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The word VALUE, it is to be observed, has two different meanings, and sometimes expresses the utility
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of some particular object, and sometimes the power of purchasing other goods which the possession of that

object conveys. The one may be celled ¢value in use’’; the other, “value in exchange.’’ The things

which have the greatest value in use have frequently little or no value in exchange; and on the contrary
those which hare the greatest value in exchange have frequently little or no value in use. Nothing is more
useful than water: but it will puschase scarce any thing; scarce any thing can be had in exchange for it.
A diamond, on the contrary, has scarce any value in use; but a very great quantity of other goods may

frequently be had in exchange for it. (The Wealth of Naticns, Book I, chapter IV. Cannan's ed. p. 30)
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In order to investigate the principles which regulate the exchangeahble value of commodities, I shall
endeavour to shew,

First, what is the real measure of this exchangeable value; or, wherein consists the real price of all
commodities.

Secondly, what are the different parts of which this real price is composed or made up.

And, lastly, what are the different circumstances which sometimes raise some or all of these different
parts of price above, and sometimes sink them Dbelow their natural or ordinary rate; or, what are the
causes which sometimes hinder the market price, that is, the actual price of commodities, from coinciding

exactly with what may be called their natural price.
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Equal quantities of labour, at all times and places, may be said to be of equal value to the lahourer.
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Equal quauntities of labour must at all times and places be of equal value to the labourer.
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In his ordinary state of health, strength and spirits; in the ordinary degree of his skill and dexterity,

he must always lay down the same portion of his ease, his liberty, and his happiness. The price which
he pays must always be the same, whatever may be the quantity of goods which he receives in return for it.

Of these, indeed, it may sometimes purchase a greater and sometimes a smaller quantity; but it is their
value which varies, not that of the labour which purchases them. At all times and places that is dear

which it is difficult to come at, or which it costs much labour to acquire; and that cheap which is to be

had easily, or with very little labour. Labour alone, therefore, never varying in its own value, is alone
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the ultimate and real standard by which the value of all commodities can atall times and places be estimated

and compared. It is their real price; money is their nominal price only.
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At the same time and place, therefore, money is the exact measure of the real exchangeable value of all

commodities. It is so, however, at the same time and place only.
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We cannot estimate, it is allowed, the real value of different commodities from century to century by the
quantities of silver which were given for them. We cannot estimate it from year to year by the quantities
of corn. By the quantities of labour we can, with the greatest accuracy, estimate it both from century
to century and from year to vear. From century to century, corn is a better measure than silver, because,
from century to century, equal quantities of corn will command the same quantity of labour more nearly
than equal quantities of silver. From year to year, on the contrary, silver is a better measure than corn,

because equal quantities of it will more nearly command the same quantity of labour.
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In that early and rude state of society which precedes both the accumulation of stock and the appropriation
of land, the proportion between the quantities of labour necessary for acquiring different object seems to

be the only circumstance which can afford any rule for exchanging them for one another. If among a



nation of hunters, for example, it usually costs twice the labour to kill a beaver which it does to kill a

deer, one beaver should naturally exchange for or be worth two deer. It is natural that what is usually

the produce of two days or two hours labour, should be worth double of what is usually the produce of

one day's or one hour's labour.
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It has been observed by Adam Smith, that ‘“word Value has two different meanings, and sometimes
expresses the utility of some particular object, and sometimes the power of purchasing other goods which
the possession of that object conveys. The one may be called value i1z use; the other value i1z exciange.
The things,”” he continues, <“which have the greatest value in wuse, have frequently little or no value in
exchange; and on the contrary, those which have the greatest value in exchange, have little or no value in
use.”’ Water and air are abundantly useful; 2‘:&.\ are indeed indispensable to existence, yet, under ordinary
circumstances, nothing can be obtained in exchange for them. Gold, on the contrary, though of little
use compared with air or water, will exchange for a great quantity of other goods.

Utility then is not the measure of exchangeable value, although it is absolutely essential to it. If a
commodity were in no way useful, —in other words, if it could in no way contribute to our gratification,
—1it would be destitute of exchangeable value, however scarce it might be, or whatever quantity of labour

might be necessary to procure it.
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Possessing utility, commodities derive their exchangeable value from two sources: from their scarcity, and
; Y

from the quantity of labour required to obtain them.
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Repeated reflection and inquiry have led me to the somewhat novel opinion, that value depends cntirely
2pon 1ultlzty. Prevailing opinions make labour rather than utility the origin of value, and there are even those
who distinctly assert that labour is the cawse of value. I show, on the contrary, that we have only to
trace out carefully the natural laws of the variation of utility, as depending upon the quantity of comimo-
dity in our possession, in order to arrive at a satisfactory theory of exchange, of which the ordinary laws
of supply and demand are necessary consequence. This theory is in harmony with facts, and, whenever
there is any apparent reason for the belief that lalbour is the cause of value, we obtain an explanation of
the reason. Labour is found often to determine value, but c¢nly in an indirect manner, by varying the
degree of utility of the commodity through an increase or limitation of the supply.

(The Theory of Political Tconomy, 4th ed., p. 1)
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In the popular use of the word value no less than three distinct though connected meanings seem to be
confused together. These may be described as

(1) Value in use;

va Esteem, or urgency of desire;

(3) Ratio of exchange.

Adam Smith, in the familiar passage already referred to, distinguished between the first and the third
meanings.
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It is sufficiently plain that, when Smith speaks of water as being highly useful and yet devoid of
purchasing power, he means water i1 abundance, that is to say, water so abundantly supplied that it has
exerted its full useful effect, or its fola/ wutility. Water, when it becomes very scarce, as in a dry desert,

acquires exceedingly great purchasing power.
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By purchasing power he clearly means the ratio of exchange for other commodities.
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I am led to think that the word value is often used in reality to mean znufensity of desire or esteem
for a \\R.:%.. Even Robinson Crusoe must have looked upon each of his possessions with varying esteem
and desire for more, although he was incapable of exchanging with any other person. Now, in this

sense value seems to be identical with thie final degree of utility of a commodity, -..-.-

SRR BT 00 T R EY SR CELEBEEOEVQEIEPEQO R 4 H NI HH 0050040
DL UKENCAHFRBH0e 2 A2 N - AR 2 —UER AR EHECROEELNE Y QERQEH

EZHKQENELY - EROHATEVE | Q-2Q I~

f‘t‘i

EHRVBOHN 0 S &tuo WE YKL

......... (ELX2T)

N« 8 «the final degree of utility” QK Q40N » — "2 ¥ QO “marginal utility YHRLOLN2Q W
R R0E K G R MORC WP TV QRKEE
N

O EKEIT YO N DNV Y ERRRQ0ZUS |

HJ
&

= ERHQERA VOV A

jj)

HITTHEH L RO CQETEH g

A EADORNQEZFTEN ORI I




IR

No doubt there is a close ccnnection between value in this meaning, and value as ratio of exchange.
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The preceding pages contain, if I am not mistaken, an explanation of the nature of value which will, for
the most part, harmonise with previous views upon the subject. Ricardo has stated, like most other economists,
that utility is absolutely essential to value; but that ¢possessing utility, commodities derive their exchangeable
value from two sources: from their scarcity, and from the quantity of labour required to obtain them.” Senior,
again, has admirably defined wealth, or objects possessing value, as ‘‘those things, and those things only,
which are transferable, or capable of being passed from hand to hand, we find that two of the clearest

definitions of value recognise 7Z:/izy and scarcily as the essential qualities.
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But though labour is never the cause of value, it is in alarge proportion of cases the determining circumstarce,

and in the following way:— [Za/uc depends solely on the final degree of wtility. How can we wary this
deoree of utility ? — By Jlaving wmore or less of the commodity to consume. And fhow shall we oct

8 ') ) 24 : &
more or less of it 2 — By spending more or less labour in oblainimg a supply.
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