The Neoclassical Marxists

Dr. Has an GÜRAK

E - mail :  gurak@turk.net

Abs trac t

In the conte mporary economic litera ture and aca demic environments, one encounters

inc reas ing inte rest in the role assigned to human skills a nd ne w te chnologies to interpret

ec onomic incidents a nd formulate viable de velopment polic ies. In other words, the re se ems

to be a shift in interest from unrealis tic ass umptions and mechanical re lations of inte ractive

robots i.e., homoeconomicus, in an artificially create d world to ^rea l~ e conomics as it

opera tes. Unfortunately, be cause of the worldwide ideological dominance of the

s ophisticate d Neoclassica l economic models, many a tte mpts take place within the same

ide ologic al framework, just as in the case of Lucas and Romer. The ^ Holy Grou nd a nd the

Foundation Stones~ of the doctrine are hardly ques tione d.

Being loya l disciples of the dominant ideology, Lucas and Romer introduced two new

approaches independe ntly to the ec onomic growth with educa ted human  resources (human

ca pita l, as they ca ll it) at the c ore of ana lys is. Overlooking the me chanical a nd unrea lis tic

relations in the res pective models, the s triking common feature is the major role attribute d

to human res ources. And this ^striking~  common feature leads to a ^striking~ rese mbla n ce,

not only to one a nother, but rather to Marx, the great ide ological enemy of the Neoclassical

doctrine.

Luc as and Rome r s eem to be ^late nt~ Ma rxists.

Septe mber -  2000

1

I ntr oduction

For Marx and many other economists in his time and before, one wa y or  another, labor ˘

(power) was the origin of all value crea ted, given the natura l resourc es. Nothing could be
produce d without the contribution of labor. Thus, eve ry commodity  produced could be
reduced to the labor time spent on the gifts of na ture. As Will ia m Petty asserted: labor was
rega rded as the father of (material) wealth, while the earth its mothe r. (in Ma rx,Vol.

I,pp.133 - 134)

With the ris e of Margina list theory in about 1870s, howe ver, the approach to the status of
la bor began to cha nge radic ally. Ideologica l struggle against M arxist claims had provided
premis es for new attempts whic h claimed to escalate the economics to the ^objective~
scie ntific levels just like the Newtonian physics. Economics ought to be as scientific as, for
insta nce, astronomy  in a nalytical precision and prediction. Indeed, the a tte mpts have
s ucceeded in making economics a ^pure ~ science c ommonly known as the Neoclassical
ec onomics. But, unfortunately, only at the e xpens e of drifting away from the real world
and actual tra nsact ions that ta ke plac e. As the Nobel Prize La ureate Rona ld Coase once
s tated, ec onomics became a subject for the ^blackboa rd economics ~. (Coase, 1991,p. 4)

The Newtonian phys ics has unde rgone signific ant changes since the n, but the ^imita tors ~
remaine d loyal.  The growth and microec onomic theories are still dominated by the

Neoclassical parable. As in all other parts of the Neoc lass ica l tradition, the models are
highl y abstract and characterized by unrealis tic ass umptions a nd mechanical transactions in
an artif ic ial world, as if being a sub - discipline of mathematics rather than an inter - relate d
s ocia l science.

In 1950s, ec onomic a nalys ts re - dis cove red the crucial and vital role playe d by the
te chnological change, but only as a n ^exogenous ~ factor in the growth process. Being an
exoge nous factor, as if coming manna from hea ven, its source was unknown. An ^invisible
and mys terious~ ha nd was introducing the technologica l c hange now and the n and
disappe aring aga in without trail.

H. Gürak ˘  Neocl as si cal M arxi sts, YK - Econo mic Revi ew, June -   2001

2

Enlighte ned from the studies a nd thei r shortcomings of economists in 1950s, s ome

prominent scholars began to focus their analysis on the differentiated qualities of human

res ources in the 1960s and 1970s. It was fashionable to point out to the s ignificance and

contributions of knowle dgeable l abor force, yet under the labe l " human CAPI TAL ",

instead of " human LABOR " although the qualified and unqualified labor cons titute the

two sides of the sa me medallion. This approac h a rtificially se parating the ^Human Capital~

from the res t of labor force se ems to be the maj or ca use of confus ion and/or

misinterpre tation of ma ny iss ues related to theories of growth or de velopment, among

othe rs.

By the wa y, why is it called Human Capital ?  Why not  ^Intellectual Labor~ or  ^Mental

Labor~? Could it be because of ide ologic al clas hes?  A heritage from the Cold War Era?

Nowa days, a grea t number of ec onomists  acknowle dge that technologica l change and/or

huma n s kill deve lopme nt a re irreplacea ble (in fact, inse parable) components of growth

process which s hould not be le ft outside the system.   The works of Luc as and Rome r are

clear e vidence of this new process, a lthough still within the framework of tra ditional

para bles. In line  with new de velopments in growth theory a ttributing increasing credits  to

huma n s kills  a nd/or t ec hnological cha nge, ens uing outc ome was  s ome ine vita ble

modifica tions  in the Neoc lass ica l parables  of growth the ory. Meanwhile, the ^Holy

Ground~ of microeconomic theory wa s still being kept safe from the  infiltration of key

concepts like  ^Intellectual La bor~ (Human Capita l) and ^Technological Cha nge~, exce pt

for s ome unnotice d or ignored attempts (Gürak,1991).

In the following sub - chapters, we sha ll take a close r look at the works of Lucas and Romer

with more emphas is on the latter schola r due to the pro per weight ass igned to

^ tec hnological change ~ in the growth process. Acc ording to the asse rtions indica ted in

previous works, any argument of growth is bound to be sterile unless it is base d on

te chnological change (Güra k, 1999, 2000 - a, 2000 - b). The contri butions of Lucas and

Rome r point out to human la bor (c apital) as the most importa nt fa ctor in their endogenous

grow th theory  models. The s imila rities in s ubstance of thes e two prominent schola rs to

the ideological ene my Marx are ra ther striking.

H. Gürak ˘  Neocl as si cal M arxi sts, YK - Econo mic Revi ew, June -   2001

3

Lucas

In 1 988, the Nobel La ureate Lucas, one of the able minded and promine nt scholars of

Neoclassical heritage, cons tructed a ^ mec hanic al ~ model e mphas izing the human capital
forma tion as a n endogenous fac tor of growth and a ttributing a dete rmina nt role to it.

Acco rding to the Sections 4 and 5 of the model, human capital accumulation  through
schooling and le arning - by - doing,  respe ctively, was pointed out as a n alternative  ^ engine
of gr owth ~ to technological c hange . Not only growth, Lucas claimed, but a ls o ^re lative
p rices are direc ted by the human c apital e ndow ments ~ (Luc as, 1988,p.29).

The Mechanical M ode l

By ^ mec hanical~, Lucas me ans a mode l of ec onomic developme nt analyzing an ^ artificial
world ~ populated by ^ inter active r obots ~ as Neoc lassica l economics normally  does. The
mode l must be appropriate to put on a c ompute r and run. The re leva nce of s uch a model to
the real world is, obviously, of minor importance.

Luc as begins his analysis with the assessment of standard Neoclass ic al growth theory
emphasizing ^phys ic al capital accumulation~ and ^ tec hnologic al c hange ~. He asks the
ques tion whether the typical Neoclassical growth model has  bee n adequate to ac count for
growth and the c onclus ion is  negative (Lucas,1988, p.6).  ^ By assigning so great role to

`tec hnology´ as a s ource  of grow th ~, c laims Lucas, ^ the theor y is obliged to assign
corres pondingly minor roles to e verything els e .~ (Lucas,1988, p.15).

The n, he cons ide rs two adaptations to the standard model to s tudy the effects of human
ca pita l acc umula tion.  The purpos e is to point out to ^ an alternative, or at le ast a
comple mentary, engine of grow th to the tec hnological c hange .~ (Luc as,1988, p.17).  To
do this,  he adds  ^human ca pita l~ to the s tandard model. First,  he focus es  on a one - sector
mode l in Section 4 with two ki nds  of ca pita l; physical and human ca pita l. The latter
implies ^ gener al s kill level ~ acquired through s chooling. The only exoge nous factor is  the
rate of popula tion growth.

H. Gürak ˘  Neocl as si cal M arxi sts, YK - Econo mic Revi ew, June -   2001

4

Wha t is to be c oncluded from his  exe rcises?  ^ Though the mode l of Section 4 s eems

c apable of accounting for  average  rates of grow th ~,  says  Lucas,  ^ it c ontains no forc es

to acc ount for divers ity over countries and over  time within a c ountry .~

(Luc as,1988, p.40). In other words, it says rather little about the rea l world.

In Section 5, in the  second adaptation to the sta ndard Ne oclass ical growth mode l,  Lucas

focuses  on ^ s pe cialize d human c apital acc umulation ~ through lea rning - by - doing.  In

othe r words,  all huma n capital accumulate d is s pecific to the  production of pa rtic ular

goods . Technolog y a nd prefe rences are give n and relative  pric es  are  dic tated by the human

ca pita l endowme nts. ^... w hich goods ge t pr oduce d where  will also dictate each

country´s  rate  of human capital grow th .~ (Lucas,1988, p.40).  The c onclus ion is, ^ .... this

acc ount of cro ss - country differe nces  does  not le ave r oom for  within - country

changes .~ (Lucas,1988,p.41).

As me ntione d a bove, the human capital acc umulation  to which the ca pita l and output

adj usts e ndogenous ly is cons ide red as a n alternative e ngine of growth to tec hnolo gy .  The

concept of human capital refers  to the e ducated / traine d part of the wa ge / salary e arning

la bor force,  ha ving rather distinctive  features  from inves tors’ capital . As  the mode l

indicates, Luc as ´s growth process, e.g., inc reased value - gene ration, o cc urs in accorda nce

with huma n capital ac cumulation. In other words,  more educa ted/skille d labor force

implies higher rate of growth.  Give n these dis tinctive features of the la bor force  in growth,

the n one is  e ntitled to ask: Wha t is the diffe rence between  Marx who claimed that all value

is genera ted by the  labor power and Luc as  who claims the engine of growth,  thus va lue

gene ration, is ca use d by human ca pita l?

Is Luc as a latent M arxis t?

In spite of the key role  a ttributed to " Huma n Labor" , Lucas fails  t o se e any correlation

between huma n c apital a nd tec hnology (productive knowledge) and s tates, in his

me chanical model, that technology and its level and rate of c hange is ^something whose

deter minants  are  outside  the  bounds  of our c ur rent inquiry ~.  And thi s  standpoint

ma kes  him less  interesting a nd relevant for us, as  productivity growth due  to tec hnologic al

cha nge whic h is  the produc t of intellectua l labor, is  the  major hypothesis  of this  pape r (see

H. Gürak ˘  Neocl as si cal M arxi sts, YK - Econo mic Revi ew, June -   2001

5

Gürak,2000 - a and 2000 - b). But,  give n the fea tures of his  model,  Luc as ea rns to be  ca lle d a

^ Neoclass ic al Marxist ~.

Romer

Rome r (1990), who introduce d a new dime nsion to the  theory of growth of Ne oclass ic al
heritage, s ee ms to have a more  realis tic  approac h to growth for his model e mbodies
te chnological change  a s  an endogenous  input. At last, technology is ac knowledged as an
endoge nous factor of growth, something tha t occ urs within the s ystem inc essa ntly
inc reas ing the s tanda rds of living.  After having asked the  ac curate question : ^Wher e is the
dis cuss ion of inno vation, invention, dis cover y and tec hnic al progr ess ?~ , Rome r
s ugges ts  tha t; ^the mos t impor tant job for e conomic policy is to create an institutional
envir onme nt that s upports  technologic al change.~  (Romer, 1994). Becaus e; new ideas
produce new products, n ew markets and increased standards of living.

In spite of its path brea king contribution,  Romer´s  endoge nous growth model with
te chnological cha nge at the core of growth process, fails to reflec t actua l relations on many
accounts, in addition to its theo retica l s hortcomings . Inevitably all e conomic the ories  are
an abs trac tion from reality, but the na ture and exte nt of abs tra ction as we ll as of
tra nsactions are of vital importa nce to properly unde rstand the na ture of relations  of the
rea l world tra nsa ction s  and to be able to design fruitful ec onomic  polic ies.  Unfortunate ly,

Rome r´s model,  although a further a dvance d version of the Neoclassical parable, fa ils  to
embrace importa nt factual ingre dients s uch as the psyc hologic al, his torical,  institutional,
cultu ral a nd tra ditional as pec ts  of human relations.  But, above  all, it lac ks  a theory of
value and price based on te chnological change  as the foundation s tone of a growth
mode l. In other words,  Romer’s  model is not bas ed on, nor does it offe r, a value/price
th eor y c har acter ize d by technologic al change . It would be  more fruitful if Romer ha d
s tarted with the question: ^Where  is  the  disc ussion of innovation, invention,  discovery
and te chnical progr ess I N VALUE - PRI CE THEORY?~.  In the  absence  of suc h a
value/price  theory,  all new theoretical a pproaches are bound to be s te rile.

Nevertheless, we will take a close r look at the model.

H. Gürak ˘  Neocl as si cal M arxi sts, YK - Econo mic Revi ew, June -   2001

6

The Role of Knowledge

In Romer´s own words (1990, p.84), (produc tive ) ^ know le dge ~ ente rs into production in

two distinct ways  in the f orm of ^ new des igns ~;

                                     1 -  as a ne w good to produce output; and

                                     2 -  as a ddition to the s toc k of knowledge which increas es the productivity of

                                                            ^Huma n Capital~ in the res earc h sec tor.

The former (1 - ) refers to ne w capital goods in Neoc lassica l jargon and c ould im ply that;

                                     (a)  " existing goods " are produc ed by "new" capital goods  (me thods of production),

                                                            thus ignoring  " new " goods ; or

                                     (b)  "ne w goods"  are produced by "new" capital goods  (me thods of production),

                                                            implying that existing  goods  are produced with existing methods o nly; or

                                     (c)  "new" cons umer goods are  identical with the " new" capital goods; or

                                     (d)  "ne w" designs imply both (a ) and (b), i.e., new capital goods  are use d in the

                                                            production of both, existing (consume r) goods  (increase d micro productivity) as

                                                            well as of new (c ons um e r ) goods (inc reased ma cro productivity).

Since  " ... all the r esearc h is  e mbodie d in capital goods " (Rome r,1990, p.99),  the re is

obvious ly no res earc h, thus no ne w designs, in consumer (final) goods s ector. This

ass umption introduces  some c omplications  and  drags us  to a  new para ble. If (a) is meant,

the n the re is a limit to growth and Romer would be contra dicting hims elf. If (b), then (a) is

ignore d and  a more proper e xpression would be that " knowledge ente rs into new des igns;

1 -  as a ne w good to produce " ne w " output.." (compa re with 1 -  a bove).

If (c) is mea nt, the n it would be a strange world with strange goods. It is likely tha t Romer

had alternative (d) in mind, but he gives no clear clue in this direction.

In addition, and more  importantly,  Romer fails to inc orporate  the  e ver growing s ervice

sector  activities  into his growth model, unless he means  tha t goods  (tangibles ) cons is ts  of

both, tangibles and non - ta ngibles (!? ). But these two are not identical.

Rome r´s express ion: " A new des ign als o increases  t he total s tock of knowle dge and

there by increases  the productivity of human capital in the research sector ."

(1990,p.84), indicates  ne w additions  to the existing pool of knowledge  in te rms  of

H. Gürak ˘  Neocl as si cal M arxi sts, YK - Econo mic Revi ew, June -   2001

9

Being an able minded schola r, Romer ce rtainly was not una wa re that the labor forc e and
the human capital we re not two separa te fac tors but part of the sa me me dallion s up plied
jointly. But, nevertheless, he does not hesitate to ma ke this serious mistake, treating the
two as if two distinct fac tors in his analysis.

Why ?  Is it because he cannot free hims elf from the chains of Neoc lassical par ables ?

Le t us  go bac k to the four inputs of production and e xamine them clos ely.  Inputs  one  and
two, la bor a nd human capital,  a re the two inse parable parts  of the s ame medallion, the
la bor force,  and Romer admits it,  too. The  fourth input, the le vel of technology, refers to
the  le vel  of e xisting stock of knowle dge.  This pool of knowle dge is produc ed by the same
input s tated a bove (human c apital) which cons titutes  a part of the labor force (Gürak, 1999;

2000 - a; 2000 - b). In other words, knowledge is produce d by the e ducated la bor force

( huma n capital) ass is ted by the eye  a nd ha nd c oordination of a body.  Bearing this
distinctive fe ature  of la bor force in mind,  it would, probably,  be more appropria te to study
the labor force in two sub - ca tegories;

                              a)  me ntal (intellectual) la bor, and

                              b)  ma nual ( phys ica l) labor (Güra k,1993).

By doing s o, we would come to the inevitable c onclus ion that the le vel of te chnology , the
fourth input, is, in fa ct,  a produc t of the  labor forc e, the intellectual output of human
mind .

Now we ha ve only two bas ic inputs of p roduction left, instead of the initial four;

                              1 -  the labor force (human res ources, qualifie d and unqualifie d); and

                              2 -  ca pita l goods.

But there is more to it.

In a n intervie w with J oel Kurts man for the Stra tegy and Bus iness  (1997,  1. quarte r), Romer
says  that ^ ... the law of conservation of matter and energy s tates we have essentially
the s ame quantity of things  we have always  had .~  It mea ns that wha t we bas ically do is
ta ke these physically same quantities of things,  i.e., the ra w materials, and rea rrange them.

In othe r words,  all kind of goods , including all kinds  of inputs and outputs a vailable, a re
re arranged (tr ans forme d) raw mater ials . In transforming them, we make use of the
me ntal and manual la bor as  well as  the inte rmediaries of production, c apital goods , which

H. Gürak ˘  Neocl as si cal M arxi sts, YK - Econo mic Revi ew, June -   2001

10

are  themselves re arrange d raw materials by the labor forc e. Therefore, one c an eas ily

claim, like William Petty, Ma rx and Mars hall did long time ago;

the re are only two fac tors of production; labor and nature  (Gürak, 1993).

Is Rome r to a lesser deg ree Neoclassic al Marxist tha n Lucas with regard to his growth

mode l base d on knowledge  produce d by the labor force?

H. Gürak ˘  Neocl as si cal M arxi sts, YK - Econo mic Revi ew, June -   2001

11

Conc ludi ng Re marks

The  fundame ntal common shortcoming of both Luc as  and Rome r is  the fa ilure  to initia te
the ir arguments  on a ^Value - Price The ory~ which contains te chnological change  a nd
huma n s kills. And this failure makes them deve lop their works  on the loose ground and
draw infere nces  suitable to the  ^ parables ~ but fall rathe r s hort of explaining re al eve nts.

One does not need to be ve ry c le ver to disc over this. Take  the ir analysis to a ny
entreprene ur a nd ask him to comment with re gard to actual ec onomic  transactions.  The
res ult might come as a  surprise to many ^ aca demic~ e conomists but not to entreprene urs
and to economists dea ling with pr ac tical issues.

I disagre e with Marx on ma ny critica l as pec ts, but have to admit that his  approac h,
es pec ially with regard to the acade mic  de velopment stage  of ec onomics in 19
th

 century,
seems to be more rea lis tic tha n his conte mporary followers, the Neocl ass ical ^late nt~

Marxis ts. Yet,  the Ne oclass ic al Ma rxis ts  ha ve one  ve ry c ritical as pec t in c ommon with
the ir mas ter;

the source of all value generated is the labor power.

H. Gürak ˘  Neocl as si cal M arxi sts, YK - Econo mic Revi ew, June -   2001

12

References

Gürak, H.   (1993)   An Alternative Price Theory

                                                   Unpublis hed Post - Doctora l Thesis prese nted to the

                                                   ^Evalua tion Commission for Upgrading to Ass ociate

                                                   Professors hip~ at Bos phorus Univers ity.

   (1999)   On Productivity Growth

                                                   YK - Economic Review , Dec, Vol.10, No:2, Is ta nbul.

(2000 - a)  Ec onomic Growth a nd Produc tive Knowle dge

  YK - Economic Review , June, Vol.11, No:1, Ista nbul.

(2000 - b)  9HULPOLOLN�$UWÕúODUÕ�3URGXFWLYLW\�*URZWK�

Ver im lilik Dergisi , Eylül - Ekim, M PM, Ankara.

Luc as, R.   (1988)   On The Mec hanics Of Economic Development.

     Journal Of M one tar y Econom ics , July, 1988,342

Marx, K.   (1976)   Capital,  Vol. I

     Penguin Bo oks.

                                                 (1977)   Capital,  Vol. II

     La wra nce & Wis hart, London.

                                                 (1981)   Capital.  Vol. III

     Penguin Books.

Rome r, P.M.   (1990)    "Endogenous Technologica l Change"

    Journal Of Political Economy , Vol.98, October.

Ronald Coase   (09 - 1 2 - 1991)   ^The Ins titutiona l Structure  of Production~

                                                                                                Nobe l Le cture,  The Royal Swedish Academy of Scie nces.