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B, MR RER W, S s —ER, LB pF (p) #3—RAE, RA
IR T TR AR B
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BEARBSIAZRSE, MEEDERREEEEEME, RO E28S, BT
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A REVIEW OF THE CONCEPTS OF UTILITY, VALUE AND PRICE IN
MODERN ECONOMICS

By Chao Ching-hsi

1. The purpose of this article is to see why modetn economics adopts utility instead
of labor-cbst to explain the theory of value and also to see what the difference is
between the theory of value and the theory of price in modern economics; or
why modern econoinics finally abandons the search for the concept of utillty and
works on the functional relations of price, demand and supply.

2.That we usually consider that modern economics begins in the 1870’s under the
influence of the three great scholars: Jevons, Menger, and Walras seems to be
not sound, for as early as in the 1820’s there were not a few scholars in France,
Italy and Germany, but even in England itself, who had begun to work on the
utility theory instead of the labor-cost theory. But due to the prejudice of the
Protestants in England and the influence of the Historical School in Germany,
the utility theory did not have any ‘progress. Not until the 1870’s could Menger
wrestle with the Historical School and Jevons with the Classical School, and began
to formulate a new value theory on the concept of utility. In this article, I
include Gossen’s Entwickelung and Cournot’s Mathematical Principles, both of
which laid the foundation of our modern economics.

3.1In modern economics, there are really two different schools, namely, the marginal
utility school and the mathematical school, both of which have tried to refute the
Classical theory of value and build up their own. However, their theories did not
reach the same conclusion. In the marginal utility school utility is emphasized,
while in the mathematical school, only a functional relationship is stressed.

4.In the marginal utility school, three separate questions are solved: (1) What is
utility; (&) How is utility related to value, and (8 How can one’s happiness he
maximized? In the third question, Gossen has tried to solve it by way of choice,
- for which he has formulated two theorems of the so-called hedonic maxima. Walras
has, however, done it in the way of exchange. By way of exchange, not only can
one’s satisfaction be maximized, but the rate of exchange can be determined also.
Accordingly, the most satisfactory condition is that the ratio of the intensities
will be équal to the price of the commodity exchanged for in terms of the com-
-modity which is going to be paid.

5.The condition for such a maximum can only be attained under a free competitive

society, where individuals or governments have no particular pressure on the
matket, and where no property problem is involved. However, this is far from
reality, since we have monopoly and also since the property problem is still exist-
ing. Wicksell has remarked that “this cannot be the case where, for example,
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* by decree of the authorities, some other uniform price system is established in
the market—which was formerly very common. There will then always be
persons who, on ceasing to exchange, have not yet reached the point of satiety,
though at these prices they would gladly exchange more of their own goods for
a corresponding amount of other goods, if only these could be obtained at the
established price; and what is more—they might even be inclined to lower the price

- of their own commodities or to offer higher prices for the commodities they desire,

. if this were not forbidden by the authorities.” In other words, if the society is
really a free competitive society, we, then, can go on exchanging up to the point
of satiety; otherwise, we shall not be able to go on to that point, since the price
which is regulated by the government in the market may be too high to exchange
for. ’

By the existence of private property and by the differences between rich and
poor, the exchange value, Wieser argues, will be disturbed. In other words, the
exchange rate of the two commodities in the market does not show itself to be the
estimation of both parties merely from the marginal wutility. In this rate there
mingles purchasing power with marginal utilities. If one party is richer than the
other, the richer one will evaluate luxuries with higher marginal utility; while, on
the other hand, they will evaluate necessities with less marginal utility: so Wieser
thinks that “exchange value disturbs economic symmetry, magnifying the small
and reducing the great.” Or, to say it more clearly, exchange value cannot stand
as the true representative value, because there exists the question of distribution.

In addition, Walras’ theory is based upon the conception that utilities are
commensurable. It is based upon the supposition “that a hedonic or egotistic cal-
culus is effected, consisting of commensuration of the good and evil, the pleasures
and pains, the increments and diminutions of vitality, the greater and lesser in-
terests, the satisfactions and the sacrifices that are compared with each other.”
However, this supposition is not reliable, unless every one is put on the same
basis of equality and also unless the utility is commensurable. As mentioned
above that we are not put on the same basis of equality nor are utilities commen-
surable, Walras’ theory, therefore, will be hardly applicable to our society.

6.From the above, it seeems necessary that the marginal utility school, being unable
to meet so much criticism, begins to abandon the utility concept and turn to the
rescue of the mathematical school in which Cournot has stridden far ahead of
those of the marginal utility school. Cournot has already remarked that to lay the
foundation of the theory of exchangeable value, we should not accompany most
speculative writers back to the cradle of the human race; we should undertake to
explain neither the origin of property nor that of exchange or division of labor.
What we shall is but a single axiom, i.e., that each one seeks to derive the great-
est possible value from his goods or his labor. To deduce the rational consequences
of this principle, we need data; but it is too hard for us to get these accurate data.
This urges Cournot to resort to the help of mathematical analysis. He thinks that
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‘even if this object were unattainable due to the difficulty of obtaining observa-
tions of sufficient number and accuracy, it would be nevertheless not fmproper to
introduce the unknown law of demand into analytical combinations, by means
of an indeterminate symbol; for it is well known that one of the most important
functions of analysis consists precisely in assigning determinate relations between
quantities fo which’ numerical values and even algebraic forms are absolutely
. unassignable. In other words, what Cournot seeks is to find the functional rela-
tions between price, demand and supply without seeking whether price or,
the value of a commodity, comes from utility or labor cost. Cournot simply states
that the price of a commodity, say it is a monopolistic good without cost, will he
fixed at the point where the producer will get the maximum receipts, according
to the law of demand. It is simple, yet it can avoid so much involvement in psy-
" <chological or sociclogical analysis.



