CHAPTER 11
THE DIVISION OF LABOR AND THE CONCEPT
OF PRODUCTIVE ACTIVITY

PART A: THE ROLE OF MONEYMAKING IN PRODUCTIVE ACTIVITY

1. The prevailing concept of productive activ-
ity isthat it is synonymous with manual labor.

2. ThelRSregards profits, interest, divi-
dends, and capital gains as “earned income,” and
wages and sararies as “ unearned income.”

3. Labor union leaders, and many or most
members of labor unions, and probably most of the
general population, believe that the true producers of
the products are the working men and women who tail
on assembly lines or stand on their feet all day, while
the bosses take a mgjor slice off the top, in the form of
profits and similar incomes.

4. A leading reason for the advocacy of so-
cialism has traditionally been the belief that its estab-
lishment would give all income back to itstrue
producers, i.e., the manua workers.

5. The belief that productive activity and
manual labor are synonymousis held by
a. labor unions
b. thelRS
c. socidlists, especially Marxists
d. al of theabove

6. If productive activity is viewed aslimited
to manual 1abor, then the following major partici-
pant(s) and/or activity(ies) of a capitalist society are
necessarily viewed as unproductive and/or parasitic

a. businessmen and capitalists

b. retailing

¢. wholesaling

d. advertising

e. the banking and financia system including the
stock market and commodity markets

f. al of the above

7. The belief that productive activity and
manual labor are synonymous is reasonable in the con-
text of

a. adivision-of-labor society

b. anon-division-of-labor society
c. both (a) and (b)

d. neither (a) nor (b)

8. The doctrine that productive activity and
manual labor are synonymous is a heritage from the

conditions of the non—division-of-labor societies of old.

9. Inthe context of a division-of-labor soci-
ety, money-making is an essential aspect of productive
activity, because in such a society, the earning of
money is necessary if an individual’ s activity isto en-

able him to be in a position to obtain the goods and ser-
vices of others and thus to secure the benefits of lifein
asuch asociety.

10. Manual labor and the physical making of
goods are not sufficient to enable an individua to ob-
tain the goods and services of others. Thereisthe fur-
ther requirement that the activity earn money, with
which to buy others' goods and services.

11. Inthe context of adivision-of-labor soci-
ety, manual labor that does not earn money does not
serve to sustain the individual who performsit and is
not productive.

12. Theactivities of a paid housekeeper and
an unpaid housewife who perform identical physical
labor are
a. perfectly equivaent
b. differ in the essential respect that the activities
of the paid housekeeper make it possible for her to
obtain the goods and services of other people and
thusto sustain herself, while those of the unpaid
housewife do not

13. If GNP/GDP were atrue measure of pro-
ductive activity, it would make an imputed allowance
for the activities of unpaid housewives, whose labor
does not differ in any significant way from those of
paid housekeepers. Failure to alow for the labor of
housewives |eads to the understatement of GNP/GDP
by trillions of dollars every year.

Thefollowingisafive-part question.

14. Inthe context of adivision-of-labor soci-
ety, the starting point of virtually al physically produc-
tive activitiesis an outlay of money to purchase
materials, tools, equipment, and other means of pro-
duction.

15. Inthe course of production, means of pro-
duction are physically consumed—i.e., used up or
worn out—and sooner or later need to be replaced.

16. Insofar as physically productive activities
are carried on for the purpose of earning money, the
money earned makes possible replacement purchases
of the means of production physically consumed in the
process of production, and to this extent the means of
production are not simply used up and gone but are
continually replaced, by virtue of the activity in which
they are used up.
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17. Insofar as physically productive activities
are not carried on for the purpose of earning money,
the means of production physically used up in the pro-
cess of production cannot be replaced by virtue of that
process of production, but are simply used up and
gone.

18. Inthe context of adivision-of-labor soci-
ety, activity that physically resultsin the production of
aproduct represents consumption if it isnot carried on
for the purpose of earning money, since means of pro-
duction are physically used up in the product’ s produc-
tion and cannot be replaced by virtue of its production.
The processis a* consumptive production.”

19. The concept of productive activity ulti-
mately rests on the promotion of human life and well-
being and must always be consistent with that ultimate
purpose. Thus, to qualify as productive, the money
brought in, in aprocess of productive activity must be
obtained through voluntary trade, not physical force.

20. A successful bank robbery bringsin
money and istherefore a productive activity.

21. Productive expenditureis

a. buying for the purpose of selling

b. self-sustaining and a source of funds

¢. ameans by which one grows richer

d. madeimplicitly for the purpose of earning a
profit

e. synonymous with reproductive expenditure, in
that it is money which is both laid out and brought
back by virtue of productive expenditure

f. all of the above

22. Consumption expenditureis

a. buying not for the purpose of selling, but for
any other purpose

b. ausing up of funds

¢. ameans by which one grows poorer

d. synonymous with unproductive expenditure
e. al of the above

23. Two people, both beginning with identi-
cally the same sum of money (we might imagine two
brothers sharing equally in an inheritance), the one pro-
ductively expending his funds, the other un-
productively expending his funds, will almost
necessarily arrive at opposite stationsin life. The one
will be richer; the other will be impoverished.

24. Inthe preceding example, the party who
will be impoverished is the one making productive ex-
penditures; the party enriched isthe one making con-
sumption expenditures.

25. Capital goods are

a. goods purchased for the purpose of making
subsequent sales

b. the source of the funds required for their re-
placement, and of more besides, to the extent that
the sales revenue they help to bring in shows a
profit
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c. like productive expenditures, self-sustaining
and a source of funds

d. the same as producers’ goods

e. al of the above

26. In order to qualify as capital goods, it is
necessary that the goods purchased themselves be sub-
sequently sold.

27. In order to qualify as capital goods, it is
sufficient that the goods purchased contribute to the
production of goods or services that are subsequently
sold, asisthe case with materials or machinery pur-
chased by a manufacturer rather than by a dealer.

28. Consumers goods are goods

a. purchased not for the purpose of making subse-
quent sales

b. require an outside source of fundsif their pur-
chaseisto be repeated

c¢. like consumption expenditures, represent a
using up of funds

d. all of theabove

29. A roast beef purchased

a. by ahousewifeisaconsumers good
b. by arestaurant isacapital good

c. both (a) and (b)

30. The distinction between capital goods
and consumers’ goodsis
a. exclusively one of the purpose for which the
goods are purchased—for business purposes (i.e.,
the making of subsequent sales at a profit) or not
for business purposes
b. amatter of their physical characteristics
c. both (a) and (b)

31. Machines, materials, tools, implements,
and structures are

a. often consumers goods

b. capital goods

32. Washing machines, sewing machines, au-
tomobiles, corn flakes, roast beefs, lathes, drill presses,
earthmoving equipment are

a. consumers goods

b. capital goods

€. sometimes consumers goods, sometimes capi-
tal goods, depending on the purpose for which
they are purchased

33. The heavy construction equipment of the
Army Corps. of Engineersis

a. consumers goods

b. capital goods

34. If the Army Corps. of Engineers owned a
factory for the purpose of producing its construction
equipment, that factory would be

a. aconsumers good

b. acapital good

35. Government is essentially a consumer
and its expenditure, consumption expenditure.




Dr. Reisman

36. The government

a. does not buy for the sake of selling

b. usesup thefundsit expends, in that the funds
are not recovered in sales revenues

C. must turn to the taxpayers or the printing press
in order to be able to continue spending

d. all of theabove

37. Theleading exception to the proposition
that government is a consumer isthe IRS, which
bringsin revenuesfar in excess of its expenditures.

38. The expenditures of agang of safecrack-
ersfor such things as nitroglycerin and a get-away car
are productive expendituresin that they serveto bring
in far more money than islaid out.

39. Producers’ labor is
a. labor employed for the purpose of its employer
making subsequent sales
b. the source of funds making possible arepeated
payment of its wages
¢. similar in nature to capital goods and produc-
tive expenditure
d. al of theabove

40. Producers’ labor is
a. essentially just the labor of salesmen, since
they aone make sales
b. thelabor of all the employees of business
firms, who are employed for the purpose of the
firm making subsequent sales, to which their labor
directly or indirectly contributes or which it facili-
tates in some way

41. Consumers labor is
a. labor employed not for the purpose of the em-
ployer making subsequent sales
b. not asource of funds making possibleits con-
tinued receipt of wages
¢. similar in nature to consumers’ goods and con-
sumption expenditure
d. all of theabove

42. Thedistinction between producers’ labor
and consumers' labor isfrom the perspective of

a. theemployer

b. thewage earner

43. Anindividual growsricher by the [intelli-
gent] purchase of capital goods and employment of
producers' labor, and poorer by the purchase of
consumers’ goods and consumers’ labor.

44, Examplesof consumers' labor are

a. maids employed by housewives

b. butlers, cooks, and chauffers employed by
very wealthy individuals

¢. government employees—e.g., the clerksand
secretariesin all the bureaus, the teachersin the
public schools, policemen, firemen, the members
of the armed forces

d. all of theabove

45, Producers' loansare
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a. loanstaken out for the purpose of making sub-
sequent sales

b. are normally a source of funds for the payment
of interest and principal on theloans and of a
profit to the borrower besides

c. both (a) and (b)

46. Consumers loansare
a. loanstaken out not for the purpose of making
subsequent sales
b. loans on which the principal and interest must
be paid out of a source of funds not provided by
the loans themselves, such as the income from the
borrower’sjob
c. both (a) and (b)

47. Loanstaken out by the government repre-
sent consumer loans, since the government does not
earn revenue or income by virtue of its borrowing and
must pay interest and principal out of a source of funds
not provided by the loans themselves, i.e., out tax reve-
nues.

48. Anessentia difference between govern-
ment borrowing and private consumer borrowing is
that in the case of private consumer borrowing, itis
the borrowers who must pay the principal and interest,
while in the case of government borrowing, itisadif-
ferent party who must repay, namely, the taxpayers—a
group which includes the lenders.

49. Capitd is
a. ingeneral, wealth reproductively employed
b. inthe context of adivision-of-labor society,
the wealth employed by business enterprises
c. both (&) and (b)

50. Consumers' wealth iswedlth that exists
but isin the process of being consumed without provid-
ing the funds required for its maintenance and replace-
ment, such as owner occupied housing, home
appliances, furniture, and personal automobiles.

51. The prior expenditure reflected in the pos-
session of goods—whether productive expenditure in
the possession of capital goods, or consumption expen-
diture in the possession of consumers' goods—istheir
book value.

52. Book value can be said to reflect a put-
ting of money into goods.

53. Investment isthe putting of money into
goods for the purpose of making subsequent sales.

54. Just asthe concept of property possessing
market value is wider than the concept of wealth, the
concept of capital value iswider than the concept of
capital, and includes, in addition to the value of actual
capital goods, the value of intangibles such as stocks
and bonds, patents and copyrights, goodwill, and of
|oans made to consumers for homes, automobiles, va-
cations, and the like.
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55. While capital value reflects prior produc-
tive expenditure, not all productive expenditure results
in capital value, because not all productive expendi-
ture isinvested; some of it, such as expenditures for ad-
vertising and administrative overhead, istypically
expensed rather than being added to any asset account.

56. Expendituresfor consumers goods that
are necessary to keep one alive and able to work
a. qualify as productive expenditures
b. do not qualify as productive expenditures be-
cause earning money is not their purpose but
merely their consequence, i.e., their byproduct

57. If expendituresfor consumers goods that
are necessary to keep one alive and able to work were
treated as productive expenditures,
a. they would have to be deducted as costs from
one' s earnings, and one's net income would then
have to be stated merely as the remainder rather
than as one' s actual total earnings
b. the net income of wage earners would have to
be regarded not as their wages but as the profit
they made on those wages
¢. sincethe purpose of the concept of net income
isto show the financial gain from an activity, the
gain would be held to begin only after all provi-
sion had been made for keeping oneself aive
d. thereisno greater gain from working and earn-
ing money than being able to stay alive, which
means that the money that must be expended to ac-
complish this should not be excluded from net in-
come, thus should not be counted as a cost and
therefore should not be counted as a productive
expenditurein thefirst place
e. al of the above

58. Consumption expendituresimposed by
the earning of an income, such as the employment of a
housekeeper or babysitter by aworking mother, hav-
ing to eat one'slunches out, having to incur transporta-
tion expense getting to and from work, having to incur
the costs of winter clothing and fuel for heating one’s
home if one worksin a cold area, should be counted as
productive expenditures and costs of earning one’sin-
come

a. in order to reduce one' s taxable income

b. because such expenditures really are made for

the purpose of earning money rather than as a mat-

ter of one's personal conveniencein the context of

earning money

59. Consumption expenditures of akind that
save money, such as the purchase of a home in compar-
ison with renting, or the purchase of awashing ma-
chine in comparison with using alaundromat
a. should be treated as productive expenditures
because they are income producing in that they re-
duce one's expenses, and the absence of an ex-
pense is the equivalent of money earned
b. should not be treated as productive expendi-
tures because they represent merely smaller con-
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sumption expenditures, and smaller consumption
expenditures are still consumption expenditures:
i.e., the purchase of the house or the washing ma-
chine does not provide the funds to make possible
its replacement purchase, which is still dependent
on an outside source of funds

Thefollowingisatwo-part question.

60. Government expendituresthat increase
the capacity of the citizens to pay taxes, such as, per-
haps, expenditures for highways and river and harbor
improvements, are

a. productive expenditures
b. consumption expenditures that have beneficial,
productive effectsfor others

61. The government collects the additional
tax revenues because the taxpayers
a. voluntarily choose to pay them, in exchange
for the goods and services the government has pro-
vided
b. want to avoid being sent to prison

62. Workers employed in acharity’s fund
raising activities should
a. beregarded as producers’ labor since their
work servesto bring in money
b. not beregarded as producers’ Iabor since the
money brought in is charitable donations, not pay-
ments made in exchange for the receipt of goods
or services

63. Other than for tax purposes, treating ex-
penditures for personal, vocational education as pro-
ductive expenditures, and thus the net incomes of the
workers who incurred them as profits rather than
wages, would entail radical conceptua change in order
to deal with arelatively small set of concretes. At the
same time, it would have no bearing on the amount or
rate of profit that is of actual concern. To avoid such a
fruitless procedure, it isfar simpler for all practical
purposes to regard such productive expenditures of
wage earners as consumption expenditures.

64. Improvementsin an individua’s personal
capacities, including his ability to earn anincome,
should not be regarded as capital or any kind of wealth
because, unlike capital and wealth, they cannot be sep-
arated from theindividual’ s person and sold off asa
source of funds that would enable him to live for a
time without working.

Thefollowingisatwo-part question.

65. Theartificial capital constituted by the
market value of slavesin a society that sanctions slav-
ery operates to prevent the formation of genuine capi-
tal, in that it creates the appearance of wealth and
capital whereit does not exist in reality and leads to
the failure to accumul ate genuine capital in the belief
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that sufficient such capital already exists and therefore
need not first be accumulated.

66. The owner of afactory in the pre-Civil-
War North counted as his capital the value of hisfac-
tory and its equimpent and inventories. He did not
count hisworkersin his calculation of his capital. The
owner of aplantation in the pre-Civil War South
counted in the calculation of his capital the market
value of hisslaves and, in effect, considered himself,
wealthy mainly because of the mere fact that he had
workers. The prevalence of thisdelusion islargely
what caused the South to be so much poorer in actual
physical assetsthan the North.

Thefollowingisafive-part question.

67. Adam Smith distinguished between pro-
ductive and unproductive labor on the basis of whether
the labor was employed
a. to produce atangible physical product that en-
dured after the labor was performed or a service
that disappeared in the instant in which it was cre-
ated
b. for the purpose of bringing in subsequent sales
revenues or not bringing in subsequent sales reve-
nues
c. both (a) and (b)

68. Of the two criteria Adam Smith used in
distinguishing between productive and unproductive
labor,

a. the question of whether or not atangible physi-
cal product is created is actually irrelevant

b. thevalid and valuable distinction is whether or
not the employment of the [abor isfor the purpose
of making subsequent sales

c. both (a) and (b)

69. The latter distinction in the previous two
guestions is what explains
a. whether or not an employer grows rich or poor
by the employment of any given type of labor
b. why in Smith’ swords, “The sovereign, for ex-
ample, with al the officers both of justice and war
who serve under him, the whole army and navy,
are unproductive labourers. . . . Their service, how
honourable, how useful, or how necessary soever,
produces nothing for which an equal quantity of
service can afterwards be procured. The protec-
tion, security, and defence of the commonwealth,
the effect of their labour this year, will not pur-
chase its protection, security, and defence for the
year to come.”
c. both (&) and (b)

70. The owner of arestuarant or theater can
grow rich by the employment of workers whose ser-
vices vanish in theinstant in which they are created.
He does so because the wages he pays them serve to
bring in sales revenues that enable him not only to re-
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peat the payment of their wages but also to earn a
profit.

71. In contrast to the restaurant or theater
owner of the previous question, a government-owned
shipyard, say, that employs large numbers of construc-
tion workers consumes its funds, despite the produc-
tion of massive, enduring tangible products, because
the funds expended do not serveto bring in salesreve-
nues to the government.

72. The doctrine of imputed income

a. claimsthat the absence of a cost constitutes an
income—for example, that the saving of expense
in owning a home compared with having to rent
comparable accommodations constitutes equiva-
lent extraincome to the homeowner

b. ends up treating the sum that the homeowner
saves on rent, plus the whole cost of owning and
operating his home, as a pament of rent, despite
the fact that no rent is paid—a payment of rent to
himsel f

c. regardsthe homeowner’s consumption expen-
dituresincurred in connection with owning and
maintai ning his home as business productive ex-
penditures to be deducted from thefictional gross
rent that he allegedly receives from himself

d. treatsthe difference between thefictional
rental revenue and the fictional business produc-
tive expenditures and costs as the homeowner’s
net rental income and addsit to GNP/GDP

e. al of the above

73. The concept of imputed income could be
applied to the saving of expense provided by
a. the ownership automobiles, furniture, and even
clothing, aswell as housing, with a corresponding
further enlargement of GNP/GDP
b. being married and not having to pay for the ser-
vicesthat are provided by one’ s spouse without
charge
¢. not having all manner of possibleillnesses or
disahilities
d. all of theabove
74. The concept of imputed income can turn
beggarsinto millionaires, by crediting them with mas-
sive incomes based on the lack of all kinds of major ex-
penses, such as the saving of expense from not having
cancer or heart disease, or needing a psychiatrist, even
though they may not be able to afford to buy a cup of
coffee.

75. The concept of imputed income has the
potential to raise taxes, to the extent that it would be
used not only to artifically bloat people’ sincomes but
also to make those bloated incomes subject to taxation.

76. The doctrine of opportunity cost holds
that the absence of an income constitutes a cost—for
example, that the wages and interest that the self-em-
ployed owner of a shop foregoes because he worksin
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his shop and has his capital invested in it, should be
counted as costs of his business.

77. The doctrine of opportunity cost

a. can lead to the conclusion that a business certi-
fied to be profitable by its accountant is neverthe-
less unprofitable

b. canlead to the conclusion that the owner of
that business who has managed both to consume
out of the profit reported by its accountant and
add to his net worth, to the extent he has con-
sumed less than the reported accounting profit,
has nevertheless |ost money

c. both (a) and (b)

Thefollowingisathree-part question.

78. An example of the opportunity-cost doc-
trineisthat asmall business and its accountant report a
profit of $75,000 in a given year. Neverthel ess, some-
one who accepts the opportunity-cost doctrine claims
that the business has actually lost $25,000, because its
owner could have earned $50,000 a year in wages or
salary doing the same or less work as an employee
somewhere else and could have earned $50,000 in in-
terest on his capital if he had invested it elsewhere.
When these additional costs, which, taken together,
amount to $100,000, are subtracted from the reported
profit of $75,000, the result, according to the opportu-
nity-cost doctrine, is aloss of $25,000.

79. Inthe preceeding example, despite the
opportunity-cost doctrine's claim of aloss of $25,000,
the business owner has managed to consume $40,000
and add $35,000 to his net worth. If the business had
actually lost $25,000 whileits owner drew $40,000
from it for his own consumption, the firm’s net worth
would have declined by $65,000, not increased by
$35,000.

80. The opportunity-cost doctrine reconciles
itsimplication of a $65,000 declinein the firm’'s net
worth with the fact that the firm’s net worth hasin-
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creased by $35,000—a discrepancy of $100,000—by
claiming that the business owner, who did not earn any
wages or interest, and whose failure to do so was al-
leged to constitute the additional costs of $100,000, by
introducing the contradictory claim that the business
owner did after all earn the wages and interest he
didn’'t earn. He not only has non-existent costsin the
amount of $100,000 but also non-existent incomein
the amount of $100,000. He allegedly earns the wages
and interest he didn’t earn, aswell asincurring them
as additional costs deducted from his profit. Thus, in-
stead of the $75,000 profit he and his accountant be-
lieve he has, he has $100,000 of fictional wages and
interest income alongside afictional loss of $25,000.

81. It follows from the opportunity-cost doc-
trine that precisely to the degree that one is confronted
with profitable ways to invest one's capital, and pre-
cisely to the degree that one’s services arein great de-
mand, one's profit income must be less, because one’'s
opportunity costs of choosing any given aternative
will be correspondingly greater.

82. It follows from the opportunity-cost doc-
trine that someone who makes a small accounting
profit and who haslittle or no alternative opportunities
for the employment of hislabor or profitable use of his
meager capital earns a higher profit than someone who
makes a huge accounting profit but also has alternative
opportunities for earning money that yield almost as
much income or more.

83. It follows from the opportunity-cost doc-
trinethat if one investsamillion dollarsin stock A,
which doublesin value, but might have invested that
millionin stock B, which triplesin value, one haslost
amillion dollars and perhaps should contemplate
jumping from atall building. It also follows, that if

one loses amillion dollars but might have lost two mil-
lion dollars, one has gained a million dollars, and per-
haps should at least throw a party.

PART B: THE PRODUCTIVE ROLE OF
BUSINESSMEN AND CAPITALISTS

84. The productiverole of businessmen and
capitalistsisto raise the productivity of manual labor,
and thusitsreal remuneration, by means of

a. creating division of labor

b. coordinating the division of labor

c¢. improving the efficiency of the division of
labor

d. all of theabove

85. Businessmen and capitalists create divi-
sion of labor by means of
a. founding and organizing business enterprises
b. providing capital

¢. making productive expenditures
d. all of theabove

86. Businessfirmsare the central units of the
division of labor, in that the division of labor exists
both between the various individual business enter-
prises, al of which engage in specialized areas of ac-
tivity, and within each individual business enterprise
that comprises the labor of more than one person.

87. Theprovision of capital is essentia to the
existence of the division of labor inits vertical aspect,
in that it makes possible the existence of anecessary
division of paymentsin the productive process. In its
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absence, the only source of payments to producers
would be the ultimate consumers, with the result that
many groups of producers would be compelled to wait
intolerable lengths of time between the completion of
their contribution to production and their receipt of
payment.

88. The provision of capital contributesto
the division of labor in its horizontal aspect—that is,
the extent to which it can be carried at any given stage
of production. Thisis because greater division of labor
at any given stage of production reguires the existence
of larger-scale production, which in turn requires the
existence of greater amounts of capital.

89. The saving and productive expenditure of
businessmen and capitalists iswhat makes possible the
existence of aclass of wage earners separate and dis-
tinct from the sellers of products, and thus of the exis-
tence of the division of labor insofar asit depends on
the existence of wage earners.

90. Businessmen and capitalists coordinate

the division of labor

a. among the various firms and industries by the

very fact of seeking to make profits and avoid

losses, which serves, viathe uniformity-of-profit

principle, to keep the various branches of the divi-

sion of labor in proper relative size

b. within each individual firm insofar as they per-

form the functions of management, management

being largely the coordination of the activities of

separate individual s working within an establish-

ment

c. both (a) and (b)

91. Businessmen and capitalistsimprove the
efficiency of the division of labor by means of

a. their competitive quest for higher profits,
which leads to the continuous introduction of new
and improved products and more efficient meth-
ods of producing existing products, the benefits of
which are continuously passed forward to the con-
sumers
b. their saving and productive expenditure, which
resultsin agrowing supply of capital goods by
means of assuring a sufficiently high relative pro-
duction of capital goods
c. their efficiency in the use of existing capital
goods, which also servesto increase the supply of
capital goods
d. progressively increasing the supply of capital
goods, which isessential to arising productivity
of labor and rising real wages
e. al of the above

92. The essentia productive role of the stock
and bond markets, the banking system, and financial
markets and financial institutionsin general isto

a. promote the investment of savings
b. the efficiency of theinvestment of savings
c. theoverall degree of saving
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d. dl of the above

93. In the absence of financia markets and fi-
nancia ingtitutions,

a. theonly way that anyone could invest his sav-
ings would be either under his own direct manage-
ment, in his own business, or under the
management of atrusted friend or relative
b. asubstantia portion of savingswould not be
invested but held in the form of cash
c. the efficiency with which funds were invested
would be sharply curtailed by the narrowness of
the alternatives available for investment
d. all of theabove

94. The effect of the additional saving and in-
vestment and greater efficiency of investment brought
about by the existence of financial markets and finan-
cia ingtitutionsis

a. toraisethe demand for and productivity of
labor and the general standard of living

b. similar to the productive role of businessmen
and capitalists themselvesinsofar asthey provide
capital and are responsible for agrowing supply
of capital goods

c. both (a) and (b)

95. Sincethe stock market deals overwhelm-
ingly in aready outstanding shares, rather than in new
issues of stock, it does not play asignificant rolein
channeling fundsto business firms.

96. The existence of the stock market and the
ready ability it gives people to sell the stocks they
have bought, greatly promotes the purchase of the
stocksin thefirst place, since people to know that they
can easily disinvest.

97. A stockmarket investor’s sale of already
outstanding shares that he owns can be a means
whereby he obtains the funds for direct investment in
his own business.

98. A company’s stock price determines the
extent to which ownership of the company must be
turned over to outsiders as the condition of raising ad-
ditional capital.

99. The stock market makesit possible for
firmsthat demonstrate their successto obtain capital at
amuch faster rate than they could if they had to rely
exclusively on the reinvestment of their profits. Thisis
because afirm’s demonstration of the ability to earn a
high rate of profit onits existing capital operatesto
raise the price of its outstanding shares and thus to
make it possible and worthwhile for the firm to obtain
substantial additional capital from the sale of addi-
tional stock.

100. The existence of the stock market serves
to penalize poor management and to offer a protection
against the abuse of stockholders by corporate manage-
ments.
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101. The effect of poor management, or of
the abuse of stockholders, is
a. alow price of thefirm’s stock relative to the
value of thefirm’'s assets
b. aninvitation to an outside takeover of thefirm,
the firing of its present management, and, very
often, the sale of some or all of its assets to other
firms which are capable of putting them to better
use
c. baoth (a) and (b)

102. Government restrictions on hostile take-
oversimprove the stockmarket’ s ability to penalize
bad managements.

103. The productive contribution of retailing
and wholesaling rests on the fact that in adivision-of-
labor society,
a. the producer and consumer are different per-
sons
b. the supply of every product originatesin a
great concentration, in the hands of arelatively
small number of producers and in order for any
benefit to be derived from these supplies, they
must be moved into the hands of the vast body of
consumers
c. retailing and wholesaling, along with exchange
and money, are the means whereby goods are
brought from their producersto their consumers
d. all of theabove

104. Thefailureto appreciate the value of re-
tailing and wholesaling rests on the failure to keep in
mind the existence of the division of labor and then to
approach the subject of production and consumption
asthough al that were required to consume was physi-
cally to produce.

105. Inaview of the economic world domi-
nated by the image of conditionsin a pre-division-of-
labor society, it appears that retailing and wholesaling
are useless appendages to what really counts: i.e., the
mere physical production of goods.

106. What is accomplished by retailing and
wholesaling is
a. nothing but the addition of “markups’ by use-
less“middlemen” to the prices charged by manu-
facturers and farmers, which prices are al that the
consumers justly ought to be made to pay
b. an enormousincrease in the benefit derived
from physical production in bringing goods from
their producers, where the far greater part of the
supply would be uselessif it had to remain with
the producers, to their consumers, who value the
supplies far more highly
¢. Retailing and wholesaling are responsible for a
major reduction in the amount of time and money
that would otherwise need to be spent in obtaining
goods, and for an equally major increasein the va-
riety and quality of goods available.
d. all of theabove
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e. (b) and (c) but not (a)

107. Retailing and wholesaling make possib-
ile the saving of expenseto
a. consumers of not having to send their own pur-
chasing agents, trucks, and so forth out to the doz-
ens or hundreds of manufacturers or farmers
whose products the retail store carries
b. producers of not having to send out their own
salesmen and establish their own distribution out-
lets wherever they sought to sell their goods
c. both (a) and (b)

108. The existence of wholesal ers makes pos-

sible
a. aradical reduction in the number of transac-
tions that would otherwise have to exist between
retailers and manufacturers, and a corresponding
reduction in costs
b. economies of large-scale purchases and low-
cost storage, which are largely passed on to retail-
ersand consumers
c. baoth (a) and (b)

109. Itisinherently unjust for the retail price
of agood, such as potatoes or eggs, to rise at the same
time that the price paid to the farmers or manufactur-
erswho physically make the good falls.

Thefollowingisathree-part question.

110. Inthe case of inexpensive bulky goods,
like potatoes, or goods which require specia handling
and packaging, like eggs, the price of the good to the
producer may well account for less than half of the
total cost of bringing the good to the consumer, be-
cause other costs, such as transportation and packag-
ing, play such alargerole.

111. In such cases, even though from a
strictly physical point of view the product is hardly
changed when it reaches the consumer from what it
was when it |eft the producer, the price to the producer
represents no greater proportion of thetotal cost than,
say, the price of steel representsin the cost of an auto-
mobile.

112. Insuch cases, afall in the price of the
good to the producer may very well be accompanied
by arisein other components of itstotal cost that are
more than offsetting and thus raise itstotal cost and ne-
cessitate arisein theretail price of the good.

113. The existence of the division of labor is
what makes advertising necessary, in that the producer
and consumer are separate persons and the consumer
thus has no automatic knowledge of what is available,
where, or on what terms.

114. The productive role of advertising isto
supply the knowledge desribed as lacking in the previ-
ous question.
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115. Even when people already know what
goods are available and where and on what terms, ad-
vertising still has the effect of increasing the amount
of benefit that is derived from the same amount of
physical production. Advertising accomplishes this by
increasing the awareness people have of the availabil-
ity of various goods and by thus inducing them to try
goods they would not otherwise have tried, or tried as
soon, which they then discover that they prefer to
goods they were previously consuming and would oth-
erwise simply have gone on consuming.

116. Thereisan important gain from adver-
tising even in conditionsin which itsuse leadsto arise
in the price of the type of product being advertised, in
that it leads consumersto try different things and often
to find that they are better satisfied as aresult.

117. Thereisan inherent limit to any risein
price that advertising might ever cause, in that those
who chose to advertise less and thus to incur less cost
on account of advertising would be in a position to ad-
vertise their lower costs and prices.

118. Thereissuch athing asdiminishing re-
turnsto advertising. Once a certain degree of aware-
ness of aproduct is established, additional advertising
servesto increase awareness less and less and even to
become annoying. Any producer spending excessively
for advertising will find himself at the mercy of other
producers, who advertise adequately, but lessthan he
does and who can advertise their lower prices based on
lower advertising costs.

119. Normally advertising servesto reduce
prices, by encouraging new competition and the intro-
duction of new and improved products.

120. Inthe absence of extensive advertising
of new products, peopl€e's main guide to what to con-
sume would be personal experience, which necessarily
would favor the established firms, since they are the
only existing firms with which people have had experi-
ence. Extensive advertising, however, allows new en-
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trantsinto an industry to gain entree into people's
awareness alongside of the established firms.

121. Advertising reduces prices and pro-
motes the introduction of new and improved products
by shortening the period of time required for a product
to gain amass market
a. and thus achieve the economies of large-scale
production
b. and over which it would otherwise be neces-
sary to earn compound profits on outlays for such
things as research and development, thereby in-
creaing the extent to which such outlays would ne-
cessitate a higher price of the product
c. both (a) and (b)

122. 1t usually does not pay to advertise prod-
ucts which people will buy only once and then advise
others against buying.

123. The expenditure for advertising is com-
parableto aseller’ s posting a bond with the public, in-
sofar asit isusually necessary, if the advertising isto
be effective, that those who are induced to try a prod-
uct buy it again and recommend it to others. A large
advertising budget can be taken as signifying the
seller’s conviction that thiswill be the case with his
product.

124. Therulefor successin advertising isto
advertise products of the kind that when tried will be
liked and recommended by the buyers. Apart perhaps
from people who are highly suggestible, the advertis-
ers have little or no power over what it isthat when
tried will be liked and recommended.

125. People consume what advertiserstell
them to. Thisis confirmed by the fact that advertising
has the power to make people prefer candles to electric
light, and the horse to the automobile. The competitive
success of electric light and the automobileisthe re-
sult of the fact that the advertisers chose to advertisein
favor of them rather than against them.

PART C: BUSINESSMEN AND CAPITALISTS: CLASSICAL ECONOMICS VERSUS THE MARXIAN
EXPLOITATION THEORY

126. Theleading source of the denial of the
productive role of businessmen and capitalists and of
the hostility to profits and interest isthe Marxian ex-
ploitation theory.

127. The essentia claim of the Marxian ex-
ploitation theory isthat al income naturally and right-
fully belongsto the wage earners, but that under
capitalism the wage earners receive only bare, mini-
mum subsistence, while everything over and above
thisis expropriated by the capitalist exploitersin the
form of profits, interest, and land rent, or, in the termi-
nology of Marx, “surplus-value.”

128. Theclassical economists held ideas, no-
tably, “the labor theory of value” and “theiron law of
wages,” which are almost universally assumed to lead
inexorably to the Marxian exploitation theory.

129. Thelabor theory of value claimsthat
the prices of goods are in proportion to the quantities
of labor directly or indirectly required to produce
them, that, for example, if the total quantity of labor re-
quired at all stages of production to produce an auto-
mobile isfive times the quantity of labor required to
produce a motorcycle, the price of the automobile will
tend to be five times as high as that of the motorcycle.
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130. The classical economists held the labor
theory of value only with major qualifications.

131. Theiron law of wages held by the classi-
cal economists claims that the combination of popula-
tion growth and the operation of the law of

diminishing returns drives real wage rates toward an
equilibrium of minimum subsistence.

132. Intheview of the author, what Marx
meant by the labor theory of value and theiron law of
wages are two very different sets of ideas than what
the classical economists meant, and are in fact gross
distortions of what the classical economists meant.

133. Inthe view of the author, the main con-
tribution of classical economicsto the Marxian exploi-
tation theory was

a. thelabor theory of value
b. theironlaw of wages
c. itserrorsand confusions pertaining to the con-
ceptua framework of the exploitation theory,
which assumes that all income due to the perfor-
mance of labor iswages and that profitsare ade-
duction from what is originally, naturally, and
rightfully wages
134. Inthe view of the author, the validity of
the conceptual framework of the exploitation theory is

accepted by the opponents of Marx as much as by
Marx.

135. Inthe view of the author, despite what-
ever support certain aspects of classical economics
may have given to the Marxian exploitaion theory,
a. essential elements of classical economics pro-
vide the basis for demolishing both the conceptual
framework of the exploitation theory and the
whole of the specific substance of the exploitation
theory
b. classical economics makesit possible to under-
stand such propositions as why profits, not wages,
arethe original and primary form of income and
that precisely because of the work of businessmen
and capitalists, wages can rise out of al connec-
tion with minimum subsistence—literally without
limit
c. both (a) and (b)

136. Theclassical economists’ doctrine of
the wages-fund held that at any given timethereisa
determinate total expenditure of fundsfor the payment
of wagesin the economic system, and that the wages
of the employees of business firms are paid by busi-
nessmen and capitalists, out of capital, whichisthe re-
sult of saving; not by consumers in the purchase of
consumers’ goods.

Thefollowingisanine-part question.

137. Inthe view of the author, the abandon-
ment of classical economics doctrine of the wages
fund in the late 19th century, and with it, its perspec-
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tive on saving and capital, made possible the accep-
tance of Keynesianism and the policy of inflation, defi-
cits, and ever expanding government spending in the
20th century.

138. Inthe view of the author, with roughly
the same time lag, the abandonment of classical
economics doctrine that cost of production, rather
than supply and demand, is the direct (though not the
ultimate) determinant of the prices of most manufac-
tured or processed goods led to the promul gation of
the doctrines of “pure and perfect competition,” “oli-
gopoly,” “monopolistic competition,” and “adminis-
tered prices,” with their implicit call for apolicy of
radical antitrust or outright nationalizations to “ curb
the abuses of big business.”

139. Inthe view of the author, the ideas of
Adam Smith on the subject of productive activity are
among the best and the worst in the literature of eco-
nomics.

140. Adam Smith
a. essentially recognized the necessity of money-
making in order for an activity to be productive
and its connection to the distinction between pro-
duction and consumption
b. essentially identified government as a con-
sumer
¢. maintained that the only productive partiesin
the economic system are wage earners
d. regarded businessmen, capitalists, and land-
owners as having no productive function, and as
existing as parasites upon the labor of the wage
earners
e. al of the above

141. Adam Smith
a. equated labor with wage earning
b. declared that “the produce of labour consti-
tutes the natural recompence or wages of |abour”
and believed that if an incomeis due to the perfor-
mance of labor, it must be wages
¢. denied that profits could be an income attribut-
ableto the labor of those who make profits be-
cause of the fact that profits tend to vary with the
size of the capital invested
d. believed that the profits earned on capital bear
no relation to the quantity, the hardship, or thein-
genuity of the businessman’s labor
e. declared that “ As soon asland becomes private
property, the landlord demands a share of almost
all the produce which the labourer can either raise
or collect from it. His rent makes the first deduc-
tion from the produce of the labour which is em-
ployed upon the land.”
f. declaredthat “. . . profit makes a second deduc-
tion from the produce of the labour which is em-
ployed upon land” and that “ The produce of
almost al other labour isliable to the like deduc-
tion of profit.”
g. al of theabove
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142. Adam Smith can properly be called the
father of the Marxian exploitation theory because he
provided the conceptual framework of that theory.

143. The conceptual framework of the exploi-
tation theory, that Adam Smith provided, is the pri-
macy-of-wages doctrine.

144. The*primacy-of-wages doctrine,” ad-
vanced by Adam Smith and taken over by Karl Marx,
claimsthat wages are the original and primary form of
income from which profits and all other nonwage in-
comes emerge as a deduction with the coming of capi-
talism and businessmen and capitalists.

145. The conceptual framework of the exploi-
tation theory and its supporting beliefs easily lead to
the assertion of the wage earner’ sright to the whole
produce or to the full value of that produce.

146. Adam Smith understood the essential
role of private ownership of land in progressively in-
creasing the output from the land and in raising living
standards while holding down the economic signifi-
cance of land rent.

147. Adam Smith understood the vital role of
businessmen and capitalists and private ownership of
the means of production in increasing the standard of
living of wage earners.

148. Smith understood that the division of
labor and therisein living standards that it brings de-
pends on the accumulation of capital.

149. Smith implied that the division of labor,
and the consequent risein the productivity of labor,
has no connection with the activities of businessmen
and capitalists, nor with the institution of private prop-
erty in land, and might have developed just aswell in
their absence.

150. Adam Smithisusually regarded asthe
leading advocate of capitalism in the history of eco-
nomic thought.

151. Smith’sview of an alleged “early and
rude state of society,” in which al incomeiswages
and no income is profit, and the alleged effects of the
coming of capitalism and capitalistsis repeated by
Marx in his C-M—-C and M—C—M' sequences that he
says respectively desribe “simple circulation” and
“capitalistic circulation.”

Thefollowingisan eight-part question.

152. Inthe view of the author,
a. “Profit” isthe excess of receipts from the sale
of products over the money costs of producing
them.
b. A “capitalist” isonewho buysin order subse-
quently to sell for aprofit, i.e., acapitaist isone
who makes productive expenditures.
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c. “Wages’ are money paid in exchange for the
performance of labor—not for the products of
labor, but for the performance of labor itself.

d. all of theabove

153. Onthe basis of above definitions, it fol-
lowsthat if there are merely workers producing and
selling their products, the money which they receivein
the sale of their productsis not wages.

154. In buying commodities, one does not
pay wages, and in selling commodities, one does not
receive wages. What one pays and receivesin the pur-
chase and sale of commoditiesis not wages but prod-
uct sales revenues.

155. The proposition that in buying commod-
ities one does not pay wages was propounded by the
great classical economist John Stuart Mill, who held
that “Demand for commoditiesis not demand for lab-
our.”

156. Inthe precapitalist economy imagined
by Smith and Marx, all income recipientsin the pro-
cess of production are workers. But, in the view of the
author, the incomes of those workers are

a. not wages
b. they are, in fact, profit
c. both (&) and (b)

157. Inthe view of the author, all income
earned in producing products for sale in the precapital -
ist economy is profit or “surplus-value” and no income
earned in producing products for salein such an econ-
omy iswages. For not only do the workers of apre-
capitalist economy earn product sales revenues rather
than wages, but also those workers have zero money
costs of production to deduct from those sales reve-
nues.

158. Theworkers of a precapitalist economy
have zero money costs precisely because they have not
acted as capitalists. They have not bought anything in
order to make possible their sales revenues, and thus
they have no prior outlays of money to deduct as costs
from their sales revenues. Having made no productive
expenditures, they have no money costs.

159. Because the workers of Smith’s“early
and rude state of society” and Marx’s“simple circula-
tion” had product sales revenues and zero money costs
to deduct from those sales revenues, it follows that
profits, rather than wages, are the original and primary
form of income.

Thefollowingisasix-part question.

Aswe have seen, Adam Smith and Karl Marx postu-
lated asimple state of affairsin which manual laborers
produced and sold products, kept the whole sales pro-
ceeds, and did not act as capitalists, i.e., did not buy
for the sake of subsequently selling. They believed
that in such circumstances all income was wages, and
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no income was profits. They held that profits came
into existence only with the devel opment of “capitalis-
tic circulation” (buying for the sake of selling) and
were a deduction from what was originally all wages.
To test these propositions, you are given the following
information: Receiptsfrom the sale of products are
1000, all of which is consumed and which constitutes
afresh 1000 of receipts from the sale of productsin
the next period.

160. State the amount of productive expendi-
ture present.

161. State the amount of wages paid in the
production of products.

162. State the amount of money outlays to be
deducted from sales revenues as costs.

163. State the amount of profits earned on
the sales revenues.

164. State the amount of nominal capital in
existence.

165. State the rate of return on capital.

166. Businessmen and capitalists are not re-
sponsible

a. for the phenomenon of profit, which exists
prior to their appearance and equals the entire
sales revenues received by the workers of Smith’s
“early and rude state of society” and Marx’s“sim-
plecirculation”
b. but rather for the phenomena of productive ex-
penditure, wages, and costs, and for the reduction
in the proportion of income that is profit and rise
in the proportion of income that is wages
c. both (a) and (b)

167. Whileimportant passagesin Adam
Smith’s The Wealth of Nations support the primacy-of-
wages doctrine, the doctrine of John Stuart Mill that
“demand for commodities is not demand for labor” op-
posesit.

168. Ricardo’sdoctrinethat profitsfal as
wages rise and rise aswages fall supports the primacy-
of-profit doctrine and the harmony of interests of wage
earners and capitalists, rather than class warfare, when
itisrealized that it is capitalists, not consumers, who
pay the wages expended in the production of products
for sale. For then, it followsthat if, asin the precapital-
ist economy, there are no capitalists, then there are no
wages paid in production, and if there are no wages
paid in production, the full income earned in Ricardo’s
framework must be profits.

169. Thefact that profits are an income due
to the performance of labor can be observed al around
usin the present day world, but is systematically oblit-
erated by contemporary economic theory.

170.
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a. Everyday, accountants report the incomes of
small proprietors, whose labor bulks overwhelm-
ingly large in the success or failure of their opera-
tions, as profits.

b. Despitethefact that that these profit incomes
are obvioudly attributable to the performance of
labor by these small businessmen, the doctrine of
“opportunity cost” servesto obliterate thisfact by
renaming the profit aswages, interest, and |osses,
and leaving as profit only the extent to which the
profit exceeds al the opportunity costs.

c. both (a) and (b)

Thefollowingisan eleven-part question.

171. Inthe complex conditions of modern so-
ciety and of “capitalistic circulation,” profit continues
to be alabor income, indeed, the income of the most
important workers, whose labor is now mainly one of
thinking, planning, and decision making, rather than
manual labor.

172. Thevariation of profitswith the size of
the capital invested is perfectly consistent with their
being attributabl e to the labor of businessmen and capi-
talists because

a. such labor tends to be predominantly of anin-
tellectual nature—awork of thinking, planning,
and decision making
b. capital isthe means by which businessmen and
capitalists implement their plans—it istheir
means of buying the labor of helpers and of equip-
ping those helpers and providing them with the
materials of work
c. the possession of capital servesto multiply the
efficacy of the businessmen’s and capitalists
labor, for the more of it they possess, the greater
is the scale on which they can implement their
ideas
d. all of theabove
173. Equal labor does not necessarily pro-
duce equal products. It produces unegqual products
when unequal means are employed. It is awayslabor
which produces, however, becauseit islabor which
suppliesthe guiding and directing intelligence in pro-
duction.

174. Guiding and directing intelligence, not
muscular exertion, is the essential characteristic of
human labor, and the basis for attributing al produc-
tion to labor.

175. All labor isthe “labour of direction.” It
is because the man directs the tool, that he, and not the
tool, produces the product. The tool, whether an ordi-
nary shovel, a steam shovel, dynamite, or an atomic ex-
plosive, does not produce, but is the means by which
the man who employsit produces.

176. Guiding and directing intelligencein
production is supplied by businessmen and capitalists
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on ahigher level than by wage earners—a circum-
stance which further reinforces the primary productive
status of profits and profit earners over wages and
wage earners.

177. Inthe view of the author, the fact that
profits are an income attributable to the [abor of busi-
nessmen and capitalists, and the further fact that their
labor represents the provision of guiding and directing
intelligence at the highest level in the productive pro-
cess, requires aradical reinterpretation of the doctrine
of labor’ sright to the whole produce.

178. Inthe view of the author, properly un-
derstood, labor’ sright to the whole produce is satisfied
when first the full product and then the full value of
that product comesinto the possession of businessmen
and capitalists, for they, not the wage earners, are the
fundamental producers of products.

179. Inthe view of the author, the employees
of the firm are accurately described by the common ex-
pression “help.” They are the helpers of the business-
men and capitalistsin the production of their—the
businessmen’ s and capitalists —products.

180. Inthe view of the author, the realization
of labor’ sright to the whole produce is exactly what
occursin the everyday operations of a capitalist econ-
omy, inasmuch asit is businessmen and capitalists
who are the ownersfirst of the products and then of
the sales proceeds received in exchange for the prod-
ucts.

181. By the standard of attributing resultsto
those who conceive and execute their achievement at
the highest level, one must attribute to businessmen
and capitalists the entire gross product of their firms
and the entire sales receipts for which that product is
exchanged.

182. The underlying standard of attribution
used in the preceding questionsis the same as that nor-
mally employed in fields outside of economic activity.
For example, one attributes the discovery of America
to Columbus, the victory at Austerlitz to Napoleon, the
foreign policy of the United Statesto its President.
These attributions are made despite the fact that Co-
lumbus could not have made his discovery without the
aid of his crew, nor Napoleon have won hisvictory
without the help of his soldiers, nor the foreign policy
of the United States be carried out without the aid of
the employees of the State Department. The help these
people provide is perceived as the means by which
those who supply the guiding and directing intelli-
gence at the highest level accomplish their objectives.
Theintelligence, purpose, direction, and integration
flow down from the top, and the imputation of the re-
sult flows up from the bottom.

183. By the standard of attribution to the
guiding, directing intelligence at the highest level, the
products of the old Ford Motor Company and Stan-
dard Oil Company are to be attributed to Ford and
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Rockefeller, and today those of Microsoft are to be at-
tributed to Gates.

Thefollowingisafive-part question.

184. If the payment of incomes to capitalists
whose role in production might be judged to be pas-
sive, such as, perhaps, most minor stockholders and
many recipients of interest, land rent, and resource roy-
alties, represented an exploitation of labor, it would be
an exploitation of the labor

a. not of wage earners

b. but of businessmen and the active capitalists,
from whose profit incomes they are a deduction

¢. would mean that individuals like Ford and
Rockefeller were exploited by such people aswid-
ows and orphans, who largely make up the cate-
gory of passive capitalists

d. all of theabove

185. Infact there is no genuine exploitation
in the case described in the preceding question, be-
cause the payment of such incomesis a source of gain
to those who pay them. They are paid in order to ac-
quire assets whose use is a source of profit over and
above the payments which must be made.

186. Furthermore, the recipients of suchin-
comes need not be at al passive; they may very well
earn their incomes by the performance of a consider-
able amount of intellectual 1abor. Anyone who has at-
tempted to manage a portfolio of stocks and bonds or
investmentsin real estate should know that thereis no
limit to the amount of time and effort that such man-
agement can absorb, in the form of searching out and
evauating investment possibilities, and that the job
will be better done the more such time and effort one
cangiveit.

187. Inthe absence of government interven-
tionin the form of the existence of national debts, loan
guarantees, and insurance on bank deposits, the magni-
tude of truly passive income in the economic system
would be quite modest. Thisis because most forms of
investment require the exercise of some significant de-
gree of skill and judgment. Those not able or willing
to exercise such skill and judgment would either rap-
idly lose their funds or would have to be content with
very low rates of return in compensation for safety of
principa and, in many cases, would have to bear the
expense of the deduction of management fees by trust-
ees or other parties.

188. In alaissez faire economy, without per-
sonal or corporate income taxes (areal exploitation of
labor) and without legal restrictions on such business
activities asinsider trading and the award of stock op-
tions, the businessmen and active capitalistsarein a
position to own an ever increasing share of the capitals
they employ. With their high incomes they can pro-
gressively buy out the ownership shares of the passive
capitalists. In thisway, under capitalism, those work-
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ers—the businessmen and active capitalists—who do
have avalid claim to the ownership of the industriesin
fact come to own them.

189. Bohm-Bawerk, who isregarded asthe
leading critic of the exploitation theory, bases his cri-
tique on

a. the primacy-of-profit doctrine

b. the primacy-of-wages doctrine

190. According to Béhm-Bawerk, profits/in-
terest are ajustified deduction from what is originally
all wages.

191. Thelabor theory of value as held by the

classical economists
a. admitted the existence of numerous casesin
which prices were determined simply by demand
and supply, by the utility and scarcity of goods,
and to which neither the labor theory of value nor
even determination by cost of production applied
b. especially Ricardo, recognized the important
role in the determination of relative prices of the
time which must el apse between the payment of
wages and the sale of the ultimate consumers
goods, over which time the rate of profit had to
compound; goods produced by equal quantities of
labor but over unegual such periods of time would
have permanently unequal prices
c. especialy Ricardo, implicitly recognized the
role of the rate of profit
d. recognized therole of differencesin wage
rates between skilled and unskilled labor and be-
tween different countries
e. al of the above

192. Thelabor theory of value held by Marx
claimed to apply to all goods and services without ex-
ception and that relative quantity of labor alone was
the explanation of relative value.

193. Thelabor theory of value held by the
classical economists can be harmonized with recogni-
tion of the productive role of businessmen and capital-
ists by virtue of
a. thefact that the activities of businessmen and
capitalists progressively reduce the quantities of
labor required to produce goods, and thus reduce
their prices

Dr. Reisman

b. recognizing that wage rates are among the
prices not determined by quantity of labor but by
supply and demand, with the result that the activi-
ties of businessmen and capitalists progressively
reduce prices while leaving wage rates un-
changed, thereby progressively raising real wage
rates

c. both (a) and (b)

194. The“iron law of wages’ claimsthat the
natural, equilibrium level of wagesis minimum subsis-
tence.

195. According to the classical economists,
such wages
a. weretheresult of the combination of popula-
tion growth and the operation of the law of dimin-
ishing returns, including the need to resort to
progressively inferior lands as population grew
b. existed as atendency, not as an absolute fact
and could be escaped by means of capital accumu-
lation and economic progress
c. both (a) and (b)

196. According to the version of theiron law
of wages propounded by Marx, wages
a. werearbitrarily set a minimum subsistence by
the fiat of the capitalists, not by virtue of the ef-
fects of population growth and diminishing returns
b. could not rise above minimum subsi stence on
the basis of economic progress, but would be im-
mediately reduced by the capitalistsin response to
any cheapening in the price of the wage earner’s
necessities
¢. would be reduced even below the level of mini-
mum subsistence as the result of capital accumula-
tionintheform of arisein fixed capital relativeto
“variable” capital (the doctrine of progressiveim-
poverishment of the masses)
d. al of theabove

197. The“iron law of wages’ could seem rea
sonablein the early 19th century, when Ricardo wrote,
because all of human history prior to that time seemed
to confirm it, in the same way that it seemed to con-
firm the proposition that land rents tended to constitute
agrowing proportion of the total, combined income of
anation’sinhabitants.
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zero
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