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ABSTRACT
TOWARDS A BETTER UNDERSTANDING OF CAPITALISM
By

Edward George Weiss

The capitalistic economic system is often attacked,
often defended. Since capitalism is so widespread an
economic system, we will benefit from a better-than-ususal
understanding of it. This dissertation analyzes the
capitalistic economic system in order to further that
better-than-usual understanding and also to allow us to more
adequately judge it. Since adeguately judging anything
always requires criteria by which to judge, the discipline
that judges economic systems -- economic systems analysis --
and the criteria it employs will also be analyzed.

In Section I, the reasons for the claim that
capitalism is the superior economic system are given; the
history of capitalism is reviewed; and the assumptions of
the "standard" model are listed and critiqued. It is
concluded that capitalism does not accomplish what is
claimed for 1it; that capitalism has never been what it has
been said to be; and that the assumptions of the "standard”
model contradict both themselves and the results obtained by

the system in the real world.
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Section II concentrates on the criteria most often
used by economic systems analysts when judging an economic
system. In particular, the criteria of economic growth and
efficiency are defined and analyzed. It is concluded that
the criteria themselves are in dire need of being analyzed
before they are used to judge anything.

Also in Section II, since all economic activity takes
place in the real world, the political backdrop for that
activity is examined.

Most questions asked about capitalism are based on a
mistaken or confused understanding about what "capitalism"
is and what it is intended to accomplish. In section 11II,
questions which need to be answered as prerequites before
the more common Qquestions are posited are 1listed. The
prerequisite questions are based upon the analysis in the
preceeding sections and are concerned with both capitalism
in particular and economics systems analysis in general. 1In
this last section, several suggestions are proposed which,
if heeded, might go a long way in bringing the practice of

capitalism more into line with its stated aims and ideology.
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INTRODUCTION

Capitalism is widespread: Some variation of it |is
present in a large part of the world. Thus, it is an
important economic system and needs to be fully understood;
but it is not.

Much has been said and written about capitalism, both
favorable and unfavorable. A major purpose of this
dissertation is to wade through the waters of propaganda and
ideology 1in the hope of developing a clearer understanding
of the system. Further, economic systems analysis as
presently constituted 1isn't adequate either. The first
section of this dissertation will be an analysis of
capitalism; the second section will be an analysis of
economic systems analysis; the concluding section will
present possible solutions to some of the difficulties in
both capitalism and economic systems analysis.

I1f a society is to exist in any meaningful way, its
members must share an ideology -- i.e., common beliefs about
how the affairs of the society should be conducted.
Frequently, however, a society has another set of values
which does little more than justify "what is," regardless of
wvhether "what 1is" 1is justifiable. This additional set of
values almost always conflicts with the other beliefs. For
example, competition is a major tenet of the capitalist

ideology, yet it seldom exists in fact. From an economic
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perspective, rationalization of this state of affairs
usually does 1little more than justify the current mode of
property ownership and distribution of wealth and income.[1]

If capitalism is really to be understood, these
conflicts must be exposed to the full light of day. We must
examine elements within the system which are irrational and
inconsistent with its stated aims. What wusually is
presented as a positive model of capitalism may not be very
positive in reality.

In this dissertation, the term "positive" is defined
as follows. Basically, "a positive [model is] a body of
systematized knowledge concerning what 1is; a normative
[model is] a body of systematized knowledge discussing
criteria of what ought to be."[2] 1In other words, the
positive is an unbiased description of what 1is; the
normative is a set of value judgments.

For a model to be a positive one, it must be the
result of a well-reasoned and complete argument. Further,
its assumptions must be consistent with reality and must not
be normative. Finally, the empirical results from applying

the model must not contradict the model.
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NOTES: INTRODUCTION

1. Randall Bartlett, Economic Foundations of Political
Power (New York: Macmillan Publishing, 1973), Chs. 17 & 18.

2. John Neville Keynes, The Scope and Method of Political

Economy (London: Macmillan Publishing, 1891), p. 34.
(Emphasis in original.)
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CHAPTER 1 CAPITALISM: DEFINITION

Definition

"Capitalism is one of those terms frequently used but
seldom defined, and even less frequently understood.
Exactly what does it mean?"[1] Many people, myself included,
also would 1like to know "exactly" what is meant by
"capitalism."” Ascertaining the definition of capitalism,
therefore, is one of the major aims of this section.

Understanding a difficult to define term 1is hard
enough, but wunderstanding this one is even more difficult
because it is one which is laden with ideology. It is wused
by both 1its supporters and its attackers, and often, they
don't mean the same or even similar things; each intends
something entirely different from that which is intended by
the other. Therefore, it is sometimes very difficult to
determine exactly which meaning of capitalism is being used
in any given instance.

But, even when the user's ideological position is
known, it 1is difficult to ascertain what the user really
means. Everyone seems to use the term differently.
"Exactly what does it mean?"

Moreover, it is even difficult to understand what is
meant by the term when it is used by its proponents. One
would think that a proponent of something would wish to be
as clear as possible about what one 1is proposing.

Unfortunately, this hoped-for clarity seldom exists where
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capitalism is concerned; it is all too often the case that
different advocates, even though basically on the same side
of the ideological question, have different perspectives.
The result is that different proponents will emphasize or
deemphasize different aspects of capitalism.

This is almost always because each has different
self-interests to protect . or to promote, this also
accounting for their different perspectives. Acting to
protect or to promote one's self-interests should be
expected: a basic tenet of capitalism is, after all, to act
in this manner. But different people acting to protect or
to promote different self-interests makes it difficult to
know what any particular supporter of capitalism means when
that person uses the term "capitalism"™ wunless one first
knows what that person's self-interests are and what
position that person is attempting to promote.

It is usually just as difficult to know what the term
means when it is used by detractors of capitalism, because
there are many such detractors and those detractors come in
many different varieties. It should be obvious that they
usually use the term pejoratively. Knowing this helps
somewhat, but wusually not much -- even when users are
erudite, because they, like their capitalist counterparts,
also have ideologies and self-interests to promote.

Further, their ideologies and self-interests, like those of
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the system's advocates, often differ greatly from one
another.

A still different situation is one in which the term
is used, as it always should be, in a more positive manner.
This is the way that some, but by no means all, analysts and
critics of capitalism use the term. That the term
"capitalism" is sometimes used positively and sometimes
normatively is a distinction which further complicates the
analysis. In any case, arriving at a positive definition of
anything is not easy. But arriving at a positive definition
of capitalism, or at least as positive a definition of
capitalism as is possible, is, nonetﬁeless, an aim of this
work.

It is quite unlikely that everyone will agree with
wvhatever definition 1is lastly settled upon in this work.
That this disagreement is probable helps make clear the
difficulties faced when attempting to define capitalism.
Adequately defining capitalism involves much more than just
the straight forward act of defining; it also requires both
perspective and judgment. One ingredient, perspective,
hardly ever will be the same for the many, let alone for
everybody.

Readers, however, should be able to see for
themselves why that definition 1lastly settled upon is

arrived at. If the reader thinks that that final definition
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could be more positive, or if he or she disagrees for any
other reason, at least he or she will be able to analyze the
reasoning process used in arriving at it. This is more than
can be said for most such definitions.

In order to develop a comprehensive understanding of
the definition of capitalism and the capitalist model, many
mainstream economics texts, representing all 1levels of
college and university instruction, were reviewed.[2] For
all practical purposes, none of them, regardless of level,
did anything other than to state a definition of capitalism
and present assumptions of the model. They didn't present
any theoretical analyses, though one might expect that they
should. This work will do that required theoretical
analysis.

Representative of most definitions found in the
several economics texts revievwed is the following.
Capitalism is "an economic system based on private ownership
of productive resources and allocation of goods [and
resources] according to the signals provided by the free
markets,"[3] or some other definition approximate to it.
Notice that profit is not even mentioned. All the texts
refer to profit somewhere or other, of course, but not
necessarily in the definition itself. Since profit 1is the
primary, if not the sole, goal of the capitalist, the

omission is interesting, to say the least.
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A few texts, however, do in fact mention profit, but
they are only a small number. For example, one text says:
"Capitalism is a system of economic organization
characterized by private ownership of the factors of
production and their operation for profit under
predominantly competitive conditions."[4] Another definition
is: a "form of economic organization in which the means of
production are privately owned and operated for profit and
where freely operating markets coordinate the activities of
consumers, businesses, and all suppliers of resources."[5]

Some texts do not give a definition of capitalism at
all; they just describe it or present its philosophy. For
instance, "Capitalism has many names. It's called the free
enterprise system or the private enterprise system or the
competitive free enterprise system or the laissez-faire
system."[6] Or: "The philosophy of capitalism is the
philosophy of the market process -- the philosophy of Adam
Smith's laissez faire -- of 'consumer sovereignty and the
invisible hand.' 1It's the philosophy of individual freedom,
of private property, of rewards for productivity. The idea
is that if people and businesses are left free to make their
own choices, everything will <come out better for
everybody."[7]) The claim that "everything will come out
better for everybody" is an important one and needs to be

attended to: that will be done later.
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The definitions cited above are taken from
introductory texts, but even most of the more advanced
texts, i.e., those texts used at the intermediate and
graduate levels of instruction, do not attempt to define or
describe capitalism.[8] Apparently, the authors of these
texts just take both a 'standard' definition of capitalism
and their readers' knowledge of it for granted.

Only one advanced text among those reviewed gives any
attention at all to a definition of capitalism. Though its
definition is done well enough, the book does not make any
mention of a previously taught "simplified version," nor
does it present any analysis. It merely puts forth the
nature of capitalism, though at the more advanced level that
one would normally expect from an advanced text.
"Capitalism as a type of economic society [not system -- the
definition thus includes a political component as well as an
economic one)] is characterized by private ownership of the
factors of production and by private initiative, guided by
the profit motive, in the conduct of production."[9] This
text, even though it is mainstream and does not do any
analysis, at least addresses the question of profit, but its
definition is not essentially Qny different from the
definitions given in the introductory texts. It is just a

bit more sophisticated.



10

CHAPTER 1 CAPITALISM: DEFINITION

It has been said that the partial equilibrium model
is but a "simplified version taught to many undergraduates
[which 1is] obviously incomplete and inconsistent."[10]
Though true, it is surprising to read this statement because
experience shows that this "simplified version" is believed
and defended by all too many economists, including those in
colleges and universities. Maybe the reason for the
definition's inadequacy, or one of them, is that neither the
intermediate nor the advanced texts attempt to analyze or
even clarify the "simplified version".

Among all the texts reviewed, regardless of the
level, the best definition given is that capitalism is "an
economic system oriented toward the accumulation of capital
(or generalized, abstract wealth), coordinated by a market
system in which land, labor and capital have become 'factors
of production.'"[11] It 1is the best definition because it
considers the greater number of factors. It states the
purpose of capitalism as well as stating what capitalism is
and how the providers of the factors of production,
particularly labor, are viewed: as commodities, i.e.,
"object[s] outside us, a thing that by its properties
satisfies human wants of some sort or another."[12] They are

things that are bought and sold.
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It appears that all the definitions of capitalism
given in these texts, except the last one, are attempting to
hide the real end of the system -- i.e., the accumulation of
great wealth and the power that results from the possession
of that wealth. The power that results from possessing
great wealth is not, of course, directly mentioned, but
power is a result of both great wealth and the system that
allows that great wealth to be accumulated. All the
definitions mention either the market system or competition,
which implies a market; only some refer to profit. The last
definition quoted is the only one that does not launder the
definition in such a way that capitalism's primary goal,
control of great wealth, is not readily apparent. This is
interesting particularly if it is remembered that the reason
most often given for adopting capitalism, or continuing with
it if already adopted, is that it is the system that best
serves society. Again, the claim that "capitalism is the
system that serves society best" is a claim that will be
attended to later.

Milton Friedman is one of the few advocates of
capitalism who realize, or, in any case, admit the problems
that accompany this concentration of wealth and power; and
Friedman appears to fear it. He correctly sees the
accumulation of great wealth, and the power that results

from that accumulation, as socially undesirable and in
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conflict with the usual arguments given for the capitalist
system. However, Friedman mistakenly places the blame for
the conditions that allow the accumulation of vast wealth on
government interference with the market rather than on the
capitalistic economic system itself.[13] Later, it will be
shown that the capitalist economic system itself 1is where
the responsibility really lies.

In any case, Friedman uses the term "competitive
capitalism"[14]) as opposed to just "capitalism." It appears
that he does this because he sees a difficulty with the use
of the unadorned word "capitalism,"™ though he does not
explicitly say so. This apparent difficulty arises for good
reason. Capitalism, as it exists, is not competitive, and
almost everyone agrees that competition 1is one of the
conditions which must exist if capitalism is to be an
acceptable economic system. If it is not competitive, there
will continue to be a severe contradiction between its
ideology and its reality. One or the other must be changed
if the conflict is to be eliminated.

Incidentally, Freidman does not define capitalism in
any of his seminal works either.[15] As do all too many
advocates of the capitalistic economic system, he just

assumes that everybody accepts some 'standard' version.
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Based upon what has been learned thus far, the
definition of capitalism[l6] that seems to be emerging is:
the economic system in which private individuals usually,
though not always, use private property -- i.e., large and
expensive capital equipment -- and 1labor power, usually
purchased from others, to produce goods and services. Labor
is treated solely as a commodity, traded along with other
factors of production in a free market, 3just like the
consumer goods produced by those factors. Further, all
production and trading is done for the sole purpose of
making a profit. That profit is accumulated as an abundance
of wealth, which is then used as additional capital in the
production process: Luxury is no 1longer the end of
possessing wealth. All this economic activity, according to
theory, takes place under predominantly competitive
conditions and without government interference.

There is no one of these conditions which describe
capitalism; it 1is their combination, though the major
attribute appears to be profit. Little of what takes place
under the capitalist mode of production would take place if
profit were not forthcoming. This is what Marx meant when
he said that capitalism would not produce anything simply
because it had value in use; it also would have to generate
a profit.[17] This should not be construed as an attack upon

the profit motive; rather, it 1is an analysis that is
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necessary if a reasonably accurate definition of capitalism
is to be obtained.

All but the 1last two of these definitions or
descriptions of capitalism, even though they are all largely
incomplete and inaccurate, are quite similar to one another.
Even though they are largely incomplete and inaccurate, they
still are given to students, supposedly so that they will
know what they are studying. Since they don't, more needs

to be done.

NOTES: CHAPTER 1

1. Edwin Mansfield, Economics: Principles Problems,
Decisions (New York: W. W, Norton, 1974), p. 40.

2. The texts were not selected in any special way. Many of
them simply were those in my 1library because I teach
economics; others were in 1libraries of friends who were
economists. To ensure a good cross-section, 1 selected
texts from the Michigan State University library. While
this sample may not be systematically representative of
current texts, it is at least tolerably meaningful because
it represents as many texts as were available.

3. James O. Gwartney and Richard Stroup, Economics:
Private and Public Choice (2nd ed.; New York: Academic
Press, 1980), p. 8l12. For similar definitions, see: Edwin
G. Dolan, Basic Micro Economics (3rd ed.; Chicago: Dryden
Press, 1983), p. 433; Patrick J. Welch and Gerry F.
Welch, Economics: Theory & Practice (Chicago: Dryden Press,
1982), p. 46; and Roger LeRoy Miller, Economics Today (5th
ed.; New York: Harper & Row, 1985), p. B86.

4. Milton H. Spencer, Contemporary Macroeconomics (5th
ed.; New York: Worth Publishers, 1983), p. 23.

5. Roger N. Waud, Economics (2nd ed.; New York: Harper &
Row, 1983), p. G-2. For a similar definition, see: Phillip
C. Starr, Economics: Principles in Action (3rd ed.;
Belmont, CA: Wadsworth Publishing, 1981), p. 4&41.
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6. Elbert V. Bowden, Principles of Economics (4th ed.;
Cincinnati: South-Western Publishing, 1983), p. 774
(Emphasis in original.)

7. Elbert V. Bowden, Economics: The Science of Common
Sense (2nd ed. abridged; Cincinnati: South-Western
Publishing, 1978), p. 403. For similar definitions, see:
Campbell R. McConnell, Economics (9th ed.; New York:
McGraw-Hill, 1984), pp. 33-38; Richard S. Eckaus, Basic
Economics (Boston: Little & Brown, 1972), pp. 59-64; Paul
A. Samuelson, Economics (9th ed.; New York: McGraw-Hill,
1973), pp. 41-55; and Mansfield, Economics, pp. 40-43.

8. At Dbest, the following texts paid only scant attention
to the subject: Edwin Mansfield, Microeconomics: Theory and
Application (4th ed.; New York: W. W. Norton, 1982), pp.
12-13; and George Malanos, Intermediate Economic Theory
(Chicago: Lippincott, 1962), p. 395. The following texts
did not mention the subject at all: Walter Nicholson,
Intermediate Microeconomics and Its Applications (Hinsdale,
IL: Dryden Press, 1979); David R. Kamerschen an Lloyd M.
Valentine, Intermediate Microeconomic Theory (2nd ed.;
Cincinnati: South-Western Publishing, 1981); S. Charles
Maurice and Owen R. Phillips, Economic Analysis: Theory and
Application (4th ed.; Homewood, 1IL: Richard D. 1I1rwin,
1982); Steven T. Call and William L. Holahan, Micro
Economics (2nd ed.; Belmont, CA: Wadsworth, 1983); Richard
Leftwich & Russ Eckert, The Price Revolution & Resource
Allocation (8th ed.; Chicago: Dryden Press, 1982); Lila J.
Truett and Dale B. Truett, Intermediate Economics (St.
Paul: West, 1984); Kenneth Boulding, Economic Analysis (4th
ed.; New York: Harper & Row, 1966). The latter paid a small
amount of attention to the subject in an earlier edition.

9. John F. Due and Robert W. Clower, Intermediate
Economic Analysis (4th ed.; Homewood, I1L: Irwin, 1961), pp.
9-13 (Emphasis in original.)

10. Sue Himmelweit, "The 1Individual as Basic Unit of
Analysis," in Economics: An Anti-Text, ed. by Francis Green
and Petter Nore (London: MacMillan Press, 1977), p. 27.

11. Robert Heilbroner and Lester C. Thurow, The Economic
Problem (7th ed., Englewood Cliffs, NJ: Prentice-Hall,

4), p. 644, For a similar definition, see: E. K. Hunt
and Howard J. Sherman, Economics: An Introduction to
Traditional and Radical Views (4th ed., New York: Harper &
Row, 1981), p. 418.

12, Karl Marx, Das Kapital: A Critique of Political
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Economy, ed. by Friedrich Engels, condensed by Serge L.
Levitsky (Chicago: Henry Regnery, 1970), p. 1.

13, Milton Friedman with the assistance of Rose D.
Friedman, Capitalism & Freedom (Chicago: University of
Chicago Press, 1962), p. 3.

14. 1bid., p. 4.

15. Milton Friedman and Rose Freidman, Free to Choose. A
Personal Statement (New York: Avon Books, 1981); and Milton
Friedman ~and Rose Friedman Tyranny of the Status Quo (San
Diego: Harcourt, Brace, Jovanovich, 1984).

l6. For some non-conventional approaches, see: Maurice
Dobb, Studies in the Development of Capitalism (New York:
International “Publishers, 1963); Joseph A. Schumpeter,
Capitalism, Socialism and Democragy (New York: Harper & Row,
1942); R. H. Tawney, Religion and the Rise of Capitalism:
A Historical Study (Glouchester, MA: Peter Smith, 1926);

Eric Roll, A History of Economic Thought (Homewood IL:
Irvwin, 1974) and Joan Robinson and John Eatwell, An

Introduction to Modern Economics (London: McGraw- H1ll
1973).

17. Karl Marx, Das Capital: A Critique of Political

Economy, trans. by Ben Fowkes (New York: Random House,
1976), p. 253.




17

CHAPTER 2 CAPITALISM: HISTORY

History of Capitalism

In addition to the problems mentioned in the previous
chapter, another difficulty that must be dealt with when
attempting to define capitalism 1is that capitalism has
undergone many transformations over the centuries. First
there was what now 1is called "mercantilist capitalism"
accompanied by early "petite bourgeoisie capitalism."” "One
can date the capitalist era as beginning in the sixteenth
century. But it requires hindsight, illuminated by an
understanding of the 1later development of industrial
capitalism."[1]

Even though one "can" date the capitalistic era as
beginning in the sixteenth century, when the capitalistic
era actually began is not a well-settled point. People
didn't know that they were experiencing the birth of
capitalism when it was actually happening. It wasn't until
much later, when capitalism was almost fully developed, that
we finally were able to look back and review its birth,

In any case, following this early capitalism came the
"manufacturing capitalism"™ of the Industrial Revolution.[2]
Ultimately, after the change into "industrial capitalism"[3]
came what is now called either "monopoly capitalism"[4] or

"imperialistic capitalism"[5].
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These distinctions between various historical forms
of capitalism are not always as clear as one would like.
That is because the Industrial Revolution and the
development of capitalism were processes, not events. They
took place over centuries. Some historians even refer to an
Industrial Revolution of the thirteenth century.[6] The
dividing lines between feudalism and caﬁitalism, as well as
between the various stages of capitalism, are therefore
obviously somewhat imprecise. Capitalism 1is not easily
defined, even historically.

"The form which capitalism has taken in the 20th
century is very different from what it was in the 19th
century -- so different, in fact, that it 1is doubtful
vhether even the same term should be applied to both
systems."[7] Capitalism "changes constantly to a point where
the word scarcely has definable meaning."[8] These
observations highlight the problem of definition. It is not
necessary here to analyze capitalism's transformation or to
predict what might follow; that is not the purpose of this
work. But it is necessary to be aware of the changes.
Defining capitalism is, to a goodly degree, an attempt to
make the dynamic static. The profit motive is obviously a
Necessary consideration, but it is far from the only one.
It existed long before the arrival of capitalism. The

Craftsman of the early craft gilds "sold his products retail
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in the town market. [It wasn't wuntil] the acts of
production and of retail sale came to be separated in space
and time by the intervention of a wholesale merchant who
advanced money for the purpose of wares with the object of
subsequent sale at a profit [that] capitalism could be
regarded as being present."[9]

In any case, capitalism is "'a system of exchange
economy' 1in which the ‘'orienting principle of economic
activity 1is unrestricted profit' |[with the] additional
characteristic that such a system is marked by a
differentiation of the population into ‘owners and
propertyless workers.'"[10] "Capital needs a class of poor
people -- more specifically people who do not own any means
of production."[11]

As can be seen, it 1is not only the authors of
pedestrian textbooks who have difficulties with defining
capitalism; even those authors who attempt to do the
requesite analysis face them. There 1is a difference,
however: The apologists of capitalism usually are not among
those who have attempted to do that requisite analysis.

In any case, obtaining a profit has resulted from
many different approaches at different times. How profit is
obtained and exactly what profit is will prove to be very
important to this analysis. These questions will be

attended to later.
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Entrepreneurship -- i.e., the factor of production
that risks its resources to organize the other factors[12]
-- is not all by itself a condition sufficient to define
capitalism either. There were factories created and managed
by entrepreneurs who brought the factors of production
together, 1long before capitalism became the major mode of
production.[13] These factories were, even for a much later
time, quite sophisticated. They often included extensive
and expensive capital equipment. Naturally, these
entrepreneurs expected a return on their time, energy, and
capital. After all, they put these things at risk just as
do present-day entrepreneurs. Admittedly these activities,
though undoubtedly capitalist activities, were not
widespread, but they were well established. For an economic
system to be a capitalistic one, however, there must be more
then just a few widely scattered entrepreneurs.

The existence of a market 1is not enough either.
Market here means an actual physical market, not the
abstract concept of the economist. In any case, markets
also existed 1long before the coming of capitalism.[14] In
fact, to a good degree, it was the continued existence of
markets that kept economic activity alive through the so-
called Dark Ages, which weren't really all that dark. It
was thought that there had been a "Dark Age" because, until

recently, historians were deprived of adequate source
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material.[15]) Further, the existence of market socialism, as
inadequate an economic system as some capitalists claim it
to be, shows that it is possible for a market to exist
without capitalism.

Capitalism blossomed with the Enlightenment, a period
during which all social 1ideas "were centered around one
hope: that man, in the course of his history, can 1liberate
himself from poverty, ignorance, and injustice, and that he
can build a society of harmony, peace, of union between man
and man, and between man and nature."[16] Yet, whatever else
the Enlightenment might have been, it was a period in which
the primacy of the individual was advocated as an absolute.
It was believed that every man, being a knave must be
governed by his private interest, "and, by means of it, make
him, notwithstanding his insatiable avarice and ambition,
cooperate to public good."[17]

The advocacy of the individual as an absolute is
understandable, considering the struggles with the state for
personal liberty that had been occurring for centuries all
over Europe. There had been "major revolutions in virtually
all western states."[18) Personal liberty was an idea whose
time had come, and further, it was an idea that would soon
become sacrosanct, just as had the idea of the divine right
of kings before it. Individual rights, along with

capitalism, would develop into an extremely rigid
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ideology.[19]

The struggle for individual political power almost
always was associated with the development of the
bourgeoisie. It was extremely difficult, 1if possible at
all, to carry on capitalistic activity without political and
economic freedom. As the bourgeoisie grew in numbers and
strength, political power began to shift away from the
previously all-powerful state to the bourgeoisie,[20] the
result being that the state adjusted: The previously all-
powerful state compromised with the new economic class. The
state mostly allowed the members of this new economic class
complete power in the economic realm and provided them with
the political liberties they needed in order to proceed with
their capitalistic endeavors. Even so, the assumption that
the individual is absolute needs a defense; an adeqguate one
seldom is given.

Both society and economics were developing rapidly
during the Enlightenment, and this development needed to be
justified. It was to Adam Smith, among others, that this
task fell, and he made the "invisible hand" the
justification. "Every individual necessarily labors to
render the annual revenue of the society as great as he can.
He generally, indeed, neither intends to promote the public
interest, nor knows how much he 1is promoting it. By

preferring the support of domestic to that of foreign
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industry, he intends only his own security; and by directing
that industry in such a manner as its produce may be of the
greatest value, he intends only his own gain, and he 1is in
this, as 1in many other cases, led by an invisible hand to
promote an end which was no part of his intention."[21]
Unfortunately, many forgot, or never knew, that
Smith's invisible hand was not a justification of the right
of the individual to do as he or she pleased. It was not an
apologist's defense of unbridled capitalism. Smith believed
that it was necessary to have a wealthy nation. By the
wealth of a nation, he meant the Gross National Product per
capita.[22] He believed that it was necessary to have a
materially wealthy nation so that the nation could defend
itself and so that its citizens could prosper. The purpose
of a healthy and wealthy collective, which is, after all,
vhat a nation is, was to enhance the life of the individual.
This 1is why Smith was seeking the causes of national wealth

and why his great work was entitled An 1Ingquiry into the

Nature and Causes of THE WEALTH OF NATIONS as opposed to An

Inquiry into the Nature and Causes of THE WEALTH OF

INDIVIDUALS. Further, the "invisible hand" was not an

economic concept but a theological one. It was introduced
and explained not in THE WEALTH OF NATIONS but in The Theory

of Moral Sentiments.[23] In Moral Sentiments, Smith sees

individuals, particularly wise and enlightened ones, as
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partners of God; these individuals then would aid God in
bringing society into a state of natural harmony.

In any case, Smith also believed that the self-
interests of each individual would be so affected by the
market that the result would be that each would act in a
socially responsible way. These private interests thus
channeled into this socially responsible behavior would then
give us a self-regulating, hence cost-free, mechanism for
allocating economic resources as society wished them
allocated. Under this laissez faire market system, both
individual liberty and the wealth of the nation would then
flourish.[24] This is why Smith believed that the type of
society that he judged best was obtainable only through
capitalism, which allowed individuals to seek their own
self-interests.

It is said that Smith adequately defended that claim
vhen he made it; even some of his severest critics often
agree with this assessment.[25] However, Smith did little
more than assume the "invisible hand" based upon the
assumptions that economic relations were natural and
harmonious. He never defended his naturalism.

In any case, that was then; even if Smith did what it
is claimed he did, capitalism now needs a better defense
than it is given. Capitalism probably is not the economic

System that bests assists the search for the best society,
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even though its defenders still assert that it is. The
market economy, in practice, gives results that contradict
both the reasons Smith gave for advocating the system in the
first place and the reasons that current defenders
present.[26] The reality of the matter is now Qquite
different from the claims made by capitalism's proponents.

It is claimed that capitalism is the first economic
system that even began to allow for even simple survival for
the many. It wasn't too 1long ago that almost everybody
still believed that "the vast majority -- and soon all men
-- in the western world will be primarily concerned with
living, [rather] than with the struggle to secure the
material conditions for 1living."[27] Even to Karl Marx,
capitalism was "the source of expanding wealth and the
backbone of technological progress [which] rescued a
considerable part of the population from the idiocy of rural
life."[28]

These hopes have not materialized. The U. S.
Bishops Ad Hoc Committee on Catholic Social Teaching and the
U.S. Economy has recently said, "The fact that more than 15
percent of our nation's population lives below the official
poverty level is a social and moral scandal that must not be
ignored. . . . The distribution of income and wealth in the
United States is so inequitable that it violates the minimum

Standard of distributive justice."[29] "On the one hand,
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people have attained an unheard of abundance which is given
to waste, while on the other hand so many 1live in such
poverty, deprived of the basic necessities, that one is
hardly able even to count the victims of malnutrition."[30]
One would think that the persistence of an economic system
that has generated such results would more often 1lead more
people to expressions of moral outrage.

In any case, the claim that capitalism was the first
economic system that made even simple survival possible for
so many is also given as the major reason for capitalism's
early acceptance in many places. Bear in mind, however,
that at the time nature was still bountiful, and our numbers
were few enough that they were not yet pushing it beyond
"the tolerance margins which benign nature always
provides."[31] The population of Europe was at a low ebb.
"Almost everywhere in Europe, populations had increased
little during most of the 17th century."[32] "No century
since the 14th has a worse record for epidemic disease."[33]
They were relatively so few people in the eighteenth and
nineteenth centuries, that nature was still able to take
care of everybody without too much strain. The United
States and other sparsely populated countfies were more than
able to absorb emigrants from Europe's burgeoning
Population, thus delaying the apparently inevitable

Ma lthusian moment of truth that we now face.[34]
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Under these conditions, it is surely possible that
another economic system might have done an equally good job,
perhaps even a better one. Capitalist apologists, however,
claim that the capitalist economic system, through the
profit motive, has raised the standards of material 1living
of the many far better than any other system could have
done. These apologists continue even now to claim that
capitalism is still able to ensure simple survival for
everyone in spite of all evidence that it cannot.[35]

The claim that capitalism was able to ensure simple
survival for the many is debatable, but even if true, it is
not the same as saying another system could not have done
equally well or better, or that a new sjstem could not do
even better now. Rapid economic growth was experienced, but
growth rates could possibly have been even more rapid if a
system other than capitalism had been employed.
Alternatively, the growth rate could have been slower and
more deliberate -- i.e., it could have considered costs of
growth that capitalism largely ignored and thus have avoided
many of the problems that currently confront us. An
alternate approach could have produced a superior result:
Anything could have happened. '

That, however, is not the point. The point 1is that
to claim the achievements of capitalism as proof for the

efficacy of the system requires more defense than is usually
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given. Other economic systems might have done as well or
better under the then-existing conditions.

Even if such rapid growth was desirable, it must be
remembered that high growth rates usually are possible only
when the base is small. It is usually much more difficult
to double a large quantity than a small one. Though this is
not always true, it is so in this instance. The rapid
growth rate provided by capitalism no 1longer can be
accomplished by any economic system. Any possible chance
for an economic system other than capitalism to prove that
it could have done equally well or better has been lost; it
is most wunlikely that the base will ever be small enough
again, particularly relative to the resources that were
available then, for any other economic system to have the
opportunity to attempt to match capitalism's past
accomplishments.

Further, there is the question of how our material
abundance has really affected our standard of 1living.
Economists are constantly warning us not to confuse the
Gross National Product with an improved standard of
living.[36] There is more to a high standard of living than
large amounts of material goods, contrary to Adam Smith's
use of Gross National Product as a measure of wealth.
Incidentally, Gross National Product is not even an adequate

measurement of production. Yet even with all the warnings,
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mainstream capitalist economists still advocate growth, even
at greater and greater ecological costs.

In any case, the claim that capitalism still can
provide for even simple survival, though more is usually
claimed, is rapidly becoming 1less defensible. The world
population continues its crazy and unrestrained growth
spiral, accompanied by increasing worldwide famine[37]
despite the fact that United States farmers are going
bankrupt because they are producing too much food and cannot
survive even with the subsidies they receive for keeping
their land idle.[38] This coexistence of starvation and
plenty 1is not solely a distribution problem, as is so often
claimed; as will be shown 1later, it 1is inherent in the
system.

Even considering the advances that have been made in
economic theory and all the changes that have taken place in
the world in the 1last century, Marx's interpretation of
capitalism 1is still the best one. "Marx's first defining
feature of capitalism was that the market coordinated and
allocated social labor by mediating all productive
relationships among workers in such a way that the social
nature of labor appeared as the price of commodities."[39]
"There were no factors of production before capitalism.
Labor, land, and capital were not commodities for sale."[40]

"The creation of factors of production meant the end of
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assured livelihoods."[41] The peasant "owned" only his own
labor power. Wealth was now in the form of capital to be
used for further profit. 1Its previously primary use for

luxury was greatly diminished.
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Efficiency

It was shown in Chapter 1 that the major argument
given for accepting capitalism is that it is the economic
system that best serves the social welfare. The claim that
capitalism 1is the most efficient economic system is another
reason given by its advocates. Actually, efficiency is now
the major reason given for the adoption of the capitalistic
economic system. When pressed, the system's advocates will
grant that achieving the greatest amount of social welfare
possible is still the justification for capitalism, but
efficiency is a major concern because it is a necessary
condition if the greatest amount of social welfare
obtainable is in fact to be obtained.

Efficiency, however, 1is actually desired for a
different reason: It 1is desired mostly because it brings
about other results desired by the advocates of capitalism,
results other than those claimed for it and usually at the
expense of social welfare.

"As a concept, efficiency has an intuitive appeal,
but on close examination it turns out to be somewhat
elusive."[1] On the surface, it appears reasonable to claim
that any economic system that produces what its members
want, and does so without waste while creating a better
society at the same time, is an efficient system and should

be adopted. The assumption that a better system is being
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created at the same time that efficiency is being achieved
is an important assumption and needs to be defended.
Capitalist defenders strongly imply that capitalism is
efficient and also creates a better society, but analysis of
what they say shows confusion and omission.

In any case, if one is even to begin to defend this
claim, one must first define "efficiency." Capitalists
advocate their economic system as efficient in every
meaningful sense of the word, but it is not. Further, the
system is not even as efficient as it is claimed to be in
those areas which supposedly are its greatest strengths.

Various texts define one type of efficiency,
technical efficiency, in different ways; other texts fail to
distinguish at all between technical efficiency and another
type, economic efficiency.[2] One text says that technical
efficiency is "the utilization of the cheapest production
technique for any given output rate; no inputs are willfully
vasted."[3] Another says that "it 1is production on the
production possibilities frontier curve,"[4] i.e., the
"curve that depicts all possible combinations of total
output for an economy."[5] In other words, all socially
available resources are being used when production takes
place on the production possibilities frontier curve. 1In
any case, this is a major disagreement. Production can be

technically efficient according to the first definition and
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technically inefficient according to the second if that
production is taking place at a point inside the production
possibilities frontier curve.

The reality is that production in a capitalistic
economic system takes place on the production possibilities
frontier curve only in the market structure referred to as
perfect competition, and even there it is not insured. It
is, at best, only a long-run probability.[6] In all market
structures other than perfect competition, production will
almost never take place on the production possibilities
frontier curve. It is purposely curtailed inside the limits
of the curve because it is more profitable to do so. To
produce on the production possibilities frontier curve,
i.e., to be technically efficient, in these other market
structures is irrational.

In any case, the second definition, producing on the
production possibilities frontier curve, obviously must be
the correct one because it is just plain silly to defend a
level of production as being efficient when there are idle
resources in the society that are available to be employed.
It is particularly so when the idle resource is labor, since
the laborers may be having difficulties surviving. Even
this definition, however, 1is insufficient to convey a
complete sense of efficiency. It is possible that what is

being produced with technical efficiency is useless and
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unwanted. This makes necessary the introduction of the
notion of economic efficiency.

Economic efficiency presents us with the same problem
as did technical efficiency. Again, some texts define it
differently from the way others define it, while still other
texts fail to distinguish between economic efficiency and
technical efficiency at all. One text defines economic
efficiency as "the use of resources that generate the
highest possible value of output as determined in the market
economy by consumers."[7] Another text says that economic
efficiency "is fulfilling consumer preferences by producing
the combination of goods that people want with their present
income"[8] plus technical efficiency, i.e., production on
the possibilities frontier curve. "Economic efficiency is
synonomous with Pareto Optimality,"[9] the "condition that
exists in a social organization when no change can be
implemented that will make someone better off without making
someone else worse off -- each in his or her own
estimate."[10] Pareto Optimality is another concept which
itself needs to be defended. It rarely is.

It is again obvious which definition of economic
efficiency is the correct one. It must be the second, since
(1) only it assumes, by the inclusion of technical
efficiency, that no resources are idle; and (2) an economic

system cannot be said to be economically efficient in the
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manner intended if the amount of goods being produced is
less than would be produced in an economy that was perfectly
competitive., The first definition does not exclude the
possibility of market structures other than perfect
competition, nor does it prohibit "technical efficiency"
from being production inside the production possibilities
frontier curve.

So, the texts tell us that efficiency is production
both on and inside of the production possibilities frontier
curve, producing that quantity desired by the consumers both
under and not under the conditions of perfect competition.
At least one of these alternatives is impossible.
Production in a capitalistic economic system never will take
place on the production possibilities frontier curve except
under conditions of perfect competition, yet producing on
the production possibilities frontier curve is the only one
of these alternatives that is at all efficient.

None of this confusion even addresses the problem of
social efficiency.[11] Simply stated, a social system is
socially efficient when it is doing what it says it should
be doing, thereby fulfilling the needs for which it
supposedly was created and currently 1is being maintained.
In other words, the criteria by which an economic system
will be judged socially efficient will be determined, in

advance, largely by the system which 1is being judged.
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Social efficiency does not mean that the system 1is doing
what is best for society -- i.e., what it might really be
doing to produce a superior society =-- but at least it
should not be counterproductive to the obvious ends of a
rational society.

If a system does not accomplish, or nearly
approximate, 1its end, it is socially inefficient regardless
of any other type of efficiency it might have achieved.
Operating anywhere between these extremes means the system
is more or less socially efficient.

It is not necessary to develop a numerical rating
scale to méasure social efficiency; in fact, such a scale
would surely be counterproductive. The concept itself is
enough. We are not such fools that we cannot determine

approximately how well we are doing.
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The Model of Perfect Competition

The capitalistic model, 1like every model, has
assumptions upon which it is based. The capitalistic model,
however, is seriously flawed; many of its assumptions are
false or contradict other assumptions. Most economists have
left these assumptions largely unchallenged. E. F.
Schumacher, among a select few, was an exception. His
"deliberate intention was to subvert 'economic science' by
calling its every assumption into guestion, right down to
its psychological and metaphysical foundations."[1] Most
economists have had their training in the Samuelson
tradition, which "merely offers up unexplained,
unsubstantiated assertions."[2] Since few ever gQquestion
these assertions, the model's assumptions are still in need
of challenge.

A major problem is that capitalism and perfect
competition are terms that are often interchanged with one
another. No one seriously believes that capitalism and
perfect competition are synonymous, yet the terms are
frequently used that way anyhow, particularly by authors of
pedestrian economics textbooks. This interchanging of
"names," treating them as if they were synonymous, is done
to the point that results peculiar to perfect competition
are made to appear to be the results of capitalism in

general. The current instantiation of the capitalistic
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economic system is praised by many of its advocates and
apologists because they favor results which are peculiar to
perfect competition. But the current economic system is not
éompetitive, quite the contrary. This interchanging of
"names" is confusing, and it is incorrect.

Perfect competition is not, in fact, identical to
capitalism as it exists -- or ever has existed, for that
matter. It is my Jjudgment that these two terms are
interchanged, perhaps unconsciously, because the model of
perfect competition can be defended to some small degree,
even if only as a model; unbridled capitalism can be
defended, if at all, only as a patchwork orthodoxy, and then
not very well,

It might be possible to solve or eliminate some of
the difficulties thus far confronted if the models of the
various capitalistic market structures were described and
analyzed. Such is the purpose of this and the next chapter.
Because of the aforementioned difficulties, this chapter
will be 1limited strictly to an analysis of the market
structure of perfect competition; the other market
structures will be considered in the next chapter.

The problem problem with the market structure of
perfect competiton is that its assumptions are unrealistic.
The presentation of the standard model of perfect

competition is often just as confusing as that of the
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definitions of capitalism already considered. Further, one
"standard" model often differs substantially £from another
"standard"” model. Model building of this kind is difficult,
but hopefully the model presented herein will be adequate to
our task; it 1is hoped few will disagree too strongly with
it. It will be as strong a representation of the model as
can realistically be constructed, so that accusations of
having constructed the argument in such a way that it can be
easily attacked can be avoided. The model presented here
will not be a straw man. In my judgment, the model of
capitalism presented by Randall Bartlett in Economic

Foundations of Political Power is such a model; therefore,

it is the one this work will mostly follow, with slight
variations.

To begin with, perfect competition does not mean that
the system 1is perfect; it merely means that all mutually
beneficial transactions are completed. Neither does
"competition” imply cutthroat competition -- i.e, "price
competition so persistent and thoroughgoing that all pure
economic profit is eliminated,"[3] which does not have a
place in the system. "Competition" means only that each
firm must minimize its costs while maximizing production <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>