abor nmarkets, this
perspective necessarily sets aside the inportance of our
capacity for independent assessnent and reflection on our
experiences in the | abor market or at our place of work. This
is a crucial, if conventional, oversight.

Despite the wi shful and m sgui ded hopes of generations of
Tayl ori st enployers, labor is distinctly not a "tool" in the
sense of a passive inmplenent that can be utilized or not at

the discretion of its purchaser. Experience and introspection



suggest that perceived fairness and quality of treatnment on
the job can be as inportant as nonetary conpensation in
eliciting enployee loyalty and effort. Qur capacity for
reflection enables each of us to consider, and make judgnents,
concerning the qualities of a given place of enploynent. Such
j udgnments have inplications for how, and even if, we wll
continue to work at a particular job or |ocation. By
contrast, a capacity for reflection is not commonly associ at ed
with broccoli, fruit, bags of concrete, or other marketable
commodities. Wiile it would be unwi se to suppose that our
capacity for reflection is regularly or routinely exercised,
we shoul d neverthel ess be wary of econom c theories that

al together ignore it, especially in the event that wi dely-held
norms of fair play are being openly flaunted.”’

I n general, assum ng that individuals nmaxin ze across a
fixed utility mapping is an overly static foundation for
capturing the conplex idea of reflection. W know that people
do act, even in cases when the facts of a given situation nake
action costly, dangerous, irresponsible, or unw se. Labor
hi story, to say nothing of mlitary or entrepreneuri al
hi story, is full of people nmaking expensive or risky choices
sinply because it was the “right thing” to do.8

Refl ection or self-consciousness is unique to the
productive input called labor.9 It is clear that broccoli or
a bag of concrete can not have an aesthetic, noral, or any
other attitude or response to how it is treated or thinks it

is being treated. A bag of concrete will not think it is

13
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unfair if it is fully used up before another bag is even
opened. Broccoli will not feel violated or cheapened if it is
given away to sonmeone else. As the |ate econonist Alfred

Ei chner so wonderfully stated, "It is a matter of indifference
to the barrel of oil that is sold whether it is used to heat a
house of God or a house of prostitution" (Ei chner 1985, 79;
see also Marshall 1920, 471). People, on the other hand, do
show up to work with a devel oped sense of right and wong in
conjunction with a set of experiences, ideas, and expectations
concerning the job they have been asked to do. Managenent

must either nodify, work with, or confront these norms and
expectations. They rarely have the option of ignoring them

al together, as these attitudes will directly affect the
gquality and quantity of work that they can get froma given

| abor force. Collectively, the factors considered in this

par agr aph suggest a partial answer to why managenent is, and
shoul d, be taught in a different departnment from operations
research.

Now, we know that horses, nules and canels also have the
gqual ity of consciousness. They even exhibit “l|earned
behavior.” But it would be a stretch to argue that they
“reflect” on their surroundings or draw | arger neanings from
what they have been asked to do. While | am not prepared to
present a treatise on the origin and nmeaning of reflection in
j uxtaposition to consciousness, | am confident that nost
under st andi ngs of these ternms woul d acknow edge that the idea

of reflection, drawing as it does on the ideas of |earning,



context, and time to make judgnents, is sonewhat unique to
adul t human beings (Frankfurt 1971).10

In | abor markets, and | abor relations within a firm the
fact of reflection nmakes an enornous difference. For exanpl e,
in the contenporary United States the cultural understanding
that we | abel "common sense" supports the norm of “equal pay
for equal work” for all of the enployees of any given
establishment. Yet it is obvious that a nmachine or a nule
woul d not object if you paid less for its services than you
did for another, identical, machine or nmule. People wl
obj ect to such treatnment unless a conpelling reason is offered
that satisfies their sense of justice. For exanple seniority
is widely considered to be a valid reason to pay one person
nmore than another for the sane work. 11

Drawi ng upon such consi derations John Maynard Keynes and
Neo-Institutionalists such as Frank Pierson, Clark Kerr, and
John Dunl op, anong ot hers, observed that some of the val ue
t hat workers place on their wage is its level relative to
others in the same workplace or industry (Keynes 1936, 4-22;
Tayl or and Pierson 1957, 3-31; Kaufman 1993, 75-102). These
theorists built upon the sinple observation that a person's
conpensation is often deened satisfactory or unsatisfactory
dependi ng upon the structure of the wage bargain and how nuch
conpar abl e workers are paid. Professional arbitrators and
ot her | abor relations experts know that within every firm and
even industry there is not sinply a wage, but a wage hierarchy

t hat gui des and rei nforces expectations concerning relative

15



16

wages. John Dunl op devel oped his idea of "job clusters" and
"wage contours” to illustrate some of these dynam cs (Dunl op
1957). Smart managers know that they should avoid disturbing
t hese hierarchies without a conpelling reason. This is
because arbitrary wage adjustnents that ignore the social and
firmlevel values inplicit in an established wage structure
can lead to a significant drop in norale, a strike, or other
di sruption in the snooth operation of the production process.
| ndeed, the idea that people are beings with a capacity
for reflection, and consequently have a concern for their
treatment and status at their place of work, points to the
role that effective organization can play as a factor in
econom ¢ production. These ideas, conbined with sone
frustration with mai nstream | abor economcs as a field of
research, contributed to the devel opment of Industrial
Rel ati ons as an i ndependent field of scholarship and
prof essi onal activity (Kaufman 1993, 75-102). Collectively,
t hese insights have been the basis for several inportant
studies of the role of organization in the devel opment of

nodern economnm es (Lazonick 1991; Chandler 1977, 1962).

The Rel ationship of H gh Productivity to H gh Wages

One reason for the popularity and w despread acceptance
of the supply and demand theory of price and wage
determnation is its sinplicity. Certainly it has the

rhetorical advantage of a “one size fits all” quality to it.



This venerabl e theory features only two equations, the supply
and demand schedul es respectively, and two unknowns, the
equi libriumreal wage and quantity of |abor bought. |In this
t heory, | abor supply is determ ned by the “incone-I|eisure
tradeoff” inmplicit in the decision-making of every potenti al
| aborer, and is derived fromthe marginal disutility of |abor.
Demand is derived fromthe margi nal product of |abor.12

A fundamental problemw th the supply and demand t heory,
as it is conventionally applied to the | abor market, is
sonewhat elenmentary. |f the marginal product of |abor
schedule is at least partially determ ned by the wage |evel
then the nodel may no | onger be said to feature a unique
equi libriumsolution. As it happens there are several good
reasons to believe that |abor’s productivity, and hence
mar gi nal productivity, is related to the |evel of wages. As
previously nmentioned, the capacity for self-consciousness
suggests that people can work at several different |evels of
effort while on the sanme job. Couched in the anthropol ogists'
| anguage of “gift exchange,” econom sts such as George Akerl of
have argued that inproved wages and wor kpl ace conditions can
enhance workers' norale, thereby inproving performance and
| owering the costs associated with turnover (Akerlof 1982).
Alternatively, with a higher wage a firm s workforce nay enjoy
“enpl oynent rents" that, in turn, generate an incentive to
provide a greater effort while on the job (Bow es 1985;
Shapiro and Stiglitz 1984). Finally, higher wages nay

17



contribute to greater workplace performance through inproved
heal th and physical well-being (Leibenstein 1963).

Despite the inportant, and wi dely known, literature
surveyed in the previous paragraph, minstream econom sts
retain their commitnment to the margi nal product theory of
distribution with its corollary that a high I evel of marginal
productivity is the fundanmental cause of high wages. Yet, and
in part because of the research described above, it is not too
difficult to argue that the direction of causation runs both
ways.

The causal argunent that attributes high wages to high
mar gi nal productivity will not be reviewed here as it is
fam liar to us all -- basically, "highly-skilled" |abor earns
a scarcity premum As to the argunent being devel oped here,

t hat hi gh wages contribute to high productivity, there are two
basic points to be made. First, as econom sts as diverse as
Adam Smith (1976, 72-97), Harvey Lei benstein (1963), David
Gordon (1996), and the several "efficiency-wage" theorists

ref erenced above have argued, there is a causal link that runs
from hi gh wages to high productivity. The reasons, again, are
t hat high wages lead to greater effort, greater willingness to
| earn, inmproved norale, and | ower turnover. Additionally,

t hey can induce greater productivity within the firm by
forcing firms to reduce inefficiency within managenment and the
process of production (Altman 2001). | should add that these

several argunents were w dely understood and accepted by the

18



mai nstream of American econoni sts during the Progressive Era
(Prasch 1998; 1999a).

Second, goods can be nore readily sold in a high wage
econony and, of course, high wage jobs with substanti al
benefits can be offered when a firmoperates in a prosperous
and growi ng econony. |If the market is large and, as a
consequence, the division of |abor can be greatly advanced, we
can expect the high productivity that facilitates the paynent
of high wages. But notice the caveat. This can only be the
case if the market is large and already features high incones.
A poor country does not have a |large narket, even if there are
a | ot of hard-working and resourceful people in residence.

The fact is that goods nmust be in demand if the market is to
be large, and demand is a function of both the desire for
goods and the incones of potential consuners. It is for this
reason that we find ourselves in a theoretical dilemm that
resenbl es that of the proverbial "chicken and egg." High
wages |lead to the possibility of a high productivity econony,
and high productivity results in high wages.

For this reason, Anerican trade policy is a legitinmate
public concern since an inportant consequence of |osing well
pai d manufacturing jobs is the erosion of our high wage
econony, and with it, the erosion of our |arge internal market
for consuner products. Now these causal rel ationships are not
i medi ately apparent to the individuals or firnms making
everyday decisions in the marketplace. Any given firms

contribution to the purchasing power of the Anerican | abor
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force is rather limted. It follows that firns have an ever-
present incentive to reduce their own wage bill, while
continuing to sell their goods in the high wage Anmerican
market. Clearly, if all firnms sinultaneously pursue this
strategy, and the aggregate market shrinks, every firmwl|l
experience a decline in revenues. As revenues fall off, the
nmeasured rate of productivity growth will also decline or
stagnate, independently of the level of "skills" or "work
ethic" that we may, or may not, wish to ascribe to a
particul ar nation's workforce (Prasch 1999c; 1996).

VWhen the events described in the previous paragraph
transpire we are typically treated to the sight of orthodox
econom sts with life-tinme job security proclaimng that since
productivity growth is declining, |abor market "flexibility"
is needed to restore the "conpetitiveness" of the econony. As
t hese econonmists tell us, it is just "common sense."13 The

problemw th this “compn sense” vision is that it exam nes

t he magni tude of the wage bill fromthe perspective of the
i sol ated enpl oyer -- where wages are viewed exclusively as an
element of a firms costs. It forgets that as incone, wages

are the nost inportant conponent of the expenditure stream

Put sinply, each firm s wages represent, when spent by

enpl oyees, the revenue of sonme other firnms. Low or falling
wages are a threat to these revenues and the hi gh wage econony

that a substantial revenue stream can support.

Hi gh Wages are Not a Problem They are the Objective.



One m ght have hoped that the idea expressed in this
headi ng woul d not require an extended argument. Regrettably,
cont enporary di scussi ons of econom c theory and policy, inbued
as they are with a "business" or "conmon sense" perspective,
tend to overlook it. To some extent this is because
di scussions in the business-oriented media are generally, if
subconsci ously, inmbued with a perspective that |argely
reflects rentier interests. As a result, rising wages and
| evel s of enploynent are often viewed as an inflationary
threat to the econony, to be resisted by restrictive nonetary
policy (Thurow 1996). Before he enbraced the rhetoric of the
so-cal |l ed New Econony, Federal Reserve Chai rman Al an G eenspan
shared this same bias. To conbat the supposed evils
associated with a non-zero rate of inflation Greenspan, to the
appl ause of mmi nstream econom sts and financiers, adjusted the
short-termrate of interest in an effort to trimincreases in
enpl oyee conpensation in addition to keeping the overall |evel
of employnment close to a nythical "natural rate" (Galbraith
1998, 171-182). Unfortunately, the business press, the Fed,
and too many econoni sts, have forgotten the sinple point
enunci ated so | ong ago by Adam Smit h:

<<BEG NEXT

No society can surely be flourishing and happy, of
which the far greater part of the nmenbers are poor
and m serable. It is but equity, besides, that they
who feed, cloath and | odge the whol e body of the
peopl e, should have such a share of the produce of
their own | abour as to be thenselves tolerably well
fed, cloathed and | odged (Smth, 1776/1976, 88).
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<<ENDEXT

Such sentinments have inportant inplications. Clearly it
is a sign of progress in economc affairs if the prices of
commodities fall over tinme. Machinery, better managenent,
i nnovati on and i nproved techni ques are all ostensibly ained at
i nproving our quality of life through the successive
cheapeni ng of commodities. Clearly |ower |abor-costs per unit
of output over tinme are a sign of progress in comrercial
affairs. But it should matter to us if this latter result
occurs through innovation or froma general reduction in
wages, although fromthe perspective of the firns invol ved

this distinction may appear to be of no inportance.

Concl usi on

In Iight of the above, it is reasonable to concl ude that
| abor markets are different from other markets in tangible
ways that matter to the social scientific project we cal
econom cs. That this proposition, and its inplications, have
| ong been understood is evident in the response of Barbara
Grinmes, a Law Professor at the University of California, to a
United States Supreme Court decision overturning m ninmum wage

| egislation in 1923:

<<BEG NEXT
Human | abor is not a nere comodity to be bartered
and sold. It is the essence of human life itself.

And because the conditions relating to the sal e of
| abor, the performance of |abor and the node of
paynent of | abor, have inportant social results
expressed in ternms of social well being or il



being, the liberty of contract in regard to the sale
of | abor has been repeatedly interfered with by

| egislative enactnent in the valid exercise of the
police power and as such sustained by the highest
courts of the land (Ginmes 1925, 117-118).

<<ENDEXT

Despite the theoretical currents of much of the past
fifty years, differences between | abor and commpdities such as
broccoli, fruit, or bags of concrete should not be dism ssed
by econom sts as “normative" and for that reason irrelevant to
econom c theorists. Because |abor cannot be separated from
its providers, cannot be stored by its providers, and enbodies
the capacity for reflection, it is evident that |abor markets
are prone to their own uni que dynanmics. These realities,
i ndividually and collectively, provide an inportant econom c
expl anation for the often contentious evolution of |abor |aw
over the past several centuries (Steinfeld 2001).
Additionally, we nmust recall that |abor is the one "factor of
producti on” that nost of us wish, in the end, to see well-
conpensat ed.

Finally, econom sts risk a great deal of error when they
suppose, in the nane of "sinplicity," or "mathemati cal
el egance, " that |abor should be theorized along the |ines of
an abstract, inaninmate, commodity. That |abor is neither
i nani mat e nor "just another commdity" was once well
under st ood by econom sts. It follows that what is needed is
not a project of discovery, so much as one of recovery. Once
this recovery is acconplished, we will find out what we once

knew -- that | abor has unique features that are of great
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consequence to the project of theory construction, policy
formul ati on, and the revival of econom cs as a thoughtful and

meani ngf ul soci al science.

Endnot es

1.Wile a few econom sts, such as Janes K. Gal braith
(1997) and Robert Kuttner (1997, 68-109) have presented
contrary views, the treatnent of |abor as "just another
commodity” is sinply taken for granted by the nainstream
of contenporary econom sts. However the historica
record indicates that the commodification of |abor was
actually the result of a specific historical process. As
Kar|l Pol anyi pointed out, "To separate | abor from other
activities of life and to subject it to the |laws of the
mar ket was to annihilate all organic forns of existence
and to replace themby a different type of organization,
an atom stic and individualistic one" (Polanyi 1944,
163). For this reason he considered | abor to be one of
several "fictitious" compdities that were necessary for
capitalismto emerge as a social system (Pol anyi 1944,
68-76). For a recent and conpelling presentation of the
devel opnent and econom c i nportance of the fictitious
commodities traded in conmmodities markets see Wl liam
Cronon, "Pricing the Future: Grain" (Cronon, 1991, 97-

147). On the historical evolution of the |abor contract
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in England and the United States see Robert Steinfeld
(2001).

2.1, along with nost thinking people, understand that any
t heory nmust abstract fromthe particulars of the existent
situation if it is to be of value. The trouble is that
this point is often presented as a bl anket defense of a
specific set of abstractions -- those of the Neocl assi cal

school of economcs. MWhat is neglected is that there is

an "art" behind the formul ati on of abstractions.
Specifically, to construct a plausible theory, we nust
not abstract fromthe essential characteristics of a
particul ar problem or situation and thereby distort,

rather than sinmplify, the phenomena we are investigating.

3.Arguing that the category of "needs" was econonically
nmeani ngl ess used to be a cornerstone of econonics
instruction in the early 1980s (cf. Heyne 1983, 16-32).
It is evocative, in light of the World Bank's recent and
aggressive initiative to privatize the provision of water
in Third World countries, that Paul Heyne used the
exanpl e of water to illustrate his point. Today's

t ext books strongly inply or suggest that needs do not

exi st, but the | anguage enpl oyed is not as

confrontational as it was twenty years ago.



4.A detailed and di sturbing survey of academ c studies of
t he causal relationship between downward nmobility and
various social problens such as al coholism teen
pregnancy, and divorce is presented in David Gordon

(1996, ch. 5).

5.Sone readers have remarked on the apparent irony of

t hese several quotations from John Bates Clark in |ight

of his being the first to articulate the margi nal product
t heory of distribution. However, reading Clark's theory
of distribution in the context of his nore policy-
oriented essays confirnms that he clearly thought that the
specific structure of any particular market could nodify
the generalizability of his theory of distribution
(Prasch 2000a, 2002; Clark 1902, 2002). To Cark, unlike
the positivists who | ater adopted and depl oyed his theory
of distribution, the realismof ones initial assunptions

mattered on both ethical and policy grounds.

6. For a bol d suggestion as to how full enploynment coul d be
achi eved wi t hout causing undue government expenditure or
inflationary pressures see Philip Harvey (1989) or L
Randal | Way (1998, 122-154). Despite the revenues that
busi ness can be assured of when workers are flush with
good wages we can expect well-organi zed and fi nanced
objections to such a policy. The reason is that

managenent prerogatives are difficult to inpose when
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enpl oyees have a credible threat to quit (Kalecki 1971,
138-145). Moreover, high levels of enployment provide
the material foundation for cultural changes that soci al
conservatives object to. For exanple, sustained periods
of high enploynent and rising wages, such as occurred in
the 1940s and 1960s, provided nore independence for
wormren, mnorities, and teenage children. What foll owed
was an erosion of what are called “traditional” norals.
The short of it is that in market societies, people are
as free as they can afford to be -- rising enploynment
rates increase people’s sense of freedom but reduce the
prerogatives of those at the top of the social and
econom ¢ hierarchy. Thus the genuine and heartfelt sense
of alarm evinced by cultural conservatives and plutocrats

duri ng sustained periods of prosperity.

7.The recent rise of "agency theory" is an effort to
retrieve an aspect of this issue. Limted as it is by
its "econom stic" preconceptions, it nevertheless is an
i nportant attenpt by mainstream econom c theorists to
recover sonme of the understanding that was |ost during
the drive to transform economic theory into a purely
atom stic and analytic field of study in the post-war

peri od.

8.Besi des history, psychology and literature, recent work

in evolutionary and experimental econom cs affirms that
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people will sacrifice earnings to enforce norns of
fairness (cf. Carpenter 2002; Carpenter, Matthews and
Ong' ong' a 2003).

9.G ven ny seeningly chronic mshaps, | do sometines
har bor a suspicion that conputers al so have a capacity

for independent reflection and deci sion-maki ng.

10.1 ndeed, it is precisely because children are thought to
be | acking a sense of context and a devel oped capacity
for reflection that we do not grant themthe |l egal rights
and responsibilities that we conventionally extend to

adul ts.

11. As is well known, for nuch of American |abor history
gender or race were widely taken to be valid reasons for
di screpancies in opportunity or pay within the sane

wor kpl ace. Happily, these flawed conventi ons have becone
less legitimate over the past century (Figart, Mitari,

and Power 2002, 16-33).

12.John Maynard Keynes severely, and properly, criticized
t he proposition that the marginal disutility of |abor
determ ned the aggregate | abor supply schedule (1936, 4-
22). Additionally, this proposition can be chall enged on
both theoretical and enpirical grounds even if we

di sregard "macro" considerations (Derobert 2001; Prasch
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2000b; Sharif 2003). The second assunption, that the
demand for | abor is dependent upon the marginal product
of | abor, was underm ned by the capital controversies of
the 1950s and 1960s (Hunt and Schwartz 1972; Harcourt
1972). \While each of these several critiques is
interesting, review ng them here would take us too far

afield fromthe topic of this essay.

13.1 will note, since | have checked, that the econom sts
maki ng such pronouncenments generally perceive calls for
“flexibility” in their own conpensation or terns of

tenure to be rather vulgar.
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