Abstract

This paper demonstrates the effect of a shift in demand on the determination of values and prices in a simplified two sector model of the economy.  A new interpretation of the relationship between values and prices is adopted in which the difference between value and exchange-value is used to show how value is redistributed among producers as a result of exchange.  By identifying the least and most efficient techniques of production within an industry, the conditions of production are used to define a range within which the exchange-value of a commodity may vary according to the strength of effective demand.  In this way demand and supply together serve  to determine the value – the quantity of abstract labor-time deemed “socially necessary” by the market for the production of the commodity. 

