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1

Introduction: Why Write About Value
in the Context of National Accounts?

The purpose of combining national accounts and the theory of economic
value is explained in this chapter. The main argument is that the concepts of
a theory should comply with the standards of their measurement, which in
economics are those of accounting.

A book is written to promote knowledge and truth, but it will open minds
only if it is entertaining. Thus, dear reader, my wish is to entertain you.

Value theory tells us what is good and how good it is, what we appreciate
and why, and that all these value judgements are actually measured in our
economy and how this is done. What is wealth, and what is well-being? Why
are we willing to spend money on something, and what is really spent if
money is spent? Economic and moral questions seem to be inseparable in
practice.

There are some conflicts between statistics and economics, conflicts such
as the one exemplified by a famous hunting conundrum:

If 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 product of one day’s or one
hour’s labour.

This law of value is from Adam Smith (1776), the founding father of our
economics science.! As economists, however, we have been trained to reject
this thesis, or more precisely to accept it only on the condition that the
average cost equals the marginal cost of hunting these animals and this in
turn equals the marginal utility of eating them. This value theory is firmly
established in first-year economics. However if you want to put the theory to
statistical test with the help of the national accounts, you may find the price
of the beaver and the price of the deer in the accounts, but there will be no
reference to marginal cost or marginal utility to explain them. You may even
find that the prices are estimated on the basis of hours worked without any
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knowledge of marginal cost or utility conditions. More generally, it seems
that the national accounts do not submit to the marginal theory of value,
and it may be entertaining to investigate this.

As scientists we have been trained to view measurement as a means of
providing objectivity. A measured figure is true and provides knowledge, we
are told, unlike value judgements, which are immeasurable. Thus to say that
a beaver should cost twice as much as a deer is rejected as a scientific
statement because it is a value judgement. But if in the process of establish-
ing a national price for beaver the price observer, on her or his visit to the
butcher, finds the beaver to be of much lower quality than before, and acts
accordingly, is that not a value judgement? The interesting question here is:
what has economic theory to offer in respect of the norms and objectivity
that are involved in measuring an economic figure? National accountants
have come to the point where they politely say ‘Not much’.

Since the most satisfying way of entertaining an audience is through
beauty, this book also makes an effort in that direction. The beauty of a
theoretical construct is its simplicity. To be able to prove that a number of
consumers with individual preferences and a number of producers of differ-
ent goods and services can be joined in a common equilibrium of quoted
prices and quantities produced and consumed is a beauty of intellectual
insight that has stimulated the advancement of microeconomic theory in
many directions. In a similar fashion, this book endeavours to reveal the
beauty of the national accounts —, contained in their axiomatic reconstruc-
tion - and to advertise it to the general economist.

It must be said — and deplored — that the disciplines of economics and
national accounting have parted. At the beginning of the national accounts
project many great theorists put their minds to the national accounts,
and helped to bring them to life but today the topic is almost forgotten in
economic research and teaching. It is treated as purely technical and of
no further theoretical interest. This is practical in many respects, but in
the field of value theory the discrepancies are too strong to be left
unattended.

It so happens that there is only one laboratory for the economist — the
current economy — and there is only one tool for measuring the latter — the
national accounts. So any economist who wants to use figures must use
the national accounts. Whatever theory of value economists have in mind
or want to prove when working with such figures, they are constrained to
the meaning that national accountants have imposed on them when trying
to make a representation of the economy that can be called true. Not to
understand the operations through which the numbers have been estab-
lished is like standing in a kitchen and seeing how much of a substance is in
a jar, but not knowing what that substance is. Public discussions of a green
national product or the government deficit have largely been nourished by
such lack of understanding.
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The 1993 SNA (the system of national accounts adopted by the five major
international economic organisations), with over 700 pages, is an intractable
piece of work and far too heavy to take to an economic conference. But at
the same time it is the edifice within which every economic phenomenon is
housed, and will continue to be housed in the future. It will hardly be fully
read or understood by any one person, but it will provide the basis of study
for many. And it has a silent message: it hints that the microeconomic
theory of value is insufficient for guiding and interpreting the national
accounts.

What is unsatisfactory about the microeconomic theory of value for
national accounting? It cannot be lack of beauty, because the general equilib-
rium model is as beautiful as Euclidian geometry. The difference between
the two is that the latter incorporates a prescription for measurement
whereas the former does not. Rulers and compasses are handed to students
of geometry from their first day. Microeconomics, however, does not even
deal with cardinal numbers, much less provide the tools to establish them.

The disappointment of national accountants and statistical practitioners
with the microeconomic theory of value derives from the failure of its
concepts to operate at the macroeconomic level. Let us look at two cases in
point. The microeconomic model is based on the concept of a fully homo-
geneous commodity. This means that wheat in Chicago is a different com-
modity from wheat in New York, and that wheat today is different from
wheat tomorrow. Applying this idea to the national accounts makes meas-
urement virtually impossible. The accounts are based on the assumption
that these four microcommodities are actually a single commodity observed
under different circumstances. Otherwise there can be no aggregation in
space or over time. Another problematic concept is that of money. Money
is not needed to define value in microeconomic theory, as value is defined
only in terms of relative prices. Money works simply as a numeéraire and can
be replaced by any other commodity. There is no explanation of the absolute
price of a commodity on the market. But absolute prices are what statisti-
cians find at their commodity outlets, and what they must explain. They
need a value theory of absolute prices.

Where, then, are we heading in this book? Let us point the way with an
analogy. When in the eighteenth century the science of mechanics tri-
umphed over religion the French mathematician Laplace proposed an ideal
of mechanics. If one could determine the location, g, and momentum, p, of
all particles of matter one would be able to predict the future of the world.
The general equilibrium model is of the same ilk, with the quantity ¢, and
price, p, of an almost infinite number of commodities determining the state
of an economy. Physics subsequently turned to thermodynamics, where new
variables such as pressure, volume and temperature were defined for the
macro level of investigation but had no meaning for an individual particle.
In a similar way practical economics has turned to the national accounts
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statistics to measure and define its macro variables, and it is not evident that
micro variables have a place there. At any rate, it is appropriate that the
theory of value should follow suit.

Fortunately we are not alone in this endeavour. We need not postulate a
new theory, merely recover what others have crafted before us. The micro-
economic theory of value followed on the heels of classical value theory,
which has since lived in the shadows of the theoretical mainstream. The
striking conceptual departure with which the marginalist theory of value
buried its predecessor is captured by another famous quotation from Adam
Smith:

The word value, it is to be observed, 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 in use’; the other ‘value in
exchange’. The things which have the greatest value in use have fre-
quently little or no value in exchange; and, on the contrary, those
which have the greatest value in exchange have frequently little or no
value in use. Nothing is more useful than water but it will purchase scarce
anything; scarce anything 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.?

Before we decide whether this paradox be explained by Gossen’s laws, let
us pose a question. In what units is the comparison made? Can we generalise
the above to other commodities and ask, for example, whether flowers have
greater purchasing power than flour, or bricks have less purchasing power
than beds? Generally speaking, is it meaningful to compare prices between
goods and describe them as lower or higher, given that each price refers to a
different physical unit? This is the reason, incidentally, for which the micro-
economic commodity space cannot really be called Euclidian. As each
dimension is subject to a different unit of measurement, the space lacks
dimensional homogeneity, so the Euclidian concept of geometrical distance
does not apply.

We shall investigate the above questions later in the book. Suffice it here to
say that the possibility of two different concepts of value existing side by
side, such as value in use and value in exchange, is an idea that microeco-
nomic theory does not allow and its founders were proud of doing away
with. The national accounts, however, are not only capable of but are also
compelled to employ more than one system of values. They may have some-
thing to add to, as well as drawing from, the knowledge that was exposed
intuitively, albeit less scientifically, in the earlier literature.

Going back to the theory that prevailed before the marginalist revolution
means exhuming the classical theory of value. As it has been under the
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ground for a long time, its remains may not look appealing, and a lot of
imagination and controversial interpretation will be required to piece them
together.

The principle advantage of classical value theory is that it depicts value
largely as a social relationship determined by continuous reproduction and
social norms of consumption. Classical economists could not conceive of
value existing without money, and the idea that commodities were not
homogeneous and prices were highly variable was the norm in this pre-
industrial world.

We do not intend to prove that classical theory is right and microeco-
nomic theory is wrong, just to raise a grain of doubt about some of the
charges for which classical theory was hanged in the rise to power of
the marginalist revolution. With the hindsight gleaned from today’s
national accounts, arguments that seemed convincing then have lost some
of their force today. Also, the fact that Marx is counted among the classical
theorists shall not deter us, even if he is the alleged father of the material
product system of accounts and this has been given the sack by the SNA in
the course of globalisation. Remember that our aim here is to entertain
rather than reveal the truth, although the two are not necessarily incompat-
ible.

The national accountant may find our presentation of the accounts, by
their very abstraction, oversimplistic and their interpretation not in accord-
ance with his or her own, while discerning no advantage in loading them
with what appears to be an unnecessary complex theory of value. For the
economist, who rarely probes into the national accounts anyway, the con-
ceptual finesses of the accounts will appear as statistical noise or a cloud of
smoke that blurs an otherwise lucid theory without adding anything essential
to the understanding of economic behaviour. And that a theory of value that
so beautifully convinced generations of economists should be challenged by
statisticians is likely to be regarded by economists as a sign of disobedience,
if not a lack of knowledge, rather than as a contribution to their own work.
But if theory is said to perform the task of setting up hypotheses - that is,
conditional statements linking possible premises to necessary consequences
— it is up to the statistical operation to determine whether these statements
are facts. If the concepts within which the theory is set are other than those
which can be measured in a capitalist economy, the statements have little
meaning. It is true that compliance between theory and measurement has
always been called for, but this has been a one-way exhortation: statisticians,
please follow the right road, do what theory tells you and what you have
learned at school! The entertaining point is to reverse the imperative and to
assume that statisticians know what they are doings and which concept of
value rules our economies (because they measure it), while the theory of
value is still roaming about in a pre-accounting world, needing some adjust-
ment to modern empirical techniques.
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Since this book is meant to traverse the path from national accounts to
the theory of value, its structure came naturally. It begins with a nutshell
presentation of national accounts, reducing the rules and recommendations
of national accounting to their basic principles and axioms (Chapter 2). The
first principle in a statistical enterprise is that the object of observation must
be defined. What is it that is to be measured by means of national accounts
statistics? Naturally it is the values transacted between the units of an
economy. What precisely these transactions are is the first topic to be inves-
tigated, and this will also reveal something about the values, being trans-
acted. Chapter 3 turns to the economic agents who run the economy and
transmit their value figures to the economic institutions of a society. Since it
is impossible to compile individual reports for each institutional unit, it is
necessary to classify and aggregate them in the process of data collection.
This has repercussions on their meaning. From the data on value transac-
tions between economic institutions the accountant derives information on
the value of the production of the economy as a whole, that is, its gross
domestic product (GDP). This presupposes the prior definition of a produc-
tion boundary, and as this is a controversial issue some pages need to be
devoted to unravelling the arguments. Some of the difficulties are due to the
unreasonable application of the microeconomic theory of production to
the macro level, and would disappear if a truly macroeconomic theory
were applied.

The national accounts also measure income. Here the national accounts
are more easily interpreted by means of the classical theory of value than by
its microeconomic successor. In the national accounts, national income
derives solely from national production. Asset increases due to holding
gains — that is, pure exchange mechanisms - lie outside the income
accounts. This is a Smithian rather than a Walrasian income concept. One
may hold the view, of course, that the income concept is wrong for this very
reason. But it is more entertaining to look at it the other way, and to ask why
national accountants pursue the classical concept.

Putting together transactions and institutions is principally done in nom-
inal terms. For the period and the territory under consideration there is
assumed to exist a common, homogeneous unit of accounting carrying
one and the same value through all transactions. But over more than one
period of time and for other territories this assumption is counterfactual. We
need to do accounting in real terms to enable comparisons of economic
variables over and through these elementary categories of human percep-
tion.

This issue defeats microeconomic theory, which has never managed to
provide a satisfactory recommendation for this objective of measurement,
and the issue has thus been dubbed a ‘problem’. This problem is twofold and
relates to statistical aggregation in a given classification. The index number
problem addresses heterogeneity between groups or classes (see Chapter 4)
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and the problem of quality change (Chapter 5) concerns heterogeneity
within a class, both of which are familiar to statistical specialists in price
measurement but hardly recognised by the generalists of value theory. It will
be entertaining to show that these so-called problems have been effectively
solved by the procedures used since the adoption of the 1993 SNA, if one
relaxes certain of the normative assumptions that constitute microeconomic
value theory.

Having presented the frame work of the national accounts in Chapters 2 to
5 we then discuss the insights gained into value theory. To pave the way it is
necessary to identify the differences that exist between the two theories. We
do this by juxtaposing the national accounting axioms with the axioms of
microeconomic value theory, a standard representation of which has been
achieved by Debreu. The juxtaposition of the two sets of axioms (Chapter 6)
will help clear the path to a truly macro (that is, aggregate) theory of value.
This goal can be approached in two ways. One is to apply the concept of
value directly to the national accounts when interpreting their results. This
seems a strange suggestion given that all national accounting figures are in
values. But this simple fact has not really been recognised in some of the
standard interpretations, especially in connection with the new concern of
ecological economics (Chapter 7). The other way is by means of the classical
theory of value. While it certainly cannot be said that the classical theory
holds the entire key, it contains many elements of thinking that are macro-
economic in nature, and thus provides fruit for a modern national account-
ing value theory.

There is probably no single reader with a professional interest in all chap-
ters. The enlightened reader will choose which to read and which to skip
over. National accountants may occupy themselves with Chapters 2 and 3,
price statisticians with Chapters 4 and 5, and value theorists with Chapters 6
to 8. Each will find ample material for debate. But the debate lies not within
each field, but between them. The theory defended in each field cannot be
justified by arguments from within that field, although these must at least be
plausible, but from the interconnecting fields as this is an interdisciplinary
venture. And the presentation in this introduction of two quotes from Adam
Smith was not an arbitrary choice. Adam Smith stood for unity of observa-
tion and reasoning, and in spite of the progress that has been made since his
time in terms of thinking and methods his problems are still ours, as is his
inspiration in dealing with them.

This book has not been written in one stroke. Given the complexity of the
subject matter it seemed advisable to pick out particular chapters and pub-
lish the material in separate articles in advance in order to develop and test
the ideas. The feedback from these exercises has been incorporated here. I
am grateful to Anne Harrison who read and criticised the whole book. Her
comments led to major improvements in the arrangement and ordering
of the text. Keith Povey did an excellent job in copy-editing, assuring
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accessibility not only to the professional but also to the layman in the field.
My greatest recognition goes to Nancy and Richard Ruggles, on the one
hand, and Andras Br6dy, on the other, from whom I not only learnt the
fundamentals of what is presented here, but whose continuous interest and
support of this endeavour over many years helped to overcome all obstacles.

We close this introduction with an allegory. It was half a century ago that
Richard Stone drew up his first design for the new national accounts. He was
not concerned with the theory of value, taking it for granted in its textbook
form. Piero Sraffa, at the same time but independently, developed his value
theory of the production of commodities by means of commodities, not
caring about its measurement and perhaps taking it for granted. Both were
working in Cambridge, one on the left bank of the River Cam, at the
Department of Applied Economics, the other on its right, at Trinity College.
Perhaps the time has now come to try to bridge the Cam.
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