William Stanley Jevons (1835 – 82)


BACKGROUND

- Academic (Manchester and London) and administrator

- Published theoretical and practical economics (e.g., currency, business cycles) as well as logic and statistics

- the first to publish the modern presentation of the marginal utility theory of exchange in a  paper given to the Cambridge Chapter of the Association of Science in 1862
- his historical achievement (like Menger) consists not in discovering marginal utility but in erecting a theoretical structure upon it.

- His main theoretical contributions to economic theory are found in The Theory of Political Economy (1871) and this date is often given for the start of the “Marginal Revolution”

- Criticized cost of production theories of value, particularly labour theories of value

- Criticized English Classical economics (Ricardo – “that able but wrong-headed man” - and J.S. Mill) except for a few authors, such as Bentham and Jennings, and viewed French economists, such as Say and Cournot, more favourably

- He had little direct influence on theoretical developments in economics despite his contributions because 
1) He ‘never properly worked out his theories’ (Schumpeter) 
2) He had no students
3) Marshall was critical of Jevons and disparaged the ‘Jevonian revolution’

METHOD

- recognizes induction (reasoning from observed particulars to a general law) and deduction (reasoning from a general law to a particular result) as interrelated in all inductive sciences

- the “science of economics, however, in some degree peculiar, owing to the fact … that its ultimate laws are known to us by intuition, or, at any rate, thay are furnished to us ready-made by other mental and physical sciences”.  One then deduces results from this axioms.
=> Jevons does not reason from induction of observed behaviour but from intuitively or otherwise immediately known behaviour to deduce economic laws.

e.g. 
1. proposes that economic history be studied as sociology not economics
2.
criticizes Cournot for his interest only in the relationships between variables (e.g., P and Q) observed in the market
” Cournot did not form any ultimate theory of the ground and nature of utility and value”
”Cournot does not recede to any theory of utility, but commences with the phenomenal laws of Supply and Demand”

- insisted that economics “must be mathematical simply because it deals with quantities”

- statistical analysis of observations is a means of testing theory and estimating subjective behaviour

UTILITY

- “value depends entirely on utility”.  Jevons thought that this was a revolutionary step

- began with Benthamite utilitarianism, i.e, the calculus of pleasure and pain
(i.e., humans are attracted by pleasure and repelled by pain => maximizing social welfare is maximizing pleasure and minimizing pain) 

- Jevons treated utility as

1.
A psychological fact known through introspection

2.
A relation determined by the person’s interest in the commodity not by the commodity alone
”utility, though a quality of things, is no inherent quality.  It is better described as a circumstance of things arising from their relation to mans’ requirements” 

3.
A quality capable of producing pleasure and pain

4. 
Distinquishable into ‘degrees of utility’ [marginal utility] and total utility

5.
‘Degree of utility’ was a function solely of the quantity of the commodity possessed by the person
Degree of Utility = f(Q)
’Final degree of Utility’ is “the degree of utility of the last addition, or the next possible addition of a very small, or an infinitely small quantity of the existing stock”

6.
Infinitely divisible (as is Quantity) => calculus

7.
The ‘final degree of utility’diminished with quantity
”The final degree of utility is the function upon which the theory of economics will be found to turn”
”We may state as a general law, that the degree of utility varies with the quantity of commodity and ultimately decreases as that quantity increases”
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8.
Disutility was defined as the negative of utility
- basic wants are perhaps satiable but not higher wants

9.
Measurable
- “not as felling but as observable behaviour”
”It is from the quantitative effects of the feelings that we must estimate their comparative amounts”. Note that he does not assume a subjective measurement of utility
- the introspective nature of utility implies the impossibility of interpersonal comparisons of utility
Although Jevons sees “no means” “to compare the amount of feeling of one mind with that of another”, he does think that we can detect ‘tendencies’ in the ‘average of multitudes’

These utility axioms lead to the Equimarginal Principle
i.e., maximum satisfaction [equilibrium] “ from different uses of the same commodity “amounts to saying that eh increment of commodity would yield exactly as much utility in one use as in another” 
i.e.  FUuse1 = FUuse2
EXCHANGE

Ratio of Exchange

- The ‘ratio of exchange’ “of any two commodities will be the reciprocal of the ratio of the final degree of utility of the quantities of commodities available for consumption after the exchange is completed”. 
FUx/FUy for trader A = Qy/Qx = FUx/FUy for trader B
- ‘equilibrium’ occurs where ‘an infinitely small amount of commodity exchanged in addition, at the same rate, will bring neither gain nor loss of utility” 

- Jevons primarily demonstrates this algebraically but does give a graph “though it is hardly possible to represent this theory completely by means of a diagram”

- He demonstrates the equimarginal principle for one individual who maximizes expenditure on two different commodities. 

- 
FU (Final Utility) of corn as a function of the Quantity (Q) of corn is represented from the left with FU on the left vertical axis and Q on the horizontal from left to right

-
FU (Final Utility) of beef as a function of the Quantity (Q) of beef is represented from the right with FU on the right vertical axis and Q on the horizontal from right to left

-
‘Let units of both commodities be represented by equal lengths: then the little line a’a indicates an increase of the first commodity, and a decrease of the second.” “Assume that the ratio of exchange to be that of unit for unit”
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-
If the individual trades beef for corn in the amount a’a (i.e., gives up a’a beef to gain a’a corn), the individual gains utility a’d’da and loses utility a’c’ca.   The individual will therefore continue to trade beef for corn until they reach point m quantity of corn (from the left) and quantity of beef (from the right).  At this point, any further trade would reduce total utility.  At m, we see that FUcorn = FUbeef.

[Note that there is no discussion of the cost of either commodity. In fact, Jevons argues that cost is irrelevant but he only gets this result because he assumes the existence of amounts of beef and corn]

- Jevons then applies this analysis of individual exchange to exchange between two individuals (or trading bodies) by letting each individual possess a different commodity.  He assumes that isolated exchange (i.e., between two individuals) yields a unique exchange rate ratio.  [He forgets that two individuals do not have the same final utility functions.  If they have different final utility functions as in the graph below, the intersection of FUs for one individual would probably differ the intersection as the intersection for the other individual.  This would give a different optimum Qy/Qx for each individual and there would not exist a unique ratio of exchange.  We will see that Menger recognizes this in his understanding that there is a range of exchange rations between two individuals] 
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- 
Jevons then generalizes this isolated exchange between two individuals to the market through the use of two devices

- ‘Trading Body’ – ‘ any body of buyers and sellers’
- i.e., an individual or collection of individuals considered as an individual.
- used by Jevons to apply his theory of isolated exchange between two individuals to society as a whole by aggregating individuals into a trading body

[Note:

1. 
There is no explanation of how a trading body aggregates the final utility of different individuals except to suggest an average tendency.
=> violation of his dictum of no interpersonal comparison

2.
The Trading Body obscures the competitive process by reducing all exchange to competitive exchange. ]

- ‘Law of Indifference’
- “ in the same market, at one moment, there cannot be two prices for the same kind of article”
=> “the last increments in an act of exchange must be exchanged in the same ratio as the whole quantities exchanged” 
i.e., Qy/Qx = dQy/dQx
- later economics (e.g., Walras) criticized the Law of Indifference as a clumsy expression of the price taking in the competitive market

DISTRIBUTION

Rent 


- similar to Ricardo (i.e., differential)

Labour 

- Jevons denied that labour time created value.  Labour may determine value only through the scarcity determination of final degree of utility
=> ‘Catena’
Cost of Production determines Supply
Supply determines Final Degree of Utility
Final Degree of Utility determines Value

- He believed that Smith’s idea that ‘toil and trouble’ was the real cost of labour was substantially true

- “Labour will be carried on until the increments of utility formany of the employment just balance the increment of pain”

- labour supply is defined as the quantity which equates the marginal utility from the product for the worker with the marginal disutility of the pain of working 

- no theory of wages since there is no discussion of the demand for labour and only a discussion of individual labour supply

- Capital
- defines (as in Ricardo) capital as the funds advanced to sustain direct and indirect labour during production
- assumes that the productivity of capital is a function solely of the time involved in producing and marketing the commodity
-> an increase in the production period will increase the product value by a given amount
-> Interest = Increment of Value/Increment of Capital


- 

