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Abstract: As long as, taken in isolation, every theory of value is not able to provide a full
explanation of the mechanism of formation and evolution of prices, it seems inevitable a
scientific approach towards joint thesis upon which they are based. Price turns out to be an
expression of trade, which, from the point of view of the producer, is a ratio between two
socially necessary labour times.

On the other hand, if we judge it from the point of view of the consumer, we can not disagree
with the fact that the key element in assessing the value of a commodity is its utility, the
magnitude is given by the marginal utility and the price is monetary expression of its marginal
final utility.
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Introduction
To exclude any complication resulting from differences between manufacturers of the same
commodity, between the individual job times they made the merchandise, from their labours concrete
and so on, we will work hereinafter only with the notion of PRODUCER, by which we means all
producers who agree to produce and bring to market commodity that customers enter into negotiations
with a view to fixing prices, agreeing to sell goods at market price, according to labour time accepted
by consumers (and its) that is socially required.

In order to prevent difficulties linked of the differences that exist between the consumers of the same
merchandise (as regards the intensity of the manifestation of need and desire to purchase, the
circumstances in which is taking place the exchange, subjectivism etc.), we will operate only with the
notion of a CONSUMER, by which we will understand the totality of consumers accepting to
purchase merchandise at the market price, being given the level of marginal utility related to the last
unit in demand on the market.

1. An Approach at the Level of the Consumer - Producer
Even if the seller of a product often is not the producer of it (but an intermediary), and the buyer is not
necessarily its consumer, we consider (again to simplify reasoning) that the act of exchange takes
place between the producer and the consumer.

Standing on the position of this PRODUCER, there are not sufficiently convincing arguments to reject
the fundamental tenets of the labour theory of value. Therefore, we agree that the value of any
commodity is human labour time incorporated in it, the size value is determined by labour time
socially necessary for its production and reproduction and the price is the monetary expression of
value.

When the exchange act is analyzed in such a position (that of the producers), a relationship like this:
1X=yY,

(where one unit of a commodity X is exchanging on y units another commodity Y) is considered fair

by both producers only if:

T, =T,

b
sn,,

In which: T

sn, %~ sn v

- labour time necessary to produce a unit of merchandise X, respectively Y.

1
In physical units, y is the price of merchandise X, and — is the price of the merchandise Y.
y
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If the exchange relation is under the form of:
IX=5Y,

it means that the price of a nit of merchandise X is equal to 5 unities of merchandise Y and the price of

1
a unity of merchandise Y is of g = 0,2 unities of merchandise X.

Thus if as a result of the exchange the owner of the merchandise X receives 5 units of merchandise Y,
and the owner of merchandise Y remains with g unities of merchandise X, both participants at this

act will consider that the price they rely on is correct, reflected an exchange of equivalences (the ceded
abstract labour being equivalent - as size — with the abstract work received).

Marking with px and py the prices of the two merchandises, and knowing already that:
px =y merchandise unities Y

and
py = — merchandise unities X,
y
equity:
Tm = y Tvn,

Will also be written under the form:

TSI’I

7.; N - y - p x
It results the validity of the relation:

I, 1

1, v

which means that two given commodities, the price of one of them, in natural units (units of other
goods) is equal to the ratio between the socially necessary labour time of its production and labour
time socially necessary for the production of the other.

In other words, the price turns out to be an expression of trade, which, from the point of view of the
producer, is a ratio between two socially necessary labour times.

On the other hand, if we judge it from the point of view of the consumer, we can not disagree with
the fact that the key element in assessing the value of a commodity is its utility, the magnitude is given
by the marginal utility and the price is monetary expression of its marginal utility end (the usefulness
of it last unit to be bought by consumers accepted - and to be sold by the manufacturer - we could call
utility socially accepted).

This time a trade relation of the kind:
1X=yY,
will be considered fair only if:
U . =yu

X yo

where: U",U", - the marginal utility of the final merchandise X, respectively Y.

1
Ceding a merchandise unity X for y merchandise unities Y, respectively a merchandise unity Y for —

y
merchandise unities X, the lost satisfaction will compensated by the one gained, the trade will prove
again fair (this time from the point of view of the utility).
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Again, y will have the significance of merchandise price de X (in merchandise physical unities Y), and

1
— that of merchandise price Y (in merchandise physical unities X).

y
As p_ =y, from the latest presented equity it results:
u,
U‘ y px ’

y
Therefore, the price of a commodity (expressed in units of other goods) will be equal to the ratio of
marginal usefulness final and final marginal utility of the other.

So far things have been judged by the position of the manufacturer or the consumer. In reality, any
participant in the Exchange Act (except under abnormal for obtaining goods by force, fraud,
corruption, etc.) has a double quality: manufacturer (holder) of some goods (tangible or intangible)
which ensures the existence independent (for obtaining which has made an effort consuming and at
least part of its workforce) and other of goods consumer that they get through the market after
exchange of documents.

In other words, any individual faced with a price is really a consumer-producer (producer or
consumer), assessing the correctness of this equivalence not only utilities or labour consumption, but
also by directly linking to the use of labour (of the effort) with the utility. To cover a definite need any
able-bodied person has to chose between his own forces produce good having such a destination and
buy the commodity market. If on a unit of utility, consumption of labour is lower than the one devoted
on the market, there will be preferred to fill a need by self-production, otherwise preferring the trade.

In terms of commodity production, each manufacturer is but specialized in making certain goods.
Therefore, the choice between self-production and exchange can not be invoked only as a starting
point in judging the fairness of a price. As a result, judgments will be made on account of consumption
recognized as socially necessary labour commodity bartered their produce returns to a unit of utility
supplied goods purchased through the exchange.

Thus, from the point of view of the consumer — producer, a price of sale is correct only if labour time
per unit for goods transferred utility is equal to the corresponding goods acquired.

2. From the Ratio Supply and Demand to Utility and Price
The ability of a commodity to create satisfaction, meaning its utility, is what creates consumer desire
procure and consume it, the link between this demand, supply and demand / supply ratio is relatively
complex.

In principle, between utility and demand there is a report (of determination) directly proportional (the
action of other factors on the demand being excluded): the more a commodity has a greater capacity to
satisfy a specific need, the more it will be applied on market (demand for unnecessary goods being
null). Therefore, a demand for a commodity is, in particular, the expression of high utility of such
goods.

Certainly, in this context, when we talk about the utility of goods we have in mind their marginal
utility. Moreover , their marginal utility is a relative one ( the expression of the ratio of the marginal
utility of each thing itself and the marginal utility of a good standard — of the asset purchased with the
last unit of income, which is a constant):

U,
u',=—=
U',

where: u'; - the relative marginal utility of a certain merchandise i; U', - the marginal utility of the

b

merchandise i expressed in absolute amounts (in utilities); U', - the marginal utility of the standard
commodity (in utilities).
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According to the rational choice principle, consumers behave (in the market) when applying for the
goods they need, in a decreasing order of their relative marginal usefulness. As a result, a commodity,
possessing a certain relative marginal utility will surpass the consumption of each individual (and
global consumption), all goods with a lower utility, it and will be surpassed by assets with higher
relative marginal utility. Increasing demand for a certain commodity is a signal that the relative
marginal utility of it is increasing (and vice versa).

The correlation utility - demand is manifested both at the individual consumer and the entire market.
Thus, a particular consumer, holder of limited income , stops require a commodity on the market when
the relative marginal utility of the last unit of goods purchased by him falls below the commodity
located lower on its perfections scale (relative marginal utility). Overall, the demand of a good rises to
the level at which the ultimate consumer ceases to be able to find superior, in terms of relative utility,
compared to others.

As regards the supply, this one manifests (compared to demand) a certain independence for the utility
of goods. However, it would be a mistake to believe that the offer may be made of totally inutile
merchandises, or that when one is dimensioning the offer there must not test the ability to create
consumer goods satisfaction.

The demand/ supply ratio is the main factor to be correlated with utility, i.e. commodity prices.
The relationship between supply / demand ratio and price of the goods is very well known. Therefore,
we propose to further shown once more, just to see if this ratio directly affects the price (just
explaining deviations from their substance prices) or through the utility.

As already mentioned, if the demand is equal to the supply, the price is the monetary expression of the
marginal utility of the last unit required by consumers. What is the position where the offer deviates
from the application?

To attempt an answer to this question we will analyze the level of a single consumer (in case of
monopolistic markets), using data from Table no. 1.

Table no. 1 Hypothetic data regarding the relative marginal utility of a merchandise m
The merchandise amount consumed (merchandise units) 1 2 3 4
The marginal utility of the last purchased merchandise utility 50 |30 |20 12 10

The evolution of the values from the last row of the table is the result of the law of decreasing
marginal utility. We assume also that once a consumer purchases the fifth unit of commodity m, it
ceases to present a marginal utility per currency spent, higher than other goods, all production (supply)
higher than 5 units does not find its distribution. The standard utility per monetary unit chosen to
express the price it’s equal to 10 utilities.

The ratio demand - supply (which occurs when the supply is equal to 5 units of goods) will mark the
marginal utility of the last unit purchased by 10 utilities and a price10/10 = 1 monetary units (this price
is the monetary expression of the utility of goods).

At a supply level of only one unit of commodity, demand / supply ratio will be 5/1 (i.e. 5 times higher
than that of equilibrium). Naturally, the price will increase 5 times (from 1 monetary unit to 5
monetary units/merchandise unit). This price variation is but only indirectly caused by the changing
of demand/supply ratio, the direct cause constituting a size variation of marginal utility of
merchandise. Unable to obtain than the first of the 5 units of merchandise m which they want, the
consumer will have a useful utility 50’s, being willing to pay its equivalent in money. Therefore, the
insufficiency of supply (relative to demand) keeps the marginal utility of the commodity at a high
level, which justifies the high price. By increasing the supply of units of goods from 1 to 3, the
marginal utility of the last unit is reduced to 50-20 utilities, a fact that determines the reduction of the
price from 5 to 3 monetary units etc.
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Reversing the demand/supply ratio and assuming that the offer would be of 5 units, for instance, and
the demand of only 3 units of goods, the consumer would accept to buy two extra goods units if the
price would be reduced to 20/10 = 2 monetary units to a single monetary unit, the price reduction
being caused by the same decrease (from 20 to 10 utilities) of the marginal utility of the last unit of the
purchased commodity.

It results that the change of the demand / supply ratio first affects the usefulness and only then the
price of goods, presenting things as in the cases discussed before (when it is alleged theory of the
work value).

Reversing the demand/supply ratio and assuming that the offer would be 5 units, for instance, and the
demand of only 3 units of merchandise, the consumer would accept to buy two extra freight units if
the price would be reduced to 20/10 = 2 monetary units to a single monetary unit, the price reduction
being caused by the same decrease (from 20 to 10 utilities) of marginal utility of the last unit of the
purchased commodity.

3. From Price — Utility to the Balance Price
Within the current stage of development of the economic theory, in order to explain the mechanism of
forming the average price of utilities, the theory of marginal utility and the one of the balance create a
whole.

As it is known, a consumer is in balance estate when to the existing market prices, he spends the
disposable incomes in such a way that they maximize their total satisfaction.

On the other hand, prices assure the consumer the necessary balance when they correspond to equity
of the type:

v, _Uy U,
pl pZ pn
In the case of a certain merchandise m, the balance price is deducted from a equity of the form:
UV
m — k ,
pﬂ‘l
meaning that:
Ul
pm - k >

where: k — is a constant showing how many satisfaction units (utilities) can a consumer purchase with
a monetary unit income under balance circumstances (irrespective of the purchased merchandise).

As, according to the above mentioned statements, the constant k is not but the marginal utility U' of
g g y U,

the standard merchandise (of the merchandise money), it results that the price which marks the
consumer balance may also be interpreted as an expression of the ration between two last marginal
utilities: that of the merchandise in cause and that of the standard merchandise (that of money):

_ U'm
U,

Since k and U' are constant, then the price of every commodity m varies only with respect to its
e p Y y y p

pﬂl

marginal utility.

The existence of a direct proportion between marginal utility and price of the commodity makes any
increase in utility lead to an increase in price - utility. But what happens in such cases, with the
equilibrium price?

If marginal utility is interpreted as the marginal utility of the last unit of commodity m the consumer

agrees to require it on the market (before they consume the available incomes or to cover all needs),
and the manufacturer agrees to sell it, this means that it corresponds to that unit of merchandise which
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makes that the demand of the consumer find correspondence in the supply of the producer oriented
towards that consumer. In other words, the price - utility p, , the individual consumer demand (which
appreciates the last utility of the last unit of the commodity requested as being located at the
levelU',)) equals the individual offer oriented towards them. In this way, the price - turns in utility

equilibrium price, reflecting the same time:
1) Equity in demand and supply;
2) Maximum level of consumer’s satisfaction.

1) When we speak here about the equality of the demand with the supply, we do not have in mind only
there individual sizes, but the global one also. As long as the merchandise unity to which it belongs the

marginal utility U’

. 1s in fact the last unity asked on the market at the price p, (by the consumer who
appreciates it), it means that by formulating this requirement, the partial demand of merchandise m

(meaning the total incomplete demand, which do not include this individual demand ) changes into
global demand (for the price p, there will no persons asking other merchandise unities m). On the

other hand, the price p, , being accepting by the person offering it, there will determine the transfer

from a partial offer (from an incomplete one, which still do not include the individual offer oriented
towards this last buyer) to the global offer (including also this last individual offer).It results that price

- utility p, changes into equilibrium price because it marks the equity between the global demand and
the global offer of the merchandise m.

2) At the same time, the same price - utility p, is equilibrium price (from the point of view of the

consumer), because, the way in which it was determined, it assures to them the maximum satisfaction.

Thus, between the prices — work value, price — utility and equilibrium price the relations are so tight
(even though they are not evident), that they can be used as argument in favour of recognizing the
necessity of their theories re- union into a whole.

4. The Implications of Merchandise Becoming Rare
Observing the fact that the rare a merchandise is to be found on the market the cheaper it becomes,
some economists formulated the thesis according to which prices are determined by the rarity of
goods.

That is why the prices will be according to the importance of their marginal utility, meaning high.
Under the action of the lowering marginal utility law, once the abundance of goods rising, there takes
place the reduction of their marginal utility and of the prices reflecting them. Judging things from the
position of utility theory, such a thesis can not be but confirmed: the first unity or the unities of
merchandise in the possession of which one can enter offering buyers the highest satisfaction. That is
why the prices will be according to their marginal utility, i.e. high. Under the action of the law of the
marginal utility lowering, once with the increase of the abundance of goods, it happens the reducing of
their marginal utility and of the prices which they reflect.

Generally, a unique commodity is the one produced under hard conditions. As a result, selling it at a
high price can be explained not only due to its rarity but also because of a higher volume of work.

Rarity pushed to extreme limits conducts us to unique goods (for example art objects), which are to be
found on the market as a single object.

Conclusions
As these theories tried to exclude one another, labour theory of value, utility, rarity, balance etc. they
can only but complete each other, representing themselves in fact as parts of a single general theory of
prices.
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The inclusion of the theory of rarity into the theory of supply and demand can be made without any
difficulty (rarity being situated in an offer much below the level of demand). At the same time the
theory of supply and demand can be integrated within the theory of value work and in that of utility.

Finally, we can say that no labour theory of value and utility are not exactly incompatible, in a large
number of points of contact and interference zones. Overlapping is not possible, nor necessary, as they
are two distinct sides of the general theory of prices.
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