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ABSTRACT
TEE "LAW OF THE FALLING TENDENCY OF THE RATE OF
PROFIT": IT3 PLACE IN THE MARXTAN THEORETICAL
SYSTEM AND RELEVANCE TO THE U.S. ECONOIMY
by
Shane Mage

The concept of a falling rate of profit pcecupies
a crucial position in Marx's theory of economié develop-
ment: it is, he declared, the economic mechanism whereby
capitalism ultimately blocks its own growth and thus proves
that it must give way to a higher social order.

This "law" has in the past been criticized on two
main grounds: It was alleged that MNarx's theoretical
derivation of a falling tendency of the rate of profif
from a rising tendency of the "organic composition of
capital® (the capital-labor ratio) fails to show why the
ruate of profit cannot permanently be maintained through a
rising tendency of the "rate of exploitation" (the relative
share of the national income going to capital) and why the
organic composition of capital should itself tend to
inerease. It was argued, moreover, that the predictions of
a falling rate of profit, and especially of & rising
organic composition of capital, as formulated by Marx, have
not been vorne out by empifical data from the U.S. economye

The present study tests Marx's "law" both on

theoretical and empirical groundse



The theoretical discussion involves stating or
restating the basic categories of Marx'!s system in a way
which establishes both their coherence with each other and
their identifiability to empirically knowable economic
magnitudes, This aﬁélysis involveg examination ofs: (a)
Marx's implicit and explicit treatment of certain contrc-
versial but vital questions, such as the predicted
historical tendency of the real wage and the definition and
treatment of "unproductive" labor; (b) Similarities and
diffsrences between Marxian and non-Marxian treatments of
the central topic; (c¢) The inter;felationships among the
various sections of the Marxian systemns |

Tt is argued in conclusion that the "aw of the
falling tendency of the rate of profit" has theoretical
validity both as a vital part of Marx's model of economic
development under capi®alism and as a loglcally correct
and necessery deduction from the basic premises of the
Marxian systems.

The empirical test of the "law" covered the U.S.
non-farm private business economy for the period 1900-1960.
All computations were made twice, on the basis of two
different systems of measurement: (a) Capital stock and
capital consumption expressed for each year in current
dollars through deflation of original cost; (b) Capital

stock and capital consumption expressed throughout in



terms of the basic quantitative unit of the Marxian system,
the hour of "socially necessary labor."

The data indicate that the Marxian rate of profit
for the U.S., whether calculated on a labor-unit or
current-dollar basis, has fallen drastically over the past
sixty years, and that the organic composition of capital
has simuitaneously increased, though not in as large a
way. A% the same time these data indicate another major
tendency which Marx did not predict and which contradicts
his anticipationss a substantial long-term decline in the
rate of exploitation, sufficiently pronounced to account
for two-thirds of the observed fall in the Marxian rate
of profit.

Nevertheless, despite the invalidation of certain
ma jor Marxian predictions, Marx is confirmed on the issues
he regardsd as decisive: the rising tendency of the
organic composition of capital and the falling tendency

of the rate of profit,
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GIOSSARY OF TERMS AND RELATTIONSHTPS

Value: The value of the product of a capitalistic

economy is a term uged by Marx in two senses; net value

and gross value.

ao) Net Value (¥): The net value of the annual

product is determined by the input of productive labor

required for its production, defined quantitatively as the
number of hours worked by production and production-
related workers. The flow of net value is identical to the

sum of the following two flows:

- Variable Capital (v): the wage-cost of

production and production-related labor input.

- Surplus-value (g): total non-labor fachtor net

incomeo

Y =v+s

bo) Gross Value (P): Tne gross value ST the

annual product is the sum of its net value plus an

additional flow:

- Constant Capital (c): the sum of overhead costs

(exclusive of property compensation) and capital con-
sumptione. (¥.B. Despite its appelation, this must always
be recognized as a flow.)

P=Y+c

Monetary flows can be converted into value flows
through the implicit value-content of the price unit given

by the ratio of the net velue (Y) to the money net income



of productive laborers and proprietors of other factors

of production.

Capital Stock (C): Capital is the value, net of

depreciation, of the stock of privately owned productive
resources used by capitalistic enterprises.

Productivity of Labors Like value, labor-

productivity has both a gross and a net sense:

a.) Gross Productivity: Gross labor-pfggﬁétivity

is given by total real output per unit of productive-
labor input.

b.) Net Productivity of Labor (17 ): The net

preductivity of labor is the ratio of the real income of
productive laborers and proprietors of othef facfors of
production to productive-labor input. The net prpducti'
of labor is equal to its gross productivity multiplied by
the ratio of net value to gross value.

Organic Composition of Capital (Q): The organic

composition of capital signifies capital per worker = 1l.6.,

the ratio between the capital stock and productive-labor

input. @Q = % The numerical value of this quantity depends

on the time period over which the flow Y is measured, and
can be thought of as the number of production-periods em-
bodied in the capital stocke. This ratio, which is expressed
in units of labor-value, ultimately, 2ccording to Marx, re-
flects the technologically determined ratio of real capital
(in "physical units) to labor input (which latter ratio is

termed by Marx the "technical composition of capital.")
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Rate of Surplus-Value (s'): The rate of surplus-

value is the ratio between the flows surplus-value and

variable capital. s!' = £ This ratio is determined by
v

the ratio of the net productivity of labor to the real wage,
§$1 ( =1+ % = 1+st). Civen the total number off hours of
productive laebor performed, the rate of surplus-value de-

termines the quantity of surplus-value ¢ s =Y -V =Y - ET
S

"'Y (n'
- 1 =Y (=)
1t =v 1+s!

The Rate of Profit (p'): The Marxian rate of

profit is the average net rate of return on investment in
capitalistic enterprises; the ratio of surplus-value to the

capital stocke p' — This rate is determined by the

8
C
relationship between the rate of surplus-value and the

-

organic composition of capital:

s!
§_~Yﬁ+s')m s!
c~— IQ — Q{l+s?)

Falling Tendency of the Rate of Profit: The incre-

mental rate of profit, %%, (equivalent to the marginal
efficiency of investment,) is the increase in aggregate
property income per additional unit of net investment. Marx
contends that all net investment tends to augment capital
per man. If the rate of surplus-value 1is fixed (leee, if
productivity and the real wage change in the same proportion)
the accumulation of capital must therefore produce a falling

rate of profit, since SR' — _ 8!

@ - Q (1+st¥)

[o]]




INTRODUCTICN

The orthodox economiste have been much
preoccupied with elegant elaborations

of minor problems, which dlstract the
attentlion of their puplls from the
unsongenial realities of the modern
world, and the development of abstract
argument has run far ahead of any
pogsihliilty of empirleal verlification.
Merx's intellectuzal tools arg far cruder,
but his sense of reality 1is far stronger,
and hls argument towers shove thelr in-
tricate conatructions in rough and gloony

grandeurs
Joan Robinson, An Esgay on Marxlan Economlces.

The "law of the falling tendeney of the raie
of profit" occupies a decisive position in the theoretiecal
gtructure developed; primarily in the three volumes of
Capital, by Karl Marxz,

For Marx the crueial character of this "law" is
& consequence of the central proposition of "historlcal
materialism® ~ that every 8ocio—economie system comes
into being in order %o further the development of the
productive foraes, and i8 replaced by a2 different and

higher system cni\‘ when 1t ceases to be able to fulfill

thls task,

Ne soclal order ever disappears before
all the productive forces, for which
there 1s room in 1t, have been developed,

lo Pg 20



and nev higher relations of producticn never
appear before the material conditions of
their existence havi matured in the womb

of the o0ld society.

Marx and Engels characterized their social program
as seientific socialism because it was based, not on a
moral criticism of capitalism, but on what they claimed
to be the actual laws governing capitalist development:

. . . large scale industry, as it develops
more fully, comes into conflict with the
barriers within which the capitalist mode

of production holds it confined. . . . Modern
soclalism is nothing but.the reflex in thought
of this actual conflict.

The falling tendency of the profit-rate, accord-
ing to Marx is the actual economic mechanism whereby a
capitalist economy ultimately blocks 1ts own growth and
thereby proves that it must glve way to a higher order:

The barrier of the capitalist mode of productlon
becomes apparent:

1. In the fact that the development of the
productive power of labor creates in the falling
rate of profit a law which turns into an
antagonism of this mode of production at a
certain point and requires for its defeat
perlodic crises.

o. In the fact that the expansion or con-
traction of production is determined . . . -~
by profit and by the proportion of this

profit to the employed capital, thus by a
definite rate of profit, rather than the
relation of production to social requirements,
i.e., to the requirements of sociaily deve loped
human beings. It is for this reason that the

1. Karl Marx, Critigue of Political Economy (New York,
1904), p. 12.

2. Friedrich Engels, Anti-Dubring (New York, 1939), p. 293.




capitalist mode of production meets with
barrviers at a certain expanded stage of
production which, from the other point of
view, would be altogether 1lnadequate. It
comes to a standstill at a point determined
by the production and realization of profit,
not by the satisfaction of social needs.

. » L] L] . L] ° . g L4 L4 . L] 9 ° . . . L] o . L)

The rate of profit is the motlive power of
capitalist production, and things are pro-
duced only so long as they can be produced
with a profit. Hence the concern of the
English economists over the decline of the
rate of profit. That the bare possibility

of such a thing should worry Ricardo, shows
his profound understanding of the conditions
of capitalist production. The reproach moved
against him, that he is unconcerned about
"human beings" and has an eye solely for the
deve lopment of the productive forces, whatever
the cost in human beings and capital-values -
it 1s precisely that which is the most lm-
portant thing about, him, Development of the
productive forces of soclal labor is the his-
torical task and justification of capital.

Tt 1s precisely in this way that it uncon-
sciously creates the material requirements of
a higher mode of production. What worries
Ricardo is the fact that the rate of prolit,
the stimulating principle of capitalist pro-
duction, the fundamental premise and driving
force of accumulation, should be endangered by
the development of production itself. And
here the quantitative proportion, means every-
thing. There is, indeed, something deeper be-
hind it, of which he is only vagu€ly aware.
Tt is here demonstrated in a purely economic
way, i.e., from the bourgeois point of view,
within the limitations of capitalist under-
standing, from the standpoint of capitalist
production itself, that 1t has a bvarrier,
that it is relative, that it is not an ab-
solute, but only a historical mode of produc-
tion corresponding to a definite and limited
epoch in the development of the material



conditions of production.l

The validity of the "law of the falling tendency
of the rate of profit" is thus a question of the highest
interest for modern economists. The problem with which
Marx was most concerned, the pattern of economic growth
under a capitalist form of social organization, has in
the past generation become the foremost concern of
Western economic theory and practice, and "The Lagging
U.S. Growth Rate™ is at this moment not only a subject
for discussion among academic economists? but even a
commonplace of political oratory.

Ts Marx's law of the falling rate of proflt rele-
vant to our current concerns? An answer to this gquestion
must proceed from both the theoretical and the practical
side. The second part of this study is devoted to a comn-
frontation of Marx's "law" with the data of 20th-Century
U.S. economic development. But before Marx's theory can
be tested by the facts of economic life it must pass a
prior test: 1t must be shown tc be a correct and neces-

sary derivation from the basic premises postulated by

1. Karl Marx, Capital (Chicago, C. Kerr and Company, 1907-
1909), III, 303-305. All subsequent citations of the
English translation of Capital will refer to the Kerr
edition. The translations have sometimes been revised in
minor respects in light of the original text and the recent
English translation of Volumes II and III (Moscow, 1957 and

1959).

2. A symposium with this title was held at the 1961 con-
vention of the American Economic Association.



Marx, and it must be shown to refer to economic reality
in such a way that 1ts predictions can be refuted by the
facts,

The first part of this study, accordingly, 1is
devoted to an analysis of the derivatlon and'meaning of
the "law," and an examination of its validity In the
light of the major theoretical criticlsms that have been
brought against it.

In the course of this analysis 1t has continually
been nzcessary to "interpret” Marx: 1i.e., to attempt re-
statement of his theories in a way that is not merely
consistent with his fundamental approach but above all
makes them meaningful 1n the context of modern economics
and of the contemporary economic system. My criterion
in this has not been exegesis but theoretical clarifica-
tion in the context of an empirical reality, and where
Marx is ambiguous or even contradictory I have sought to
interpret hils meaning in as realistic a way as possible.
For this procedure I need offer no apology beyond the
words of Marx himself':

The question whether objective truth 1s an

attribute of human thought - is not a theo-~

retical but a practical question., Man must
prove the truth, i.,e., the reality and power,
the "this-sidedness" of his thinking in prac-
tice. The dispute over the reality or non-

reality of thinking that is lsolated from
practice 1s a purely scholastic question.1

[AV]

1, Merx, Theses on Feuerbach, Thesls II, in Karl Marx and

-y

ar
Friedrich Engels, The German ideology (New York, 1947),
p. 197. -




CHAPTER I
THE FUNDAMENTAL CATEGORIES OF THE MARXIAN SYSTEM

In the preface to the first edition of Das
Kapital Marx stated his essential purpose in these words:
"It is the ultimate aim of thils work to lay bare the
economic law of motion of modern society."l He sought to
formulate a systematic and coherent scientific view of the
historical path of development of the capitalist economic
system from its origins to its hoped-for replacement by a
socialist form of economlc organization.

Marx's endeavor to determine "economic law" im-
posed on him the requirement that he carry out his project
in terms of economics. But his economlc theory cannot be
understood exclusively within the confines of the economics
cf capitalism. Its basis 1s a view of human nature and of
the historical growth of humanity, a view whose scope far
transcends analysis of the specifically capitélist econom-
ic system.

Human progress, according to Marx, consists In the
increase of man's power over nature. This power 1s made
effective through the characteristically human process of

labor: the social organizatlon of human beings to co-

1. Capital, I, 14,



operate in the control and exploitatlon of the natural en-
vironment, to produce. Production, from the very dawn of
humanity; is carried on by means of tools:

No sooner does labor undergo the least
development than it requires specially pre-
pared instruments. . . . The use and fapri-
cation of instruments of labor, although
existing in the germ among certain species
of animals, is specificaily characteristic
of the bhuman labor-process, and Franklin
therefoie defines man as a tool-making
animal,

These tools, and the techniques corresponding to
them, constitute, with nature, the productive forces
available to mankind at every given moment. They form
the basis for the mode of producticn, the social‘organi-
zation of the labor-process, which in turn determines the

total structure of the society:

In the social production which men carry
on they enter into definite relations that are
indispensable and independent of their will;
these relations of production correspond to a
definite stage of development of thelr material
powers of production. The sum total of these
relations of production constitutes the economic
structure of society - the real foundation, on
which rise legal and political superstructures
and to which correspond definite forms of social
consciousness, The mode of production in material
life determines the general character of the
soclal, spiritual, and political processes of
life.

Capitalist society is a historically determined

form of human society in general, and thus its central

1. Capital, I, 200.

2. Karl Marx, Critigue of Political Economy (New York:
1904), p. 11, hereafter cited as Critiaue.




feature, in the historical-materialist view, is 1ts social
organization of the labor-process., But whereas, in pre-
vious forms of soclety, "the social relations between in-
dividuvals in the performance of their labor appear at all

4

events as their own mutual personal relations,” under

capitalism these relationships are "disguised under the
shape of social relations between the products of iabor. "t
The task of economics, according to Marx, 1s to penetrate
this disguise and show how "the wealth of soclety [which]
under the capitalist system pfesents itself as an immense
accumulation of commoditles" in its essential reality
expresses and 1s determined by the actual social relation-
ships among human beings,

Since these basic social relationships appear as
exchange relationships, relationships through which every
commodity is valued in terms of all others by means of 1ts
money price, Marx takes the problem of "value" as his point
of departure. This problem was defined by Marx as the
relationship betwesn che exchange-process typical of a

cépitalist society and the lapor-process which he regards

as the kernel of all human societies:

even if there were no chapter on value in my
book, the analysis of the real relationships
which I give would contain the proof and
demonstration of the real value relation . . .
the mass of products corresponding to the

1. Capital, I, 89.

2. Critigue, p. 19.



different needs require different and
gquantitatively determined masses of the
total labor of soclety. That thls neces-
sity of distributing social labor in
definite proportions cannot be done away
with by the partigcular form of soclal pro-
duction, but can only change the form it
assumes, is self-evident. No natural laws
can be done away with, What can change,
in changing historical clrcumstances, is
the form in which these laws operate. And
the form in which this proportional divi-
sion of labor operates, in a state of so-
ciety where the interconnection of social
labor is manifested in the private exchange
of the individual products of labor, 1s
precisely the exchange-value of these pro-
ducts. The science consists precisely in
working out how the law of value operates.

Marx's response to this problem, the "labor theory
of value,” starts with the postulate that the value of a

commodity consists of the portion of social labor al-

located by society to its production. As Joan Robinson
correctly remarks, this conception of yalue "is purely a
matter of definition. The value of a commodity consists
of the labor-time required to produce it, including the

labor-time required by subsidlary commodities which enter

inte 1its production."?

That "value" in this sense is something quite dif-
ferent from "utility" or "use-value" 1is obvious, Marx,
in declaring that to be a commodity‘every commodlity must

both "satisfy human wants" and be a "product of labor,”

1. Karl Marx, letter of 11/7/1868 to Dr. Kugelmang,in
Karl Marx and Friedrich Encels, Selected Correspondence

(New York, 193%), p. 246.

2, Joan Robinson, An Essay on_ Marxian Ecomomics (London,
1952), p. 13. -
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merely repeats the basic distinction established by Smith
and Ricardo.

What is new in Marx's use of the term "value" is
that he establishes a radical disjuncture between the
category of value and that of price, insofar as these
apply to individual commodlties oOF groups of commoditieso
Cne of his sharpest criticisms of the Ricardian value
theory is that Ricardo seeks to determine "relative
value™ on the basis of the relative quantity of labor in
the commodities to be exchanged.

Ricardo's error, according to Marxz, is that since
in reality the "matural prices" at which commodities tend
in the long run to be exchanged are governed (under com-
petitive conditions) by "prices of production which are
not directly determined by the values cf the commodities
. o« o he should therefore have said: These average prices
of production are different from the values of the com=-
moditiese. Instead of this he concludes that they are
identical e o o "t Thus Ricardo finds himself driven
toward an admission "that values are themselves determined
by influences independent of labor timeo“g

A1l individual money relationships, in Marx's
view, are necessarily characterized by this difference

between price and value:

1. Karl Marx, Theoriss of Surplus Value (New York, 1952),
Po 213, hereafter cited as TheorieSe

2o Ibidey DPe 233
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Magnitude of value expresses a relation of
socizal production, 1t expresses the comnection
that necessarily exists between a certaln
article and the portion of the total labor-

time of society required to produce 1t. As

soon as magnitude of value 1ls converted into
price, the above necessary relation takes the
shape of a more or less accidental exchange-
ratio between a single commodity and another,
the money commodity. . . . The possibility,
therefore, of quantitative incongrulty between
price and magnitude of value, or the deviation
of the former from the latter, 1s inherent in
the price form itself. This is no defect, but,
on the contrary, admirably adapts the price

form to a mode of production whose inherent laws
impose themselves only as the mean of apparently
lawless irregularitles that compensate one
another,

The commodity, then, taken in itself, has two op-

posite characteristices: utility and price, use-value and

exchange-value. In Marx's Hegelian terminology the com-

modity's value constitutes the "identity" of these "opposites”

v
¢t
ny
e
3

because as vadlue it no longsr appears as

but is now apprehended as the product of a deflnlite amount
of social labor. (In the Hegelian dialsctic opposites are
not to be thought of as the terms of a logical contradiction
or paradox but as poles of a dynamic logical process. In
the case of the commodity, abstract utility, usefulness as
such, is the fundamental category, the initial pole. The
coat is produced as 2 coat. But when 1t enters the market
as a commodity offered for sale its seller regards 1t simply
as a sum of money to be realized 5y the sale ~ its utility

1. Capital, I, 114,
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has been negated, 1ts form changed from use-value to ex-
change-value, though it remains a real coat all the time.
When it is bought by the final consumer 1t becomes an ob-
ject of utility again and loses its commodity form. Thus,
sale to the user is "negation of negation.” This process
has given the category of use-value 2 new meaning, raised

it to a higher level than the original "utility" that was
abstracted from in the offer of the cnat for sale, The
social process of sale has not merely provided the purchaser
with a useful article - it has also influenced the alloca-
tion of social resources to the production of coats, and
thereby helped to determine the value of the subsequent
output of coats. Thus the Harxian category of value, despite
the opinion of 2 number of commentators,l is not derived

through abstraction from use-value but on the coantrary in-

volves use-value at least equally with exchange-value., As

!
Engels wrote (in 1843!) "Value is the relation of production
2

costs to utility."

1. Thus Hilferding wrote: "the natural (!) aspect of the
commodity, its use-value, llies outside the domain of politi-
cal economy," (BBhm-Bawerk's Criticism of Marx |New York,
194971, p. 130). And Sweezy repeats: 'Marx excluded use-value
(or, as it would now be called, ‘utility'!) from the field of
investigation of political economy.” (Sweezy, Theory of
Capitallst Development [New York, 19427, p. 26). The in-
compatibility of these 1nterpretations with Marx's actual
doctrine is thoroughly demonstrated in the essay by R. Rosdols
"Der Gebrauchswert bei Karl Marx, Eine Kritik der Bisherigen

Marx-Interpretation," Kyklos, XII, 29-53,

2. Friedrich Engels, Outlines cf & Critique of Political
Economy, in Karl Marx, Economic and Phllosophic Manuscripts

of 1844 (Moscow, 1959), p. 186.

T

J 2



Viewed pragmatically, the establishment of value
as a "higher" category than price reflects a division of
the subject matter of economics into different sets of
problems, for each of which different analytic tools are
required.

Marx, as we have seen, reccgnlzes the market as
the mechanism whereby soclety allocates its productive
resources among alternative uses. The analysis of exchange-
value is aimed at comprehending a price system whose function
is "to bring that quantity of commodities on the market
which social requirements demand; in other words, that
quantity of commodities whose market-value society can pay."d

These problems of short-run resource allocatlon,
however, are not Marx's main concern., True, Chapter X of

the Third Volume of Das Kapital, "Market Prices and Market

Values," with its declaration that "the market-value 1s
always regulated by the commodity produced under the least
favorable circumstances, if the supply 1s too small, and by
the commodity produced under the most favorable conditicns,
if the supply 1is too large,"? 1leaves the door wide open for
development of a marginal-cost price theory. But Marx him-
self did not formulate any such theory.

For Marx's central purpose, elucidation of "the

1. Capital, III, 213.
2, Ibid., III, 218.
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economic law of motion of modern society," he needed in-.
struments of analysis appropriate to the study of long-

term economic growth and of the division of the social
product among the basic social classes. In order to

measure and compare economic magnitudes over time he needed
to reduce relative prices, expressed in money, to a dimension
which could make them measurable in terms of a unit of

measure which would not itself vary over Time.

As the unit of measure in which "social labor" is
to be quantified Marx postulates the unit of duration:
"The quantity of labor is measured by its duration, and
1labor-time finds its standard in weeks, days, and hours. "L

Marx thus defines value as a guantity of labor-time.

This definition of wvalue does not start from the
"surface phenomena" of commodity-exchange: 1ts starting
point is the labor-process in society as a whole. The Marxian
concept of value, accordingly, has meaning and can be under-
‘stood only in social terms. The primary category from which
all other economic quanta are derived by Marx is the aggre-
gate labor at the disposal of society. Viewed from the
angle of the individual producer, "the labor-time of a single
individual is directly expressed in exchange-value as uni=-
versal labor-time, and this universal character of individual

1abor is the manifestation of its soclal character."z Sim~

1. Capital, I, 45,
2, ‘Merx, Critique, D. 26 e
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ilarly, starting from the relative exchange-value of com-
modities in terms of each other, "their relativity by no
means consists only in the ratio in which they exchange for
each other, but in the ratio of all of them to this soclal
labor which is their substance."l

"Social labof" consists in reality of the labcr of
a vast number of different individuals, producing different
things with different uses. In this sense, as being always
at bottom the unigue labor of 2 definite individual under
definite social conditions producing an objéct with a
definite utility, Marx calls it "concrete labor."

The formulation of an abstract unit of measure In
terms of labor-time requires abstraction from these dif-
ferences, In Hegelian terms, the category forming the
ground of the unit of measure consists of the "identity”
of the "opposites" abstract labor and goncrete labor.

What this means is that the working-time of every indivi-

dual is viewed as a fracticn of the itotal workimg ti

i

of

&

soclety.

Proceeding from this aggregate, Marx defines the
way in which labor-time can be made intc an objective
unit of measure: the work of different individuals is
tc be expressed as "soclally necessary labor-time." As

Marx states 1t:

1, Marx, Theorles, p. 210.



16

The total labor-power of society, which is
embodied in the sum total of the values of
all commodities produced by that soclety,
counts here as one homogeneous mass of human
labor-power, composed though 1t be of in-
numerable individual units. Each of these
units is the same as any other, so far as

it has the character of the average labor-
power of soclety, and takes effect as such;
that 1s, so far as 1t requires for producing
a commodity no more time than 1s needed on

an average, no more than is soclally necessary.
The labor-time socially necessary is that re-
quired to produce an article under the normal
conditions of production and with the average
degree of _skill and intensity prevalent at
the time.

If gqualitatively unlike, unigue units of labor
are to be quantified this must be done in a dimension
objectively common to all of them, and all, necessarily,
posess duration, take place in a temporal universe. This
essential nature of Marx's category of "socially necessary
labor-time" as a term of measurement, is well stated by

Naville:

It is time that remains the foundation of this
conception. In other words, society has at 1ts
disposal a given mass of labor-power and of
lahor-time, concretized in quanta having among
themselves a certain relationship of proportion-
ality. As a mass in activity, "abstract” labor
can be concelved as an energetic substance
common to all labors, As a potential mass 1t
is to be conceived as a disposable time,
measurable in homogeneous units. But in one

as in the other case it can be considered in
its abstract, social form only in function of
its concrete forms.?2

1. Capital, I, 46.

2, Pierre Naville, De _L'Alienation a_la Jouissance (Paris,
1957), p. 41k,
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The determination of "socially necessary labor-
time" thus involves the transformation of a qualitatively
heterogeneous mass of different concrete labor-powers
into a homogeneous magnitude, The guanta of this magni-
tude are units of the "average labor-power of society."
Consequently individuél labor-powers of differing skill
stand in a quantitatlive as well as a qualitative rela-
tionship one to another: all can be expressed 1ln terms
of this fundamental unit as it is manifested in the value
of the commodities produced; i.e., in time-units of
"simple, average, labor.”

This quantitatlive relationship, by which the
labor of every worker differs, even if infinitesimally,
from the labor of every other, is thus defined by Marx

as relative deviation from a "mean,” "dem gesellschaft-

"Simple, averége, labor,” in consequence, like
all Marx's categories, is properly viewed only as a
soclally determined magnitude., It is the labor, not of
some standard, "unskilled,” worker, but of the average

worker, the laborer working with "the average degree of

skill and intensity." An hour of the labor of this

"average" worker is the measure of "abstract labor," and

1. Karl Marx, Das Kapital (Wien, 1933-1934)., I, 5, cited
in translation, sSupra, p. 15

'
1
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thus the basic guantitative unit_of the entire Marxian

system.

A1l the aspects of concrete lapbor must vary
continually, but this unit of abstract labor is in-
variant to time. no matter how vastly the productivity
of concrete labor may increase: '"However then produc-
tive power may vary, the same labor, exercised during
equal periods of time, always yields equal amounts of
value."l Historic changes in "the average degree of
skill and intensity" itself are to be taken into account
as a factor increasing the productivity of labor and
consequently do not touch the unit of measure:

The value of a commodity would remaln constant

1f the labor-time reguired for 1ts production

remained constant. But the latter changes with
every variation in the productiveness of labor.

This productiveness 1s determined by various

circumstances, amongst others, by the average

amount of skill of the workmen, the state of
science and the degree of its practical ap-
plication, the soclal organization of pro-

duction, the extent and capabilities of the
means of production, and by physical conditions.

2
By defining the unit of yalue as the hour of
socially necessary labor-time Marx establishes an empir-
ically utilisable standard of measurement, based on a
knowable quantity: the number of hours of labor performed

by productive workers in the course of the year. The way

1. Capital, I, 53.
2. Ibid., p. 47.
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in which it is to be used depends on 2 further definitlon:
the relationship of value to the units of money in which
a market-economy soclety conducts 1ts economic activities.
This relationship is formulated by Marx by means
of an identity: money is "the phenomenal form that must
of necessity be assumed by that measure of value which
is immanent in commodities, labor-time."d Conversely,
price 1s "value in the form of money.”2 By definition,
therefore, the monetary unit of a given soclety at a
given time; whether it nominally consists of gold or of

inconvertible paper, represents a definite quantity of

value. It has a definite labor-content.

This fundamental term, the labor-content of the

rice unit, 1s identically the ratio between two empirical-
ly determlinable magnitudes, the sum of prices and the sum
of values of the commodities produced 1n thé year. Equiv-
alently, 1t is the ratio between the money net_ income of

the laborers and capitalists and the number of hours_of

produciive_Jabor performed in the year.

Through this identity any economic quantity ex-
pressed in prices of a particular year is theoretically

convertible into value-units. Accordingly, the Marxian

theories concerning the division of the value of the

soclal product among the classes and the proportions

i. Capital, I, 101,

2. 1bid., III, 227.
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between the value newly created and the yalue accumu-

lated in the past in the form of the material pre-
conditions of production are subject to testing on the
basis of knowable facts, The Marxian system 1s thus

capable of generating empirically refutable prédictions.

"

The "labor theory.of value,” as the basls of a

definitional structure, cannot be considered as "true"
or "false" in itself - 1ts validity depends on 1ts In-
dispensability to the formulation of empirically valid
theories,

Recognizing its definitional nature, Joan
Robinson directs two highly germane criticisms to the
"labor theory of value”:

In the first piace, she argues, “The problem of
finding a measure of real output - & measurs which, in

the nature of the case, must contain a certain arbltrary

element - is not solved by reckoning in terms of value,

for the rate of exchange between yalue and output is

constantly altering."l

This 18 true and vitally important, but as an
objection to Marx's use of labor-time as a unit of
measurement it misses the mark.

The essential point is that the gutput of a given
period consists of commodities which inherently are both

1. Robinson, Essay, p. 20.



exchange~values and use-values. To measure output only
in value terms is to make labor-productivity 2 meaning-
less notion, since the value of the commodities is iden-
tical to the quantity of labor required for their pro-
duction. But Marx is continually concerned with the
productivity of labor - it is, in fact, his dominant
concern, and explicitly one of the basic categories of
his system., Since production means determlnate change
of form, and consequently requires measurement of output
in different units from those in which input is measured,
it is evident that Marx either was talking nonsense or
that he posessed, at least implicitly, a conceptual basis
for measurement of real output.

The latter is clearly the case. Marx explicitly
maintains that commodities can be aggregated in_thelr

character as use-values.1 Thus, virtually at the begin-

ning of Volume I, he writes:

The same change in productive power which
increases the fruitfulness of labor and,
in consequence, the quantlity of use-values
produced by that labor, will diminish the
total value of this increased quantity of
use-values, provided such change shortens
the total labor-time necessary for theilr
production,

1. Cf. supra, pp. 11-12,Utility is unmeasurable only in

its "abstract” form of "mere subjective utility" (Engels).
The market transformation is an objectlve, social process.,
Through the very negatlon of "utility" it becomes social
and therefore quantifiable, so that Marx continually speaks
of the "gquantity of use-values."

2. Capital, I, 5.
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Marx is therefore subject to justified criticism,#
not for the absence from his sys;em of a conceptual basis;
for the measurement of real output but for his taking
such measurement for granted, his failure to derive an o
explicit unit of measure of real output,

This gap in the Marxian definitional structure
can easily be filled in practice by means of measurement
cf output in constant prices through whatever price-index
1s judged appropriate., The theoretical problem is to
demonstrate the coherence 6f this system of measurement
wilth the rest of Marx's basic categories. What must be
formulated is the meaning, in Marxian terms, of a "peal
gquantity: 4in other words, when we measure use-value in
"constant prices” just what is it that we are using as
our unit of measure?

When the product of 1955 is expressed as a quan-
tity of "1954 dollars” what this means is that every
qgique commodity has been assigned a second pqice, aif-

fering from its actual price. But for Marx "price is

. value in the form of money.” Abstraction from current

price means abstraction from current value, which latter
term of course is grou;aed on the abstract category of
- "soclally necessary labor-time,"” The transformation of
current to constant prices thus represents abstraction
from abstraction, the restoration of concreteness gn 2

new level.
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In plain English: the products of one year are
represented as the products of the labor of a different
year, in proportions determined by the relative prices of
that base year. By their expression in 1954 dollars the
commodities of 1955 are expressed as guantities of 1954
labor-time. But when labor-time 1s specified as being
that of a definite year we have ceased to abstract from
the social demand which determined the allocation of
resources, hence the relative price structure, prevailing

in that year. To measure in terms of dated labor 1s to

view thils labor as concrete labor. This, indeed, is pre-
cisely what is regquired, since Marx defines the "concrete-
ness" of labor as its productivity of use-value,.

The guantum of use-value thus 1s to be defined as
the hour of dated social labor-time, Its practical de-

termination 1s inherently & problem of relative, not ab-
solute, measurement, since the entire system of measure-
ment depends on the bhase-year chosen.

One can only speculate on the reasons for Marx's
failure to specilfy how productivity 1s to be measured,
Perhaps, in an epoch before the technique of index-number
construction was developed in practice, he was satisfied
with generalized, gualitative discussions of productivity
which do in fact provide a tolerablie treatment of the

main problems.

In my opinion Marx avoided the problem mainly
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because of what Joan Robinson calls the "arbitrary ele-
ment" in the system of measurement. This does not oniy
involve "the index-number problem," the arbitrary selec-
tion of a base year. It is equally important that to
Marx the pattern of needs, of effective use-values, in a
capitalist society is itself "arbitrary," determined by
a distribution of wealth, income, and power that he in-
dicts as distorting-;;;l social needs, real utility, and
which he seeks to abolish,

In any event, measurement of real output in

constant-price units, use-value units, is perfectly con-

sistent with measurement of factor input, capital and

income, in value units, labor-time units. The productiv-

ity of labor, as real product per unit of labor input, is
determinable only through the use of both systems of
measurement simultaneously, within the Marxian framework.
Joan Robinson's second criticlsm of the "labor
noa

theory of value” 1s even more cruclal, Calculation in

terms of value, she declares, is useless for Marx: 'none

of the important ideas which he expresses in terms of the

concept of value cannot be betiter expressed without 1t

The value unit is "otiose": "It has no operational con-

tent. It is just a word."

1. Robinson, Essay, p. 20.

2, Joan Robinson, Economic Philosophy (Chicago, 1962), p. 46.
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But is 1t true that use of some other unit of
measure would more effectively produce the same testable
theories that Marx derlved through aralysis in terms of
value? Mrs., Roblnson asserts this, but she does not
demonstrate it., On the contrary - her own theoretical
wvork (strongly influenced by Marx) points to the area
where calculation in terms of yvalue is indispensable to
Marx's structure.

This is the category of capital. Marx makes
capital unambiguously measurable by defining it as the

accumulated value invested in privately-owned means of

production. What is the alternative? J. B. Clark defines
capital as "a permanent fund of productive wealth . . .

"l He does not, however,

describable In terms of ‘'money!.
specify the guanta of this "permanent fund" which 1s
"invested in material things which are perpetually shift-
ing - which come and go continually - although the fund
abides."® And when Joan Robinson herself, in her book

The Accumulation of Capltal, comes face to face with this

problem, she has to declare non possummus: "The evalua-

tion of a stock of capital goods 1is the most perplexing
point in the whole of the analysis which we have under-

taken. Indeed in reality it is insoluble in principle."3

1. J. B. Clark, The Distribution of Wealth (New York, 1902).

2. Ibid.; p. 122.

3. Joan Robinson, The Accumulation of Capisal (London,
1956), p. 117.
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The essential relevance of the "labor theory of
value,”" its operational content, 1s precisely that 1t
makes the problem of "evaluation of a stock of capital

goods" soluble in principle.

Surplus-Value

The essential thing that must be understood in
discussing Marx's analysis of the category "capital” is
that, in his view, capital is pot a "fractor of production”:

Capital is not a thing. It is a definite
interrelation in socilal production belonging
to a definite historical formation of socilety.
This interrelation expresses itselfl through a
certain thing and gives to this thing a speci-
fic social character. Capltal is not the sum
of the material and produced means of produc-
tion. Capital means rather the msans of pro-
duction converted into capital, and means of
production by themselves are no more capital
than gold or silver are money in themselves,
Capital zignifies the means of production
monopolized by a certain part of soclety, the
products and material requirements of labor
made independent of labor-power in living
human beings and antagonistic to them, and

(S % 54

personified in capital by this antagonism.1

There 1s thus a clear distinction between Capital,

on the one hand, and the real “factors," Land and labor,

on the other:

Capital is a definite form of an element of
production belonging to a definite mode of
production having a definite cast. It 1is an
element of production combined with and re-
presented by a definite social form. The
other two, land on the one hand and lLabor on

1. Capital, IITI, 947.
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the other, are two elements of the real labor

process. In thelr material form they are

common to all modes of production, they are

the material elements of all processes of

production, and they have nothing to do with

the social form of productive processes.

In sum, for Marx the concept of capital as "factor
of production" is an instance of "commodity-fetishism,"”
of visualizing the economic process as a system ol rela-
tions among things, not of relations among people.
Things are capital if and only if they express the
specifically capitalist social relationship; i.e., if
they serve the production,'not of utilities or even of
value in general, but of a specific type of value,

surplus-value.

Surplus-value 1s the capitalist form of a phenom-
enon common to all post-primitive forms of human society:
the formation of a social surplus above and beyond the
needs of the direct producers as a material expression of
surplus-labor, and the appropriation of this surplus by
the ruling class:

Capital did not invent surplus-labor, Wherever
a part of soclety posesses a monopoly of the
means of production the laborer, free or not
free, must add to the working time necessary
for his own maintenance an extra working time
in order to produce the means of subsistence
for the owner of the means of prcduction,
whether this proprietor be an Athenlan aris-
tocrat, Etruscan theocrat, Roman cltizen,
Norman baron, American slave-holder, Wallacian

1. Capital, TII, 949,
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boyar, modern landlord - or capitalist,l

This surplus-labor, under capltalism, takes the
form of value, because that is the form which all labor
must take under this mode of production:

It is every bit as important for an under-

standing of surplus-value, tc concelve it

as a mere congelation of surplus-labor-time,

as nothing but objectifled surplus-labor, as

it is for an understarding of vaiue ipn_general

to concelve it as a mere congelation of Ilabor-

time, as nothing but objectified labor. Only

the mode in which this surplus-labor 1s extracted

from the direct producer, the laborer., dif-
ferentiates the various economic forms of
society.2

Thus for Marx the decisive point in the entire
fabric of capitalist social relationships, the point at
which the objective preconditions of production manifest
their character as capital, is the lnstitution of wage-
labor, the legal freedom and economic necessity for the
individual worker to alienate to another person, during
a defined perilod and for a money-price, the utillzation
of his ability to work. '"The form of labor, as wage-
labor, determines the shape of the entire process and
the specific mode of production 1tself."3

In form, wage-labor 18 an equalitarlan relatlon-

ship, the exchange of equivalents, For a price agreed

1. Capital, I, 259.
2. Ibid., p. 241.
3, Ibid., III, 1028.
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to by both, the capitalist purchases from the worker the
right to use his labor-power for 2 given period. In
content, according to Marx, the relationship is one of
exploitation. The value of the worker's labor-power is
determined by the number of hours of social labor-time in
the form of money needed to purchase the goods required to
develop the worker's skills and maintain him ard his family
at the standard of living regarded as "normal" in the given
society., This number of hours, as we have seen, must be

less than the working-day. The difference accrues to the

capitalist who owns the entire product of the worker's labor
(i.e., the effects of the consumption of the labor-power
which has been bought at 1ts value); but for this reason it

accrues not as a deduction, but as a new producte

The capitalist does not steal from the worker:
he exploits him. Consequently the relationships between
the classes take on a specifically capitalistic, quanti-

tatively-determined, form. That form is the ratio between

the surplus-value produced by the worker and the value

paid to him for the right to utilize his labor-pover:

the "rate of surplus-value." It expresses the internal
division of the working-day into a time during which the
worker produces for himself his necessary means of
subsistence and a time during which he produces for his

employer the social surplus.

Marx devotes Chapter XVIII of Volume I to a disg~-
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cussion of the correct expression for the rate of surplus-
value. He states categorically that this relationship
must be expressed cnly as the ratio between "surplus

labor" and "necessary labor' (in symbols, s', the rate

of exploitation, = £ , 8 representing surplus-value and

<

v representing value of labor-power), and not the ratio
between surplus-labor-time and the total working=-day

(g%;), even though this second formula is directly

g . st )
+v = 1+s!

derived from the first (s

What Marx is actually concerned with here is to
emphasize that the basic relationship is not the
division of a given product but the production of a
new subgtance: éurplus-value. The "rate of exploitation"
is the "direct expression of the degree of self-expansion
of capitalo"l

The category ¥ in the formula £ has in fact a

dual significance, corresponding to the already analyzed
dual character of s. As the share of the workers in the
social produst it expresses a category common to all forms
of society. But it is also the quantitative expression

for u section of the social capital, that section which,

Y ———— S—————

1, Capital, I, 583
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according to Marx, is alone responsible for the “self-
expansion of capital,”" because, by setting labor-power

into motion and transforming it into yalue, it leads to

the production of surplus-value, The rate of exploita-
tion thus expresses "the very transaction that charac-
terizes capital, namely the exchange of variable capltal
for living labor-power and the consequent exclusion of
the laborer from the product.”t
Marx consequently regards the soclal capital as
made up of two components, constant capital and variable
capital, whose qualitative difference, it should be noted
clearly, 1s not based on any distinction in regard to
their concrete physical attributes but is entirely an
expresslion of the difference in their social function,
manifested in the way in which they transfer value to the
commodity produced. Only capital expended on llving
{productive ] labor leads to the formation of surplus-
value and so adds to the commodity a value greater than
itself, Its value varles in the course of the reproduc-
tion process, Machines mightlly enhance the productive
power of labor, but they are not directly productive of
value in the Marxian view, Since by definition yalue
consists of human labor-time, a thing cannot impart more

valug to its product than the yvalue which it already

1. Capital, I, 584.
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contains as a produc% of past human labor.

That part of capital then, which is represented
by the means of production, by the raw material,
auxiliary material, and the instruments of labor
does not, in the process of production, undergo
any quantitative alteration of value, I there-
fore call it the constant part of capital, or,
more shortly, constant capital,

On the other hand that part of capital repre-
sented by labor power does, in the process

of production, undergo an alteration of value.
It both reproduces the equivalent of its own
value and also produces an excess, a surplus-
value, which may itself vary, may be more or
less according to circumstances. This part of
capital is continually being transformed from
a constant into a variable magnitude. I there-
fore call 1t the variable Rgrt of capital or,
shortly, varilable capital.

Variable capital, them, 1s the sum cf wages ex-

pended on the purchase of labor-power to be consumed in
productive labor: constari capital 1s the remainder of
the total capital:
The same elements of capital which, from the
point of view of the labor process, present
themselves respectively as the objective and
subjective factors, as means of production
and labor-power, present themselves, from the

point of view of the process of creating surplus-
value, as constant and variable capital.2

Summary of Chapter I

The basic economic category in the Marxian system

i1s that of value. Marx establishes a fundamental distinc-

1. Capital, I, 232.
2. Ibid., p. 233.
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tion between value and price. The former 1s defined as
the guantity of socially necessary labor-time expended

in the production of a commodity, the latter as the

exchange-ratio of a commodity to other commodities ex-

pressed in money and established at a particular time
by the market mechanism. This distinction reflects the
difference betwesn aggregative long-run and partial
short-run economic analysis. Marx's main concern 1is
with long-run analysis in aggregative terms.

Marx defines money as the "phenomenal form" of
value: the monetary unit of a given socilety at a gilven
time is held to represent a determinate amount of labor-

time. This labor-content of the price unit is empiri-

cally determinable through the ratio between the aggre-

gate value of the commoditles produced by a society in a

time period and the sum of the prices of those commodities.

It is also identical to the number of hours of productive
labor_ performed in the time period divided by the money
net income of the laborers and capitalists during that

beriod.

Measurement of the productivity of Jabor requires

calculation of real output in another unit than that used
to measure factor input. Marx treats use-value (utility)
as a quantifiable magnitude, but fails to provide an ex-
plicit unit of measure for real output. MNeasurement of

output in constant prices is fully in accordance with



the implicit Marxian treatment of the category of use-
valus.,
Capital 1s made subject to an objective standard

of measurement by Marxfs definition of it as accumulated

past_labor. Its essential nature, in Marx's view, is ¢
serve as the means whereby the class of capitalists ap-
propriates the social surplus-product.

Under capitalism this surplus-product has to be
sold on the market, and therefore takes the form of

surplug-value. Surplus-value 1s defined as the dif-

ference between the total number of hours worked by
productive laborers in the course of the year and the

value (the labor-content of the money) paid to them as

wages.
The value of the money wage 1s called yariable

capiltal by Marx because in return for this money the

worker must perform more hours of work than his wage

represents, and thereby add surplug-value to it. The
ratio between surplus-value and variable capital is
identical to this ratio of the "unpaid" to the "paid"
portion of the working day. Marx calls this ratio the
rate of surplus-value or rate of exploltation.

In addition to variable capital and surplus-value
the value of a commodity also contains yalue transferred
to it through the consumption of raw materials and

through the wear and tear (depreciation and obsolescence)



undergone by the machinery used in production., Capital
consumed in this way merely transfers 1ts own value to
the product, without creating any new value. Its value,
thus, can be said to remain constant, changing only in
concrete outer form. Those expenses of production which

merely transfer pre-existing value to the product are

termed by Marx constant capital.
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CHAPTER 11

BASIC QUANTITATIVE RELATIONSHIPS

The value of the gross product, during a given

period, of the total social capltal, resolves itself

into these three constituent parts: varlable capital,

constant capital, and surplus-value. (In symbols,

P = c+ves) To each of these categories corresponds a
section of the mass of commodities produced having &
specific soclal destination. The variable capitzl is
objectified in those use-values consumed by the class
of ézbductive wage -laborers; the constant cepital in
those use-values required to maintain intact the con-
ditions of production and reproduction in the broadest
sense; the surplus-value in those use-values consumed
or invested by the class of capitalists.

The value of the social net product, on the other

hand, consists solely of the new value produced; namely,
the sum of variable capital and surplus-value. The net
product in resl (constant-price) terms is therefore

identical to the real net income of the classes of labor-

ers and capitalists, i.e., the purchasing power of aggre-

gate wages and surplus-value. Consequently the produc-

tivity of labor (computed, of course, as the index of
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real production per man-hour) has two distinct senses:

a gross productivity and a net productivity. The two

will be in a2 stable proportion only if the share of fthe
value of the gross product consisting of ccenstant capital
remains stable. If the percentage of constant capital
increases, then gross productivity will grow faster than
net productivity, and inversely.

he! and "v" in the foregoing identity are floW
variables, whose value depends on the period over which

they are computed. But, as their names indicate, each

corresponds to a section of the total capital stock,

which is determinable at any instant. This capital
stock, therefore, can be defined by the ldentity K & CsV,
with each fupper case/ stock variable related to 1its
/[Tover case/ flow counterpart. by a specific rate of
turnover.

The difference between these rates of turnover,
however, is so great that such a procedure would un=
necessarily complicate the whole analysis. A better pro-
cedure is to assume that the stock of variable capital

is virtuaily zero, so that the capital stock is assumed

to consist entirely of constant capital, 1.e., K =C.

This assumption may appear drastic, but in fact
it is extremely realistic. Most large businesses in
practice segregate the "yariable" portion of their cir-

culating capital in a special payroll account, whose
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maximum size 1s slightly above the average payroll. But
since production workers are generally pald several

days to a week after the close of the payroll perilod, the
“stock of variable capital" is always equalled or even
exceeded by the liability "wages payable," so that 1ts
net valus is actually zero or even negative! Marx was
quite well aware of this, when in Volume 1 (p. 621) he
wrote "the laborer 1s not paid until after he has expended

his labor-power . . . he has produced, before 1t flous

anuliid

he himself is pald, the varlable capital." Gillman,1

in his statistical study though not in his theoretical
exposition, correctly sets the stock of varisble capital
at zero. We will do likewise throughout this study.
These three variablés ( C, v, s ) form the terms
in which Marx expresses the three fundamental quantita-

tive relationships of his system: the rate of exploita-

tion (%), the organic composition of capital (Q), and

the rate of profit (p').

The Rate of Surplus-Value

The numerical value of the rate of surplus-value,
and therewith the guantity of surplus-value produced, 18

determined by two factors: the length of the working day

1. Cf. Joseph Gillman, The Falling Rate of Profit (London,
1957) 5 pps Lu~43,




and the value of lahor-pover (i.e., the length of the

"necessary" portion of the working-day). These magni-
tudes are conceived as the average representative of

the corresponding social aggregate.

The iabor which is set in motilon by the
total capital of a society, day in, day
out, may be regarded as a single cocllective

working-day. If, e.g., the number of labor-
ers is a million, and the average working-
day of a laborer is 10 hours, the soclal

working-day consists of ten million hours.l

Similarly,

The variable capital of a capitalist is the
expression in money of the total value of all
the labor powers that he employs simultan-
eously. Its value is, therefore, equal to
the average value of onhe labor-power, multi-
plied by the number of labor-powers employed.2

Any change in the rate of surplus -value must be
the consequence of a change in one or both of these
guantities, and therefore Marx draws a distinction be-
tween two different methods of augmenting that rate:

The surplus-value produced by prolongation

of the working-day, I call absolute surpius -
value. On the other hand, the surplus-value
arising from the curtailment of the necessary
labor-time, and from the corresponding altera-
tion in the respective lengths of the two
components of the working-day, I call relative
surplus -value.3

1. Capital, I, 335.
20 Ibid', pc 3310
3. Ibid., p. 345,
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It should be made clear that Marx useg the
terms “"absolute" and “reiative" surplus-value only to

refer to incremental guantities and never to subdivide

aggregate surplus-value. "Absolute surplus-value" is

to be defined as that change in surplus-value caused by

a change in the gduration of the working-period, and

"relative surplus-value" is to be defined as that change

in surplus-value cszused by a change in the duratlon of

the necessary labor-time (i.e., of the "paid" portion of

the working period.) In all subsequent use of the terms

"ahsolute! and "relative" surplus-value these definitlons
are what 1s meant.

The relation between absolute and relative surplus -
value may be illustrated simply as follows:

An azverage lszborer vorking a 40 hour week at a
rate of surplus-value of 100% will produce surplus-value
to the amount of 20 labor-units. If his hours of work
per week are increased to 4& while the lzbor~-content of
his wage drops to 16 units due to an increase 1n pro-
ductivity he will then produce 32 units of surplus-value
per week. The increase of 12 units is composed of &

units of absolute surplus-value and 4 units of relative

surplue -value. The rate of surplus-value will of course

have been doubled.

Put algebraically, thls relationship can be
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analyzed irn this way:
If the working-day changes from Y hours to X hours, the
" productivity of labor per-hour ircreases by a%, the real
wage per-hour increases by b%, and the original rate of
exploitation is ¢ ;

Absolute Surplus-Value 1s equal to X - Y

Y la-b
Relative Surplus-Value is equal to EEB=EI?§§

_ X (120) (12a) _
The New Rate of Surplus-Value 18 Y (i+D) 1

These categories are important for the analysis
of variations in real wages and in the length and inten-
sity of the working day, variations which have & radicaily
different significance according to whether they are simul-
taneoug in a given soclety or represent the result of

changes over time.

In the production of absolute surplus -value Marx

regards s simultaneous difference in the intensity of

work a8 egulvalent to 2 difference in the duration of
work . "The valve created vaeries with the extent to which
the intensity of labor deviates from its normal laten-
sity in the society. A glven working-day, therefore,

creates no longer a constant but a variable value."l

But just as we savw to be the case with "skilled

1zbor," this equivelence does not apply to changes over

1. Capital, I, 57%.
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time in the average intensity of labor itself. "If the
intensity of labor vere to increase simultaneously and
equally 1in every pranch of industry, then the new and
higher degree of intensity would become the usual and
normal degree for the society, and would cease to be
token into account as an extensive magnitude ."

If the duration of the working-day 18 unchanged,

absolute surplus-value, an "extensive magnitude," cannot

arise. The opposite is the case with relative surplus-

ne the

value, which arises from an "intensive maghitude,

productivity of labor. Every change in this productivity

must ultimately affect the relative share of the working-~

day devoted, at a glven real wage, to “necessary labor."
Absolute surplus-value thus cannot result from

historic chsnges in the average degree of intensity or

skill. The converse of this is that relative surplus-

value cannot resuit from simultaneous differences 1in the

value of labor-power: in other terms, assuming that &ll
Wworkers receive a vage proportional to the value of their

labor-pover (defined by Marx as "the value of the neces-

1. Capital, I, 575.

2., On the distinction between "extensive" and "intensive"
magnitudes, derived by Marx from Hegel's, Logic, see
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saries of 1ife habitually required" plus "the expenses
of developing that 1abor-poweﬂ5, it would follow that

all produce surplus-value at the same rate of exploita-

tion. Or, to put the same idea in rigidly "orthodox"
terms: in equilibrium the ratio between the wages of
any two workers 1s equal to the ratio between thelr
marginal products.

No less a Marxist than Hilferding, however, has
disputed the ahove proposition:

To deduce the value of the product of

labor from the wage of labor conflicts grossly

with the Marxist theory. . . . Even if the

rate of exploitation of unskilled labor were

known to me, I should have no right tTo assume

that the identical rate of exploitation pre-

vailed for skilled labor. For the latter the

rate of exploitation might be much lower.1
If this be true, then the amount of surplus-value depends,
not on the quantity of concrete labor performed at a
given rate of exploitafion, but on the shapes of the dis-
persion of skills and of rates of exploitation, a con-
cept impossible to work with empirically.

Fortunately Hilferding's argument cen be shown
to be based on a2 misinterpretation of a single sentence
from Marx: "Ist der Wert dieser Krafv honer, so aussert

sie sich daher auch in hoherer Arbeit und vergegenstand-

1icht sich dsher, in denselben Zeltrzumen, in verhalt-

1. Hilferding, op. c¢it., p. li2.
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nissmassig hoheren Werten.”l Hilferding argued that,

because in the second Germén edition of Das Kapital

the word "aber" (however) stood in place of the first
"gaher" (consequently), the sense of the passage "is
somewhat as follows: ‘'Even though the value of this
power be higher, 1t can none the less produce more sur-

plus -value, because it mznifests itself in higher work!

- and so on."?

With his confusion between the "aber" of the
second edition and the "daher" of the third, and his
1ittle phrase "and so on," Hilferding has quite simply
blotted out the key concept of this passage: that labor-
powers of higher value "objectify themselves . . . in a

proportionately (verhaltnissmassig) higher mass of value "

Marx thus is saying quite bluntly that the value created

is proportional to the value of the labor power, that the

rates of exploitation are equal.

In a later part of Volume I Marx is, if possible,
even more explicit. This is the discussion of‘giece

wages, which Merx considers “the form of wages most in

harmony with the capitalist mode of production," S and

1. Das Kavnital, I, 206, in translation, "This power being
of higher value, it consequently also manifests itself in
superior labor and therefore is obiectified, in equal spaces

of time, in a proportionately higher mass of value."

2. Hilferding, op. cit., p. 142,
3. Capital, I, 608.
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whiech of course consist of paying a relative wage cor-
responding directly to relative productivity, and thus
directly carrying out the process of expressing qualita-
tively different concrete labor-powers as expressions of

homogeneous , abstract, social labor, differing only

guantlitatively:

With regard to actual recelpts there is, there-
fore, greaf varlety according to the different
skill, strength, energy, staying-pover, etc., of
the individual laborers. Of course this does
not alter the general relations between capital
and wage-labor. First, the individual differ-
ences balance one another in the workshop as a
whole, which thus suppiles in a given working-
time the average product, and the total wages
paid will be the average wages of that particu-
isr pranch of industry. Second, the propertion
between wages and surplus-value remalns unal tered,
since the mass of surplus-labor supplied Uy each
particular laborer corresponds wvith the wage re-
ceived by him.t

Piece-wages are the form of wages "most 1n harmony
with the capitalist mode of production" because, desplte
trangsitory divergences between the relative value and rela-
tive price of specific labor-povers, in the long run
iabor-power, unlike other commodities, tends to sell at
its value and, in a competitive factor-market, tends to
be allocated in such a way that the product, and hence
the surplus product, of each laborer "corresponds with

the wage received by him."

i. Capital, I, 607 (italics mine) .
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Consequently, relative surplus -value can only

result from changes in the value of labor-power OvVer tinme,

and absolute surplus-value, over time, only from changes

in the duration of the working-day. The factors deter-

mining these magnhitudes and their changes are ldentically

those determining the rate of exploitation.

The rate of exploitation is the immediate repre-
sentation of the prevailing social relationship between
the two fundamental classes, and as such its quantitative
determination cannot be the result of "pure" economic
causes . This is most ilmmediately apparent in the length
of the working-day, whose basic duration is presently
fixed by legislation, itself the outcome of long political
and social struggles. Accordingly Marx declares:

We see then that, apart from extremely elastic
bounds, the nature of the exchange of commodi-
ties itself imposes ho limlt to the working-
day, nho 1limit to surplus-labor. . . . There is
here, therefore, an antinomy, right against
right, both equally bearing the seal of the

iaw of exchanges. Between egual rights force
decides. Hence is it that in the history of
cepitaiist production, the determination of
what is a working-day presents itself as the
result of a struggle, a struggle between col-
lective capltal, i.e., the class of caplitalists,
and collective labor, i.e., the working class.-

Thus absolute surplus-value is determined by

“force," and we know that the past four generations have

1. Capital, I, 259, italics mine.
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seen a prevailing tendency toward red Y of the working-
day. With relative surplus-value, on the other hand, we
seem at first glance to be dealing with an economically
determined cause, the value of labor-power, which, Marx
states, "is determined by the value of the necessaries

of 1ife habitually required by the average 1aborer,”1

that is, the velue of the "real wage."

What however, determines the quantity of "neces-
saries of life" whose value determines that of labor-
pover? It 1is certainly not a physiological minimum deter-
mined with the force of an "iron law"; on the contrary 1t
is a2 sociszlly and historically determined maghitude sub-
ject to evolution:

The number and extent of so-called necessary

wants, as also the modes of satisfying them,

are themselves the product of historical

development, and depend therefore to a great

extent on the degree of civilization of a

country,2 and in particular on the conditions

under which, and consequently on the hablts

and degree of comfort in which, the class of

free laborers has been formed. In contradis-
tinction therefore to the case of other com-

1. Capitel, I, 568.

2. Compare Ricardo: "It is not to be understood that
the natural price of labor, estimated even in food and
necessaries, is absolutely fixed and constant. It

varies a2t different times in the same country and very
materially differs in different countries. 1t essen-
tially depends onh the habits and customs of the people.”
David Ricardo, Works and Correspondence of David Ricardo,
Volume I, Principles of Political Economy (Cambridge,
1951), p- 96.
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modities, there enters into the determina-
tion of the value if labor~-power a historical
and moral element.

For particular short-run partial analyses the
real wage can be held constant, since "i{n a glven country
at a glven perlod the average quantlty of the means of
subsistance necessary for the laborer is practically
known.“g Nevertheless in the long run the real wage is
most definitely a varlable quantity. The gquestion is
how far, and in what direction, can 1t be expected to
vary?

Perhaps the most wldespread single misconception
about Marx's view of capltalism, a misconcepntion shared
by anti-Marxists like John StracheyS with the High
Ppiests of stalinist "Marxism" (of whom the foremost
surviving specimen is Maurice Thorez), 1s the belief that
Marx enunciated a "Law" of "Increasing Misery" or "Abso-
iute Immiseration" or "pauperization.” According to this
"Lew," the net effect of capitalist® development would be
to drive real wages, despite temporary fluctuations,

down toward the absolute physiological minimum.4

1. Capital, I, 190.
2. Ibid.

3. The failure of capitalism to comply with this allieged
Law" is the main thesis of his Contemporary Capitalism
(New York, 1956).

4. A very valuable discussion of this matter is to be found
in the article by T. Sowell, "Marx's 'Increasing Misery!
Doctrine," American Economic Review, L, No. 1 (March, 1960),
111 £f.
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Two citations are usually presented as evlidence

for this view. In the "Communist Manifesto" of 1847

Marx and Engels wrote:

The modern laborer, on the contrary, instead ol
rising with the progress of industry, sinks
deeper and deeper below the condgitions of exist-
ence of his own class. He becomes a pauper, and
pauperism develops more rapidly than population
and wealth. And here it becomes evident that
the bourgeolisie is unfit any longer %o be the
ruling class in soclety . . . beczuse it is in-
competent to assure an existence to its slave
within his slavery, because 1t cannot help let-
ting him sink into such a state that 1f has to

feed him, instead of being fed by him.l

Twenty years later, in Volume I of Capital, Marx stated:

The greater the social weazlth, the functioning
caplital, the extent and energy of its growth,
and, therefore, also the asbsolute mass of the
proletariat and the productiveness of its labor,
the greater is the industrial reserve-army.

The same causes which develop the expansive

power of capital, develop also the labor-army

at its disposal. The relative mass of the

in-

dustrial reserve-army increases therefore ex-
ponentially with wealth. But the greater this
reserve-army in proportion to the actlve labor-
army, the greater is the mass of & consolidated
surplus -population, whose misery is in inverse
ratio to 1ts torment of labor. The more exten-
sive, finally, the lazarus-layers of the working-

class and the industrial reserve-army, the

greater is official pauperism. This 18 the abso-
lute general law of caplitalist accumulation. Like

=11 other laws 1t is modified in 1ts working by
many circumstances, Bhe analysis of which does

not concern us here.

1. "Communist Menifesto," in Karl Marx and Friedri
Engels, Capltal and Other Writings (New York, 1932

2' Cagital, I, 707'

ch
)s p. 333.
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The first of these passages, which speaks of
"+the modern laborer," can legitimately, though not con-
clusively, be interpreted as a prediction of the im-
poverishment of the working class. The second, however,
which states Marx's thought in a much more developed
way, gives no support for the "Immiseration" doctrine.
What Marx is here concerned with is that portion of the
labor-force more-or-less permanently ulemployed as a

result of capitasl-intensive technological progress.

These are workers who have sunk "below the conditions

of existence" of their class; who produce ho more surplus-

value, but must be fed a2t the expehse of the ruling
class. This is a stratum, Marx declares with mathemati-

cal precision, "whose misery is in inverse ratio to its

torment of labor (deren Elend im umgekehrten Verhaltinis

zu ihrer Arbeitsqual steht).“1 In sum, Marx is talklng

about the West Virginia ex-coal-miner, not (or not yet)
the Akron rubber-worker.

What then is Marx's actual analysis of the his-
torical tendency of the real wage? As in the determina -
tion of the working day, so in that of the real wage Marx
places primary emphasis on bargaining power:

The fixation of /the rate of surplus -value's/
actual degree is only settled by the continuous

1. Das Kapital, I, 679.

P ————
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struggle between capital and labor, the
capltalist constantly tending to reduce
wages to their physical minimum, and to
extend the working day to its physical
maximum, while the working man cons tantly
presses in the opposite direction.

The matter resolves itself into &
guestion of_ the relative powers of the
combatants.l

This bargaining process, however, always takes
place in a context set by general economic conditlons:

= struggle for a rise of wages follows only
in the track of previous changes, and 1s the
necessary offspring of previous changes in

the amount of production, the productive
powers of labor, the value of labor, the value
of money, the extent or the intensity of labor
extracted, the fluctuations of market prices,
dependent upon the fluctuations of demand and
supply, and consistent with the different
phases of the industrial cycle.

In this discussion of wages Marx maintains that
"in its merely economical action capiltal is the stronger
side," and thus that under capitalilsm "jt is the nature
of things" that "the general tendency of caplitalist pro-
duction is not to raise but to sink the average standard
of wages, or to push the value of labor more or less to
w3

its minimum 1imit.

A1l of this, however, stlll does not add up to a

discussion of real wages: Marx is referring to the "value

1. Karl Marx, Value, Price, and Profit (London, 1899), p. 88.

20 Ibido, po 840
3. Ibid., p. 92.
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of labor" and considering struggles over wages as
"efforts at maintaining the given value of labor,"™t
In fact Marx never declares explicitly that real
vages must tend to rise in the course of capitalist
development. This position, however, has a very strong

implicit basis in Marx's general approach to the questlon.

The theory that the level of real wages must

tend to increase can be derived from several points in

Marx's discussion of wages:

(a) As we have seen, the "necessary wants" are
dependent on the "degree of civilization." As capitalism
develops, therefore, these '"necessary wants" increase,
80 +hat the socially determined minimum grows relatively
to a physLologlcally—determlned subsistence level. A
possible mechanism to bring this about is that increases
in working=-class living standards, when they partially
correspond to the already-realized progress of other
classes, would be regarded by the workers as permanent
and psychologically incorporated into the '"necessary

wage."2

1. Ibido, Pe 92.

2. This point is made quite strongly in the essay by
Sowell previously cited.
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(b) Marx regards the expenses of education
and training as factors determining the value of labor-
power, and states that these expenses "vary with the
mode of production.“l To the extent that increasing
productiviiy requires increased specialization, training,
and literacy on the part of the average worker the neces-
sary minimum real wage 1is thereby increased.

(¢) Marx regaerded the increasing intensity of
work as a central aspect of economic development under
capitalism. This increased intensity of labor, if not
compenhsated by at ieast a proportional increase 1in real
wages, would be physically ruinous to the worker. "By
increasing the intensity of labor, a manh may be made to
expend as much vital force in one hour as he formerly
did in two. In checking this tendency of capital, by
struggling for a rise of wages corresponding to the ris-
ing intensity of labor, the working man only resists the
depreciation of his labor and the deterioration of his
race.“2 Thus increased real wages are nNecessary to the
very self-preservation of the worker.

(d) Finally, the growth of productivity allows

for increases 1in real wages without any decrease in the

1. Capital, I, 569.

2. Value, Price, and Profit, p. 82.
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amount of surplus-value produced and even with an in-
crease in surplus-value. When the value of consumptiol
goods is falling, "1t is possible with an increasing
productiveness of labor for the price of labor-power
to keep on falling and yet this fall to be accompanied
by a constant growth in the mass of the laborer's means
of subsistence."l

This third means of railsing the hecessary real
wage is available only to the extent that workers are
organized and can compel capital to share with them the

gains from increasing productivity. It "depends on

the relative weieght which the pressure of capital,on

the one side, and the resistance of the laborer, on the

other. throws into the scale "2 And of course, in the

most celebrated passage of Capltal Marx speaks of the
increasing “revolt of the working-class, a class always
increasing in numbers, and diséiplined, united, organized

by the very mechanism of the process of capltalist pro-

duction itself."3

The conclusion must be that if there is a "“law"
of real wages in the Marxian system 1t should be entitled,

not the "Law of Increasing Misery" but the "Law of

1. Capital, I, 573.
2. Ibig.
3' M‘: joX 783.
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Increasing Requirements." And this ingeed is how Lenin,

in 1893, put the matter:

We must not lose sight of the indubit-
sbie fact that the development of capitalism
inevitably entalls a rising level of require-
ments for the entire population, including
the industrial proletariat. This rise is
. . + brought about by the ecrowding together,
the concentration of the industrial proletariat
which enhances their class conscloushess and
sense of human dignity and enables them to
wage a successful struggle against the preda-
tory tendencies of the capitalist system.

This law of increasing requirements has mani-
fested itself with full force in the history
of Europe - compare, for example, the French
proletariat of the end of the eighteenth and

of the end of the nineteenth centuries, or

the British worker of the 1840's and of today .t

What Marx clearly does expect is a decline, not
of the real wage, but of the value of the real wage. He
maintains that the continual increase in the potentlal
1abor-force due to the proletarianization of former
peasants, srtisans, and shopkeepers, in addition to the
natural growth of populstion, will tend to exceed the in-
crease in employment due to capltal accumulatlon, particu-
larly since he expects technological progress to be

highly capital-intensive.

If we assume, with Marx, that the structure of

the labor market is or can e made essentlially monopo-

1. V. I. Lenin, "0On the So-called Market Question," in
Collected Works (Moscow, 1960), I, 106.
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listic, the existence of a growing "industrlal reserve
army" is perfectly consistent with a rising real-wage
level. But since this "monopoly power" of unions is

at best far from complete, and is confronted with at
least as well organized 2 "monopsony power,” there are
substantial economic forces working against a more than
gradual tendency toward increasing real wages. Thus
despite the increase in the real weage, "the abyss be-
tyeen the laborer's position and that of the capitalist
would keep widening”l if the working-day remains
constant.

What then can be predicted oh the basis of the
Marxian system as to the long-run tendency of the rate
of surplus-value? As we have seen, this change 1s made
up of both absolute and relative surplus ~value, but
absolute surplus-value tends to be & negative, and rela-
tive surplus-value a positive, magnitude. In other words,
both the total working day and the duration of its "paigd"
portion tend to decrease in the long-run. There can
therefore be no geheral economic law governing the move-
ment of the rate of exploitation: 1t appears almost en-
tirely as a function of the balance of social forces.
Accordingly, despite violent short-term fluctuations,

any long-run increase or decrease in the rate of exploita-

10 Caeital’ I: 573‘
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tion would be expected by Marx to show itself only as
ah exceedingly slow and gradual trend. Marx himself
expected the rate of surplus-value to increase in the
long-run. Nevertheless, in terms of the Marxlan sys-
tem, the actual prevailing historilcsl tendency of this
rate canhot be predicted on theoretical grounds - it
must be determined empirically.

In anglyzing the rate of surplus-value it re-
mains to ascertaln the concrete manifestations of the
categories v and s in the capitalist economic system.

v canhot be identified with the total wage-bill
of the enterprise or of socliety. Marx defines it as
representing exclusively the outlay on labor-pover to be

cohsumed as productive labor, the sole source of surplus-

value:

Capitalist production is not merely the pro-
duction of commodities, it is essentially

the production of surplus-value. . . . Thet
laborer alone is productive who produces
surplus ~-value for the capitalist, and thus
works for the self-expansion of capital.

If we may take an example from outside the
sphere of productlion of material objects, a
schoolmaster is a productive laborer when, in
addition to belaboring the heads of his
scholars, he works like a horse to enrich the
school proprietor. That the latter has laid
out his capital in a teaching factory, instead
of it a sausage factory, does not alter the
relation. Hence the hotion of a productive
laborer implies not merely a relation between
work and useful effect, between laborer angd
product of labor, btut also a specific, soclal,
relation of production, a relation that has
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sprung up historically and stamps the
1laborer as the. direct means of creating

surplus--value.l

Marx thus states two necessary conditions for
labor to be productive:

(a) The productive laborer must "work for the
self-expansion of capital" - his labor-power must ex-
change with capital and not with revenue, he must work
for a capitalist, not for the direct conlsumer of his
product. "A singer who sells her song on her owR is an
unproductive worker. But the same singer commissioned
by an entrepreneur to sing in order to make money for
ne

him is & productive worker. For she proéuces capltal.

(v) The productive laborer must produce gom-

modities since surplus-value, like value in geheral, canh
only come into existence if it is embodied in a com-
modity. However the commodity is not, as Adem Smith
thought, defined as necessarilly a durable material sub-~
stance. Marx mekes it unequivocally cleer that the ser-

vices performed by schoolmaster and singer are commodities

defined as such by their abstract characteristics as

oroduct of social labor and object of allenation.

What, then, is unproductive labor? It is not

1. Capital, I, 558 (italics mine) .
o, Theories of Surplus-Value, p. 186.
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useless, aimless activity (wvhich would be 2 type of
leilsure, not labor). Unproductive labor is defined
by Marx in its contrast to productive labor: it is

that portion of the total social labor whlch produces

no surplus-value because 1t is not engaged in commodity

production or because it 1is not employed by a capitalist.
There are thus vast domains of social activity, notably

the spheres of circulation and of government, in which

the wage-laborers are unproductive desplte the formal

identity of their social position to that of wage-

lzborers in the productive spheres.

Nevertheless, since 1t ranks ss social labor,

unproductive labor must still be soclally necessary.
This follows from the fact that the work performed by
these laborers 1s necessary to capital. "The capitalist
mode of production begets . . . the creation of a vast
number of employments, at present indispensable but in
themselves superfluous.“1 Certainly a genuinely

socialist community would require a vastly altered govern-

1. Capital, I, 581 Cf. also J. Robinson, Essay, p. 20 n.:
"The distinction /between productive and unproductive
lzbor/ is clearly important. Industry and transport

are necessary to soclety in a sense in which the activity
of searching for buyers is not, and in the present age of
advertising the distinction between production costs and
selling costs 1s even more significant than it was in

Marx's own day.
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mental and distributional system. But teday the only
relevant criterion 1s necessity for the functioning of
capitalist society.

Within the private capitalist sector, the Marxian
division between productive and unproductive labor cor-
responds quite closely to the usual business bookkeeping
and cost-accounting practice. The wages of productive
employees are costs, and go above the "gross-profit
line"; the payments to non-productive workers are ex-

penses, and go below it. The Census of Manufactures

classification of "Production and related workers" like-

wise corresponds to these categories:

Workers (up through the working foreman
level) engaged in fabricating, processing,
assembling, inspection, receiving, storage,
handling, packing, warehousing, shipping (but
not delivering), malntenance, repair, jani-
torial, watchman services, product develop~
ment, auxiliary production for plant's own
use 2e.g. power plant), record keeping, and
other services closely assoclated with these
productive operations.

Among non-'production-related workers" the

Census definition includes:

Factory supervision above the working fore-
man level, sales, sales delivery, advertising,
credit, collectlion, installation and servicing
of own products, clerical and routine office
functions, executive, furchasing, finance,
legal, personnel, etc.

1. U. S. Bureau of the Census, Census of Manufactures,
1954, (washington, 1957), I, xvii.
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With one minor exception (installation and
servicing of own products) this enumerzation gquite con-
forms to the Marxlan definitions.

For the same reason that v does not include the
entire wage blll, 38 does not staud for the total of
"unpaid labor" performed by the class of wage-workers.
A great deal of social labor is "unproductive"; never-
theless the unproductive laborer, exactly like the
productive worker, sells his labor-power at a price ap-
proximating its cost of production, and consequently

also "performs partly unpaid 1abor."l

Surplus -value thus is that portion of the social
surplus -labor which assumes the form of value and in that
form is appropriated by the propefty-OWning classes. It
is divided into three categories: "profit of enterprise,"
"interest," and "rent."

It is here that profit is defined by Marx. Since
commodities are sold at a price systematically diverging
from their value, the surplus-value embodied in a com-
modity always differs from the surplus-value rezlized
by the capitalist producer. It 1is this latter quantity
alone that constitutes profit from the viewpoint of the
ipndividual capitalist. But on the scale of the whole

society, if total interest and rent are added to the

1. Capital, III, 354.



62

total profit, this aggregate must be equal to the aggre-
gate surplus-value:

In 2 capitalist society, this surplus-value

.« o« o 1s divided among the capitalists as a
dividend in proportion to the percentage of
the total social capital held by each. In
this shape the surplus-value appears as the
average profit which, in its turn, 1s sepa-
rated into profit of enterprise and interes®,
and which in this way may fall into the hands
of different kinds of capitalists . . . the
landlord, in his turn, pumps a portion of this
surplus-value, or surplus-product, out of the
capitalist in the shape of rent.

Hence, when speaking of profit as that
portion of surplus-value which falls to the
share of capltal, we mean average profit
(profit of enterprise plus lnterest) which has
already been limited by deducting the rent from
the aggregate profits (identlcal 1n mass with
the aggregate surplus-value.) Profits of
capital (profit of enterprise plus interest)
and ground-rent are merely particular con-
stituents of surplus-value, categorles by
which surplus-value 1is distlngulshed according
to whether it falls into the hands of capital
or of privete land. This classification does
not alter its nature in any way. If added to-
gether, these parts form the sum of the social

surplus-value.
If v, then, comprises only the wages of produc-

tive laborers, and s is "identical in mass" with the sum

of profit-of-enterprise, interest, and rent, how are the
wages of unproductive lebor to be trezted? Although Marx,
as we will see, provides in essence a clear explanation,
he does not do so explicitly, and even seems to contradict

himself in certain regards. This has led to gross misin-

1. Capital, III, 955.
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terpretations, some commentators seeklng to subsume

these wages under "i,"l others, with only slightly less

. 2
violence to Marx's meaning, under "g."

Concretizing Svweezy's view, Gillman writes:

In Marx's schema, ‘profit! includes
all income accruing to the capitalilst
above his prime andé factory overhead costs,
and is equivalent to the ‘'gross profit! in
capitalist accounting practice. The whole
congeries of administrative expense and
selling costs, as well as rent, interest,
and business taxes, are all part of surplus-
value.

Having thus totally misconstrued the coatent

which Marx sscribed to the category surplus-value,

Gillmen gquite naturaliy got weird-looking results from
his attempt at an empirical test of Marx's predictions
concerning the rate of profit. In order to obtaln a
closer correspondence with the facts, he therefore in-
serted into what he took to be the Marxian theory two
new categories: "unproductive expenses" and "diminished
s" (net profit), the latter being equal to 3-u.

This 1s theoretically an indefensible procedure4

1. Cf. Robinson, Essay, p. 20, fn.

2. Cf. Sweezy, The Theory of Capitalist Development, p. 279;
"The employees in the commerclal sphere are paid out of
surplus -value."

3. Gillman, The Falling Rate of Profit, p. 17.

4. In practice "s-u" can be made equivalent to the
Marxilan s.
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both because it retains the erroneous deflnition of 8
and because in u and “"diminished g" it introduces
categories which are not constituent parvs of the value
of the commodity and consequently cannot be integrated
in the general Marxlan model of capltalist production.

A seeming justification for this approach,
nevertheless, zan be found in a passage from voiume II
which presents the expenses of circulation as "a deduc-
tica from the surplus-value or surplus-product."1 How -
ever, in its proper context, even this passage points
toward concluslons very different from those Gillman
nas drawn. In his originsl text Marx wrote:

"Das allgemeine Gesets ist, das alle
Zirkulationskosten, dle nur aus der Form-
verwandlung der Ware entspringen, dieser
letztren keinen Wert hinzusetzen. Es sind
bloss Kosten zur Realisierung des Werts oder

zu seiner Uebersetzung aus eilner Form 1n die
sndre. Das in dlesen Kosten ausgelegte

Kapital {eingeschossen die von ihm kommandierte
Arbeit) gehdért zu den_faux frais /unproduktiven,
aber notwendig Kosten/ der kapltallstischen
Produktion. Der Ersatz derselben muss aus dem
Mehrprodukt geschehn, und bildet, die ganze
Kapitalistenklasse betrachtet, einen Abzug vom
Mehrwert oder Mehrprodukt, ganz wie fir eilnen
Arbeiter die Zeit, die er zum Einkauf selner
Tebensmittel braucht, verlorne Zeit ist."

1. Capital, II, 169.

2. DesKapital, II, 143, in translation,"The general law
is, that all those expenses of circulation which only
arise from changes of form of commodities, add no value
toc the latter. They are merely expenses requlred for
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To understand this it 1s essential to realize
that Marx refers to the expenses of clrculation as "a
deduction from the surplus-value or surplus -product”
only "from the point of view of the entire capitalist
class" and not from the standpoint of the process of
capltalist production as a whole. For this process
they are "necessary expenses" and no more a "deduction
from surplus-value"than are the totality of hours of
working time "lost time" To society, even though they
appear as this to the working-class. In reality what
takes place in the unproductive spheres is simply the

outlay of a determined and necesSsSary constituent part

of the total socizl capltal:

These costs form additional capital, but
they produce no surplus-value. They must

be made good out of the value of the com-
modities. For a portion of the value of

the commodities must once more be converted
into these circulation costs; and no addi-
tionsl surplus-value is created thereby. §So
far as this concerns the total capital of
society it means that a portion of 1t must be

the realization of value or for its conversion from one
form intoc another. The capital laid out for these ex-
penses (including the labor employed by it) belongs _to
tne faux frals lunproductive but necessary expenses . of
capitalist production. Its replenishment must be carried
out from the surplus-product and forms, from the point

of view of the entire capitalist class, a deduction from
the surplus-value or surplus-product, just as,; for a
laborer, the time required for the purchase of his means
of subsistence is lost time."
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set aside for secondary operations which
are no part of the process of creating
value, and that this portion of the social
capital must be continually reproduced for
this purpose .l

Since these commercial and pclitical overhead
expenses, though unproductive of new value, signify the
consumption of a portion of the social capital, the
value consumed in this way, in order to assure its con=-

tinual reproduction, must enter into the fotal value

of the mass of commodities produced. "The additional
value, which the merchant adds to the commodities by
his expenses, resolves itself into an addition of pre-
viously existing values .“2
As we saw earlier, the difference between vari-
able and constant capital is founded on their differing
modes of transferring value to the commodity-product;

and in the case of constant capital this characteristic

mode 1is precisely the addition of previously existing

values. Consequently the appropriate treatment for the
outlay on unproductive expensés in general, provided only
that they are "socially necessary" under the existing
form of social organization, is to regard them as part of

the constant capital advanced and expended.

1. Capital, III, 343, italics mine.
2. Ibid., p. 345,
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Marx never explicitly defines the "unproductive
but necessary expenses" of capitalist production as part
of the constant capital, since 1n his reproduction
schemata he abstracts entirely from the unproductive
spheres (which would complicate the analysis in several
ways, including the seeming paradox that the fraction of
the consumer=goods output consumed by unproductive
1aborers would have to be considered "capital goods" in
a peculiar sense) and assumes, as in most places through-
out Capital, a society composed exclusively of capltalisss
and productive laborers. Nevertheless in the problem
with which the present study is concerned, that of the
rate of profit, Marx is categorlcally clear that the
necesszry unproductive expenses are to be Itreated in

that way:

"Every expense of this kind . . . reduces the

rate of profit because the advenced capital increases

c—

but not the surplus-value. If the surplus-value s re-
mains constant, while the sdvanced capital C increases

S
to C + 'AC, then the place of the rate of proflt 6 is

- - S Hl
teken by the smaller rate of profit T AC

In practice unproductive expense and surplus-
value can Sometimes masquerade in each others Tform.

Thus a large portion of top administrative salaries and

1. Capital, ILL, 353, 148llcs mine.
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perquisites is merely a disgulsed form of profitl while,
in the opposite case, for '"the zctual retzilers” a major
part of their nominel profit is really only "yages for

isbor - wretched unproductive labor though it is.”2

The Organic Composition of Capital

The difference hetween constent and variable
caplitzel, as we have Seen, reflects the fundamentel dils-
tinction between the "objective and subjective factors”
of the labor process, between the means and conditions
of production and living productive labor. The relation-
ship between these two sides of the labor-process can
be expressed quentitatively through a number of different
ratios of which one, the "Organic Composition of
Capitel," is placed by Mex in a pivotal position in his
general theory. Marx defines this ratio in these

terms :

A definite number of laborers corresponds
to a definite quantity of means and pro-
duction, so that a2 definite gquantity of
1iving lebor corresponds to a gefinite
gquantity of labor already objectified in
means of production.J :

1. "On the basis of capitalist production & new swindle
develops in stock enterprises with the wages of manage-
went. It consists of pleclng above the actual director

s board of managers or dlrectors, for whom superintendance
and management serve in reallty only as a pretext for
plundirgng stockholders and smassing wealth."” Capital,
ITI, 458.

2, Marx, Letter to Engels of April 30, 1868, in
Correspondence, pp. 244-2L%,

3. Capital, III, 171, italles mine.
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As Joan Robinson puts it, what Marx means by

"organic composition” is simply "capital per man em-

ployed”l (assuming a working day of given length). It is
to be expressed quantitatively as the ratio between two
quantities of labor-time: the value invested in means

of production and the value newly created during the

production period.

In algebraic form, therefore, the orgenic com-
C

position of capital is defiged by the formula Q = Iy
or, equivalently, Q = 5%5

Marx, however, is far from always expressing
himself this clearly on the precise definition of what
he means by "Organic Composition," and this has misled

many commentators. Thus Gillman:

From the formula c+v4ss = ¢' Marx derived
three ratios which served him as foundation
stones for his theory of capitalist develop-
ment. One of these is the ratio between ¢ and
v ~ between constant cepital consumed and
vaeriable capital consumed. This ratio, com-
monly expressed as c¢/v, Marx called the organic
composition of capital. He called 1t ‘organic!
because 1t expresses the relations of the
tdead' to the ‘'living' labor - of the constant
to t%e creative qualities of the varlable capl-
tal.

1. Robinson, Essay, p. 8.

2. Cf. Rolf Gusten, Die Langfristige Tendenz der Profitrate
(Munich 1960).

3. Gillman, op. c¢it., p. 10.
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Gillman starts from the formula c+VvV 48 = cle
But this is not the formula for capital, it 1s the formula

for the commodity-product. The constant and variable

capital consumed are not at all the necessary representation
of the constant and variable capital involved in the pro-
duction process. The former are flows, the latter stocks.
Only if there exists no fixed capital, and if all portions
of the circulating capital have equal periods of turnover,
can these two ratios coincide:.

Tt is true that in many places Marx proceeds on
just this assumption, and thus generally operates with
the % ratio, assumed equivalent to the organic composition
as defined above., But for him it had exclusively the
character of a drastic and unrealistic simplification,
adopted solely for convenience in arithmetic illustrations,.
At all points Marx makes it very clear that, co far as
constant capital is concerned, it 1s the invested capital
("The mass of means of production employed")l that is the
basis for all ratios involving the composition of capital,
and not the corstant capital consumed in the total process of
gocial production. By identifying the two, Gillman was led
to 2 misleading and laborious computation of organic compo-
sitions and rates of profit on a "flow basis," alongside his

at least more relevant computations on a "stock basis."

1. Capital, I, 671s
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However, recognizing that constant capital is

to be computed exclusively on a "stock basis," as the

average invested capital during a given period, clears
up only the least of the difficulties. In the ratio
C/v the symbols do not stand for the means of production
and living labor employed, but for the values invested
in given quantities of labor-power and means of produc-
tion, which is not at 2ll the same thing:

The composition of capital is to be under-
stood in a twofold sense. On the side of
value, it is determined by the proportion in
which it is divided into constant capital or
value of the means of production, and variable
capltal or value of labor-power, the sum total
of wages. On the side of material, as it func-
tions in the process of production, all capltal
is divided into means of production and living
labtor-power. This latter composition is deter-
mined by the relation between the mass of the
means of production employed, on the one hang,
and the mass of labor necessary for thelr em-
ployment, on the other. I call the fcormer the
value-composition, the latter the technilcal
composition of capital. Between the two there
is a strict correlation. To express this, I
call the value-composition, in so far as it is
determined by 1its technical composition and
mirrors the changes of the latter, the organic
composition of capital. Wherever I refer to the
composition of capital, without further quali-
fication, its organic composition is always
understood.l

From this passage Gillman comes to the conclusion that:

Marx was very clear on the point that, whenever
he dealt with the relation between the organic
composition of capital znd the rate of profit,

1. Ibid., I, 671, 1italics mine.
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it was to 'value-composition! and not ‘'tech-
nical composition' that he referred. It is

in the value relations between the constant
and the variable capitals that Marx located
this aspect of his theory of econcmic develop~

ment.

But if there is one thing clear here it is that

Marx is saying notiiing of the sort. The value-composSi=

tion can be assimilated to the orgenic composition only

"in so far as it is determined by its technical com-
position and mirrors the changes of the latter" due to the
existence of "z strict correlation” between the two.
This is by no means always the case: 'Capitals of the
same organic composition may have a different value-
composition.”2

By "technical composition" Marx essentislly sig-
nifies what modern economists call “capital intensity,”
the quantity of capital goods in "real" terms cooperating

with each worker at some "normal" level of full employ-

Means of Production ,
number of workers

ment, the ratio
In what sense, then, can it be saild that changes
in this ratio have a "strict correlation” with changes in

the value=-composition?

Value-composition (to which we arbitrarily attach

the symbol R) is given by the formula R = ¢/v. Technical

1. Gillman, p. 30.

2. Capital, III, &90.
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composition (symbol T) is then given by T =3 %_Z (Iv

and Ic being the values of the price indexes for labor-
power and means of production, respectively.)

A strict correlation will exist only if every
relative change in E_will produce an identical relative

change in R - l.e., if the elasticity of R with respect
dR 02:1

to T is unitary. Uniltary elasticlty means that I = .
_ple @R _Ie_ T _Ic (Ie)? .
Since R = T Iv ] ar -~ ﬁ and R = Iv:> thus QIV - 1:

and Ic =z Iv.

This “strict correlation," therefore, can exis?t
only 1f the price indexes themselves are always equel, a
virtuel impossibility. There is, moreover, an additional
Gifficulty. Variable capltal is "the index of . . . 2
definite quantity of living labor set in motion" if_and
only if "the rate of surplus-value and the working day
have been assumed to be constant and the weges for a
definite working day are given.”1 Marx throughout makes
this sssumption, but he makes it purely in order to sim-
plify his exposition. In any attempt at analysis i1t must
at a certain point be droppsd, and Marx's failure to do
so explicitly hes resulted, not iIn simplification, but in

enormous confusion.

The relationship between R and Q depends entlrely

on 8', the rate of surplus -value, since %-: 1 +#st'. Thus

1. Ibido, ppo 172—1739
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where s'ig constant by definltion,as we have seen to be
the case in cross-section equilibrium, R and Q are really
equivalent to each other, and it 1s in this sense that
Marx sometimes treats them as identicsl. If over time s'!
i1s considered varlable, changes in R will overstate or
unders tate changes in Q according to whether s' increases
or decreases .

On the long run tendency of the "Organic Composi-
tion of Capital" Marx is categorical: Human progress,
identical to the development of the productive forces,
necessarily involves a steady increase 1n the technical
composition of capltal, and this must be reflected in an
incressing organilc composition:

The progressively higher orgsnic composition

of the social capltzl is, 1n another way, but

an expression of the progressive development
of the social productive power of lsbor.l

The Rate of Profit

In the actual workings of a capitalist economy
surplus -value, as such, 1s never directly perceptible.
It attains reality only in its derivative form of profit
(including, for purposes of this analysis, rent and in-
terest.) Accordingly, it is only in this form that surplus-

value can play its role as the goal and regulator of
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capitalist production. It operates directly as a con-
stituent of the price of commoditles; and only ultimately
s a constituent of their yalue.

As we sav at the outset, Marx insists upon the
necessary divergence between the "value" of a commodity
and its “exchange value" or "natural price." This diver-
gence 1s a reflection of the fact that 1t 1s proflt and
not surplus-value that enters into price; and whereas
surplus-value is entirely a function (given the rate of
exploitation) of the varizble capital consumed, profit
is always calculated on the total capital advanced.

Since the orgenic composition of capital {which
in cross=-section equllibrium analysis is also equivalent
both to capltal-intensity and to "value-composition")
differs from industry to industry (each having its own
unique technology as well a8 specific material circum-
stances) the guantitative equivalence of profit to sur-
pius -value would impose a different rate of proflt in
every particular industry. But just as it is a formal
condition of equilibrium for the marginal return to a
"Pactor" to be the same in all its alternative uses, so
is it a real tendency of a capitalist economy for capiteal
to "flow" to areas where the highest profits are expected
and out of the least profitable fields of investment,
thus modifying existing supply-demand relationships in

such a way as to reduce the previous profitability-
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differential. Worked out to its end, this tendency
would result in the formation of a single rate of
profit prevailing throughout the economy.

Accordingly, the tendency toward uniform profit-
ability must result in relative commodity prices d4if-

ferent from relative values. DMarx calls these equilibh-

rium prices the prices of production: "TPhe price of

production of a commodlty is equal to 1ts cost-price

/T.e., c+v/ plus a percentage of profit apportioned

according to the average rate of profit, or, in other

words, equal to its cost-price plus the average profit.“1
This price of production is, of course,'the

same thing as what Adam Smith calls natural price,

Ricardo price of production or cost of production, and

the physiocrats prix necessaire"2 e « o and the same as

cquires its

ct
o

Marshallian "long run average cost." I
specifically Marxian form on only one bhasis: that of

-

the determinatlon of the average rate of profit itself.

This rate of profit is essentially the ratio _%— for the
total economy, the ratio of aggregate surplus-value %o

aggegate capital. "The general rate of profit arises

through the total surplus-value produced being calculated

1. Capital, III, 186.
2. Ibid., p. 233.



on the totazl capital of the community (the class of

1
capitalists) "
The aggregate surplus-value, then, enters into

the product of every capitalist in proportion to his

invested capital:

The various cepitalists, so far as
profits are concerned, are just so many
stockholders in a stock company in which
the shares of profit are uniformly dlvided
per 100, so that profits differ in the cease
of the individual capitelists only 1n ac-
cordance with the amount of capital invested
by each in the aggregate enterprise, 1.e.,
according to his investment in social pro-
duction 28 a whole, according to the number
of his shares .2

The identlty of zggregate surplus-value to ag-
gregate profit is thus held by Marx to reconcile, on
the level of the whole economlc system, the micro-
economic dispasrity between the value and the price of
production of individual commodities:

The sum of all the prices of production

of 211 commodities in socilety, comprising

the totality of all lines of production, is

equal to the sum of all theilr values «3

The relation between the value and the price of
production of a glven lilne of industry, as conceived by

Marx, can be presented in a precise algebraic form,

1. Theories of Surplus-Value, P. 337.

2. Capitel. IIL, 1E7.
3. Ibid., p. 188.

77
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though Marx himself falled to do 80.

As we have seen,; the orgenic compositlion of a

given cepital or of the soclal capital ag a whole is

g.
given by Q= ’T?(T'%-_Er)" the rate of profit by - BGV- P

and, by substitution, p' = g' . G, the stock of

QI+ 87)
invested constant capital, is related to g, the con-
stant capitel consumed, by a rate of turnover t (here
agsumed to be given and uniform throughout the economy)

go that ¢ = Ct. In addition we represent the ratlo of Qj3,
the organic composition of capital in industry i,to the

&
Q ]
The value (Z;) of the product of industry i, then,

organic composition of the soclal capital by )\ 1=

is equal to

6 + vy + Va8'= vy (1% 8%) ¢+ vy (1% gf)

2y = v (1 +8%) (4t + 1)

Its priee of production (P3), correspondingly,
sl
iz given by ¢y + v; + p'C = U, (L+sa') tF vy ¢ % nvi

L]

P=vy [Q (18 ¢+ (14 st A))]
The 'transformation coefficient® between price

of production and value for industry i, ¢i, is thus
Py _ vilgy (L+8f) t4 (14 s'Ay]

determined by the ratlio 7= = : Sl

Zy Vi (1 + 8% (Q,l t* 1)

§
ch-rl.i..s_h
= 1+ at

Qit'!'l

—)fg
while for the entire economy Z 0 =!P.

g5
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For a further discussion of this guestion, see

Appendix A.

Summary

The net product during a given perlod has a

value equal to the number of hours of productive labor
expended by the members of soclety, productive labor
being defined 2s the work done by laborers employed by
capital and directly or indirectly necessary for the
production of commodities. The gross product has &
value identical to the sum of the prices of the final
products in the system.

The difference in value between the gross and

net products is defined as the constant capltal consumed.

The velue of the net product consists of varlable capltal,

the total wege received by the productive laborers, and

surplus -value, the total of property incomes in the forms

of profit, interest and rent. The capital consumed in
unproductive but necessary areas of the economy counts
as pert of the constant capital, and enters into the
Qalue of the gross, but not the net, product.

The value of the total invested capital can be
regarded as representing entirely a stock of constant
capital, and under this sssumptlon the basic categories
of the Marxian syStem are expressed by the four symbols

C.c,v, and s - representing respectively the average



stock of capital, the constant capital consumed, the
varizble capital consumed, and the surplus-value
produced during the year.

These economic aggregates are linked by three
fundamental quantitative relationships: the rate of
surplus -value or rate of exploitation, 8'; the organic
composition of capital, Q; and the rate of profit, p'.

These ratios are determined by:

s!' = _85__
v

. C

@ = )
p!: S
C

The general inter-relationship of the system 1is

expressed by the equation:

p' = s!

T TQ (1sst)
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CHAPTER III

THE LAW OF THE FALLING TENDENCY OF THE RATE OF
PROFIT AS PRESENTED BY MARX

Marx's Formulation of the "Law'

The idea that economic development is inescapably
accompanied by a secular decline in the rate of profit was
by no means original with Marx, On the contrary, when
Marx wrote this proposition had been for nearly two cen-
turies generally accepted as & soclal law as well as a fact
of experience.l Its status as a dogma 1is indiééted by the
admission of Prof., Shadwell, who in 1877 denied the exis-
tence of such a tendency, that #this theory, however, is
in opposition to the unanimous opinion of all other Poli%i-
cal Economists, who maintain that there is a constant fall
of profit as society advances."e

As to the cause of this tendency, however, there
was no such unanimity, "The economists saw the problem, "

wrote Marx, %and audgeled their dbrains in tortuous attemptis

to interpret it, Since this law 1s of great 1importance

1, ¢f, G. L, 8, Tucker, Progress and Profits in British
Economic Thought, 1630-1850 iﬁamﬁfidge, 15667,

2, "A System of Political Economy, " p. 165, cited in Tucker,
020 citn: p. 30
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for capitalist production, 1t may be said to be that
mystery whose solution has been the goal of the eantire
political economy since Adam Smithuﬂl

Marx claimed that the #riddle" was solwved through
his analysis of capital into constant and variable com-
ponents and the relationship between them expressed in the
Yorganic compeoaition of capital.®

The basis of Marx®s thesis is the assertion of &
secularly rising tendenocy of the organic composition of
capital, reflected in a similar tendency of the 'wvalue
compositiont:

We have seen that 1t is one of the laws of

capitalist production that its development

carrics with it a relative decrease of

wariable as compared with constant cepitel,

and consequently as comparsd to the total

capital which it sets in motion.?

If the rate of exploitation is assumed to remaln
constant or virtually eo, the amount of profit is essen-
tially proportional to the number of workers employed.
Since, however, the value invested as capital for each
worker is steadily increasing, the ratio of the mass of

profit to the mass of capital must decline:

This progressive tendency of the average
rate of profit to fall 1s, therefore, but

i, Capital, III, 250,
2. Ibid., p., 2U8,
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a peculiar expression of capitalist produc-
tion for the fact that the social productivity
of labor is progressively increasing. This is
not saying that the rate of profit may not fall
temporarily for other reasons. But it demon-
strates at least that it is the nature of the
capitalist mode of production, and a logical
necessity of its development, to give expression
to the average rate of surplus-value by a
falling rate of average profit. Since the mass
of the employed living labor is continually on
the decline compared to the mass of objectified
labor incorporated in productively consumed
means of production, it follows that that
portion of living labor, which is unpaid and
represents surplus-value, must also be continu-
ally on the decrease compared to the volume

and value of the invested total capitale.

Seeing that the proportion of the mass of
surplus-value to the value of the invested
total capital forms the rate of profit,

this rate must fall continuouslyo.l

Putting this in terms of the squation p! = §TI§§TT

5t is clear that if s!' is constant the rate of profit is
a decreasing function of Q, so that if Q increases over
time p! must tend to decrease over time.

The mechanism by which the fall in the rate of
profit is brought about, according to Marx, is the same
as that by which the mass of profit ls increased: the

accumulation of capitale. For this reason Marx calls it

the two-faced law."

Every competitive entrepreneur, in order to maintain

le Ibide, Po 249
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his profits both in mass and rate, seeks simultaneously
te¢ inerease the volume of his production and to lower its
average cost, His gross investment, expended on the most
advanred (and hence, on Marx's assumption, the mos? capital-
intensive) means of production, is simultaneously capital-
broadening as well as capital-deepening, since it will
provide facilitiss for the employment of a larger quantity
of labor-power, In the short run the innovator, on the
basis of his temporary "monopoly® of the new tschnique,
18 able to sell his goods at close to their former price
of production, thus attracting to himself a higher-than-
proportional share of the total surplus—-value and reising
his own rate of profit above the social average.

When the innovation is fully diffused, however,
1t no longer provides a higher rate of profit since the
"monopolistic" situation has disappeared, The new
average rete of profit will be lower than previously be-
cause of the general increase in the organic composition
of the total capital even though, given a constant rate
of exploitation, the total proflt will have increased due
to the employment of a greater number of workers.

This, then, is the "Lew of the Falling Tendency
of the Rate of Profit" as Marx presents it in Chapter XIII
of vol, IiI, "Das Gesetz als solches,' It has exclu-

sively the character of a long run tendency of capitalist
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evolution; but one which is always in operation inasmuch
as "The capitalist process of productiocn is essentially
at the same time a process of accumulation.”l

In this chapter, however, Marx remains on an €Xx-
tremely high level of abstraction in which, in general,
1) the rate of exploitation is assumed to be constant,
2) the increase in the organic composition of capital is
$reated s o simple reflection of the increasing pro-
ductivity of labor, and 3)the leng-run rate of proflt
and the influences upon it are isolated from the lactors
governing the short and intermediate range behavior of
overall economic activity, The next two chapters,
WEntgegenwirkende Ursachen" ("Counteracting Causes") and
WEntfaltung der Innern Widerspréiche des Gesetzes" ("Un-
ravelling of the Internal Contradictions of the law'),

maks the analysis considerably more realistic and concretve,

The Countervelling Factors

In the Marxian formula p' = _ B! , p! will be
Q(1+8')

increased either by an increase in g! or a decrease in Q.
Thus forces offsetting a tendency of p! to fall must work
either through increasing the rate of exploitation or de-

ereasing the organic compositien of capital.

1, Ibid., p. 255.
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Such forces, furthermore, may have effects of two
different sorts: the first express long-term, fundamental
immanent tendencies of capitalist evolution which must be
regarded as an integral part of Marx's theory of the
falling tendency of the rate of profit iteelf; the others
are of an exclusively short-run variety, events either of
a unigque or self-reversing nature,

Only effects of the latter typz can really be re-
garded as produced by "counteracting causes,® Marx,
however, though he 1s expliclt that "tae same causes
which bring about a tendency of the rate of profit ?o
fall, also check the reallzation of this tendency,"—
treats causes of this sort together with those of a
genninely "oounteracting" nature, without clearly dis-
tinguishing between them.

Marx enumerates five different maln counteracting
causes: "Ralsing the Intensity of Exploitation,® ®Cheapen-
ing of the Elements of Constant Capital," “Depresslon of
Wagee below their Value,* “Relative Overpopulation, " and
nForeign Trade," Of these the first two have (in part
only, as we willl see) the nature of permanent and funda-
mental tendencies; the others are short-term possibilities

avallable to concrete capitalist economies,

1, Ibid., p. 277.
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The long-term tendency of the rate of exploitation
vas dlscussed in Chapter I, At thet time we saw that,
secularly, absolute surplus-value is a negative, and rela-
tive surplus-value a positive, magnitude, Accordingly
their resultant 1s an expression of the balance of social
forces, of the "class struggle,® and is not mechanically
determined by economic or technological variables, A
secular rise in the rate of exploitation cannot therefore
be deduced from the Marxian system, Marx himself seems
to have expected such a rise to take place, and in the
discussion on "counteracting causss'" he operates under the
specific assumption that this will be the case: "The
falling tendency of the rate of profit is accompanied by
a rising tendency of the rate of surplus-value, that is,
the rate of exploitation.”1

The question whether this hypothetical "rising
tendency of the rate of exploltation®" can be so strong as
to negate completely the effects of a rising organic com-
position of capital will be examlned later, In terms of
"ecounteracting causes" we are here oconcerned with short-
term effects,

Marx presents three main ways in which the rate

of exploitation may be ralsed in the short run: intensi-

1. Ibid., p. 281.
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fication of work, prolongation of the working day, and
ithe temporary but alwaye recurring, elevations in surplius-
value above the general level which keep occurring now in
this and now in that line of production redounding to the
benefit of those individual capitalists who meke use of
inventions etc, before these are introduced eleewhere,,"1
The first two of these are at best temporary and
self-reversing. As was shown previously,2 more intense

work represents & grester drain on the "vitel forces® of

the workers and therefore increases the subsistence level

of the real wage, Under Marxz's aseumption that labor
power in the long run is sold at its value, this implies
an ultimate 1ncrease in real wagee "corresponding to the
risling intensity of labor.' Similarly, every extension
of the working-dsy must be followed falrly soon by at
lesst an egual contraction, in viewvof the empirical fact
of a prevailing secular decline in hours worked per man
per yesr,

Finally, 1t is hard %o see why Marx included the
effect of innovations for particular capltalists as a
counteracting cause (he himself gilves no explanation),

It would sesm that such innovations produce relative

1., Ibid., p. 228.
2. Cf, supra, ch., II, p. 53.
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surplugs-value only as a function of thelr higher productivity,
and hence their higher organic composition, And if the
overell rete of surplus-value remaeins constant the excep-
tional profite of particular capitalists must be balanced

by below-everage profits for others,

"Raising the Intensity of Exploitation," according-
1y, has two contrasting aspects: an assumed gecular in-
cresse in the rate of exploitation as a conaequence of the
increasing productivity of labor; and a number of possitble
short-run methods of incressing relative or sbsolute sur-
plus-value, gains which, however, must speedily prove
ephemeral,

iCheaspening of the Elements of Constant Capitel,®
likewise, is primarily an immanent tendency of capitelist
development, and Marx explicitly describes it as such:

the seme development, which increases the

mass of the constant capital relatively

over that of %the variable, reduces the value

of its elements as a result of the incressing

productivity of labor, In this way the

value of the constant capital, though

steadily increasing, is prevented from in-

creasing at the same rate as its real volume,

that is. the real volume of the means of

production set in motion by the same ampount

of labor-pcwer,

But in what sense is this a "counteracting cause'

%o the incressing organic composition of capitel? Rather

1, Capital, III, 276.
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is it merely a statement that the organic composition

itself must grow more slowly than the fechnical composi-

tion of capital, maintaining in full force the "law® that
the organic compogsition of capital must steadily increase
(a proposition whose theoretical validity will be examined
later),

Marx continues:

In exceptional cases the mass of the ele-

ments of constant capital may even increase,

while its value remains the same or even
falis.

These "exceptional cases,® then, provide the true
ghort-run "econteracting cause." Marx is here referring
particularly to increasing efficiency in the ntilization
of raw materials, reduction of waste, development of by-
products, etc. A temporary spurt of strongly “capitai-
saving! innovations of this sort could concelvebly block
%he rise of the organic composition of cepital or even
cause it to fall, preventing the rate of profit frem
felling for thias reason. But givsn the existence of a
rising secular tendency of the crganic composition of capi-
tal, such 7exceptional cases" must be followed by a sharp

though temporsry rise in g, as i1t returns to its trend

value,

1, Ibid., p. 277,



We can now discuss the remaining “counteracting
causes" which dc not heve this immanent aspeot.

On "depression of Wages below their Value" Marx
merely states that this "has nothing to do with the general
analysis of ocapital but belongs in a presentation cf com-
petition, which is not given in this work. However 1t is
one of the most important causes checking the tendency of
the rete of profit to £a11,4%

iThe Depreesion of Wages below thelr Value® clearly
meang the reduction of the real wage below the previous
quentity of "necessaries of life habitually consumed by
the average laborer.' BSince, as we have seen, this guan-
tity tende to rise with the development of capltalism,; any
fall in it cen only be temporary, to be followed by a strong
over-compensation. However, under the impact of the
eyelic movement of the capitalist economic system, signifi-
cant perlodic decreases in the real wage may concelvably
take place, and the consequence of each could only be a
marked, though transient, increase in the rate of profit.

The fourth counteraeting cause, "Relative Over-
population," cannot act as such in a purely capltalist
economy - ite effects are based on the fact that "the im-

perfect subordination of labor to capital contlnues in

1. 1lbid., Do 276.
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meny lines of production, and continues longer than seems

at first glence compatible with the general stage of de-

1
velopment, ¥ But capitalistic techniques muet ultimately

invade these sectors as well:

new lines of production are opened up,
especially for the production of luxuries,
end these lines take for their basis this
relative overpopulation setv free in other
lines of production by the incresse of

their constant capiteal, These now lines
atart out with living labor as thelir pre-
dominating element, and go by degrees through
the same evolution as the other lines of

production. &
This possibility, however, is avallable %o a

captialiet economy vrimarily in the early stages of 1its
growth, when non-capitalist seciors (artisans, individual
peasant farmers), aocount for a sizable portion of national
income -~ and even then only if these sectors sell thelr
products to the capitalist sector at prices more or less
corresponding to values (i.e,, only if they are nét al-
ready being exploited as internal colonieg), Thug its
effect az a counterweight to a falling tendency ot;the
rate of profit can at best be very slight, although ex-

pansion into certaln types of services remains a possi-

tility throughout,

1, Ibid., V, 277.

2. Ibid., ltalics mine,
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A much more significant counterwelght 1s provided
by the gemeral category of "Foreign Trede,” This effect,
according to Marx, 1s brought about in two different ways,
Cne is the expansion of trade with other capitallst econo-
mies:

To the extent that foreign trade cheapens

partly the elements of constant capital,

partly the necessities of 1ife for which

the veriable capital 1is exchanged, it tends

%o reise the rate of profit by raising the

rate of surplus-velue and lowering the

value of the conastant capital, It exerts

iteelf generally in this direction by per-

mitting an expansion of the scale of pro-

duetion,

In this sense, as a& means for realizing economies
of scele, foreign trade is nothing more then the inter-
national projection of the immanent tendencies of capi-
talist evolution previously discussed under the headinge
"Ralsing the Intensity of Exploitation” and “Cheapening’
the Elements of Constant Capitai® -« and anelytically can
in no wey be separeted from them,

Matters are very different with respect to the
other domain of foreign trade: trade with a country'ls
c¢olonies, Hers, Marx contends, is to be found a most
gsubstantial force supporting the rate of profit in the
metropollis, In the first place, *in competition with

commodities produced in other countries with lesser

1, Ibid,, III, 278,
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facilities of production . . . an advanced country ls
ensbled to sell its goods above their value . . . labor
of the advanced countries is here exploited as a labor of
a higher specific weight, the rate of profit rises because
lgbor which has ngt been peid as beinz of a higher quality
1s sold as such," (In itself this “comparative advantage"
argument implies no exploitation of one economy by another
-- the capitalists of both are galners by 1%. This, how-
ever, 1s totally reversed when the advanced country holds
both a monopolistic and monopsonistic position, enforced
by direct or indirect political domination. Then the dis-
persed native producers of primary products will have to
sell %o a single buyer able to impose a price below that
vhich might be offered by other buyers, while metropolitan
manufectured goods are sold at a level artificlally mein-
tained through protective tariffe, Trade 1tself thus
becomes a means of colonial cxploitation, This, of
course, is the genersl rule -- few colonial powers have
ever practiced the fPopen door policy® in their own pos-
gegsions. )

0f nc less importance are the profits stemming from
direct investment:

Capitals invested in colonles may yield a
higher rate of profit for the simple reason

1, Ibid., p. 275.
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that the rate of profit is higher there on
account of the backward level of develop=
ment, and for the added reagon that slaves,
coolles, itc., pernlt a better exploitation
of labor,

Marx does not develop these points further, since

scope of our analysiso“z Neverthzlese they form the basis
on which the followers of Marx subsequently developed thelr
theoretleal analysis of imperialism.3

This 18, indeed, a point at which the Marxien
economic analysis merges completely into polities. Since
the general rate of profit includes proflts extracted from
the colonles, any tendency of this rate of profit to fall
cannot be counteracted by mere maintenance of the existing
level of colonial profits. What 1s requlred is the con-
tinuous expansion cf the colonial sector relative to a
metropolitan economy thai is itself expandlng,

Once 2all avallable territoriec have been colonlzed,
however, this expansion of the eolonial sector can only
come through conquest from another colonial power (Le€s,
world war), or else through more intensive exploltation

of existing colonies, a proééss which finds political

1. Itid., p. 279,
2. Ibid., p. 278.

3, 0f. V. I, Lenin, Imperiallsm, The Highest Stage of
Capitalism (New York, 1940), pp. 138-140.
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1imits in the form of revolutlonary nationalist move-
ments and economic limits in the generally backward and
unbalanced structure of the colonial econony, (In his

pamphlet on Imperielism, however, Lenln appears to ignore

these economic limits: "The export of capital greatly
affects and accelerates the development of capitalism in
those countries to which it is exported,")l In any case,
as capitalism develops in the metropolis imperialism bee
comes progressively less able to effset a falling tendenoy
of the metropolitan rate of profit, even though colonlial
lguper-profits" might well make the absolute level of that
rate higher than 1t would otherwise be,

Thus we see that, leaving aside for the present the
immanent tendencies toward an increase in g! and a relative
decrease in Q as compered to I, the "counteracting cauges®
enunerated by Marx can have at most a temporary effect in
supporting the rate of profit, and in the long run must be-

come virtually ineffectlve,

Sonsequences of the "law"

In the introduction to this study we saw that Marx
considered the falling tendency of the rate of profit to be

the economio expression of "The barrier of the capitalist

1, Ibid., p. 144,
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mode of production." The "law," Marx argued, tends to

bring cepitalist production to a "standstill" and allows
economic progress only at the price of fperiodio orises,®
Accordingly, the long-run consequences which Marx deduced froa
the f#law" are to be understood primarily in terms of his
theory of crises.

The basis of this theory is provided by the ‘eirw
culation schemata® of Volume II, and in partié&lar the
model of expanded reproductionol The most general form of
this model states that in any period net investment in
constant capital is equal to the net product of the capi-
tai-goods industries (%department I#) less the constant
capital consumed by the consumption-goods industries (Yde-
partment II"), AC z v, 4+ 8~ ¢,, 80 that AC = v, (1 4 8') =
Qva(l + 8')% (as in the previous chapter t here represents
the rate of turnover of the stock of constant capital,
assumed equal to the entire capital stock).

If, then, r is the equilibrium rate o6f growth of
the capital stock, the equilibrium level of net investment
is given by

rCarQ (vv4v,)(Lds')zv,(13e')-qu,(ls st
It follows that there exists a fundamental rela-

tionship of proportionality between the varlable capital

1, Cf, infra, Appendix A, ppe. 243-244.
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flovw (i.2., the employment) in the two departments, given

by the ratio %= Q (¢ 4 r)
w 1-7Q

Since this proportion is concelved by Marx as an
objective datum established by the path of growth histori-
cally followed by the system, Marx maintains that the actusl
volume of investment, as determined by the decisions of
the capitalists, is the key varlable déetermining the whoie
level of economic activity, Thig can be expressed as a
"multiplier" relationship between changes in net investment

and changes in the level of employment (I standing for AC):

dlwsve) = d(wisw) . 3lvi2v.) . 49 1 . ¢ ile)
alI I oQ dl rQ(lss') Q*(1+s8') aIx

This can be translated into a Keynesian-type
analysis through the implicit formula for the propensity
to save [Y standing for net income, (v, -sv.z)(l-&s' )] given

by the reciprocal of dY = 9¥39Y.3Q = _G.4Q = 1[1-01‘ ._QJ
art 91 9q 4l rQ Q‘ al rQ

thus 1 = I‘Q,___’
ay 1. 88
7 “at

The underlying behavioral assumption would be that

the ex ante rate of saving (as & percentage of net income)
reflects the past rate of accumulation and tends to in-
crease as income increases,

In any case. what is important for Marx is that

at every point there exisgts a level of investment, determined
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by the past growth pattern of the system, that will mein-
tain the system on its equilibrium growth path, and which
is given by the equation I = rC,

If in any period I is significantly different from
this equilibrium value the effect would be deatabilizing,
(Marx of ocourse rejects out of hand the theory of automatic
equilibration through the market rate of interest.) Thus,
i I>rC, then %> Q,§t:a) Thie relative increszse in em-

ployment in the capital-goods industries increases demand
for consumer goods, leading the producers of depertment Il
to increasse their investment, thereby raising aggregate
investment still further above the equilibrium level and
causing yet further increases in investment untll some
barrier to the process is reached, Conversely, if I<r(,
department II will be faced with insufficlient effective
demand for its products and thus will be led to contract
jts investment, causing a downward spiral until some
support level is found,

Since in this mcdel cycies are initiasted by dis-
equilibrating changes in the rate of investment, the deter-
minants of the rgte of investment are the prime movers in
the process, It is here that Marx places his full em-

phasis on the rate of profit: ®The rate of profit, i.e,,

the relative increment of capitsl, is above all important

for all new offshoots of capltal seeking an independent
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1
location, ¥ The profit rate is "the fundamental premise
2
and driving force of accumulation,! Accordingly, the

occasion of a ‘crisis' in the Marxian model is a decline

in the incremental rate of profit (the "marginal efficiency

of investment®) below the point at which it would call
forth an amount of inwvestment AC = rC.

Under the specific assumptions on which Marx de-
rived 1t, would the falling tendency of the rate of profit
be, in Atself, sufficient to produce such a crisis?

These agsumptions, of course, are 1) that 8' is constant
(1.e., that the supply of labor-power over time is in-
finitely elastic at the given value of labor-power) and 2)
thaet @ is an increasing functlon of the accumulation of
capital, In order for the amount and rate of accumula-
tion to be determinate, given a constant g', a further
assumption 1s necessary: investment will continue to the
point at which the incremental rate of profit ls equal to
some given fraction of the previously prevailing rate.
This minimum rate of return beyond which further invest-

ment will not bs undertaken corresponds essentially to

1. Capital, III, 304,

o, Ibid., p. 304, In view of these categorical statements
1t 18 nard to understand how Joan Robinson, on the basis of
phrases from Vol, I where the category of "profit" has not
even been intrcduced, arrived at the view that Marx thought
investment was independent of the rate of profit,



101

the Keynesian "liquidity trap.”

The determination of investment in a model governed
by these assumptlons 1s illustrated by the following dia-
gram, in which the Marginal Efi'iciency of Investment
schedule is shown in reference to the prevailing rate of
profit immediately prior to each tlme period and to the
minimum profitability line p!'! corresponding to i1t. The
subscripts denote time periods, not departments of pro-

ductlon.

AC
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MEI; represents the marginal efficiency of invegt=
ment schedule epplying im period 1. p'; represents the
rate of profit prevailing immedlately prior %o period 1,
and p%;, assumed equal to 2/3 p';, represents the minimum
profitabllity level beyond which investment ceases,

Under our assump‘tions1 the MEI schedule is negative-
1y inclined throughout, and drawn from a negative starting-
point with coordinates p'; and the amount of disinvestment
required, under the assumptlion of a technology that grows
gteadlly more capital-intensive, to maintain a constant
organic composition of capital and therefore a constant rate
of profit,

The intersection of the period 1 marginal efficlency
schedule and minimum profitability line at (A, pfy) repre-
sents the determination of the actual investment in perled
1, If this investment 1s sufficient to maintein the sys-
tem in equilibrium, thie implies that A = rCy (Cy 1s, of
course, the total capltal stock of period 1),

In period 2, as a result of investment during
period 1, both the capltel stock and its organic composi-
tion have increased and the rate of profit at the start of

the period (p'p) hes decreased. Therefore the MEI

1, I.e,, that the rats of surplus-value is constant and
that Q is an inoreasing function of capital accumulstion.
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gschedule has shifted downward and to the left, and is now
drawn from a starting point at p's and the amount of dis-
investment now required to maintain the orgenic composition
of capital and rate of profit constant,

If the minimum profitebility line is maintained in
& constant ratio to the base rate of profit (i.e.,

P'1 = P"2 tpe intersection of the period 2 minimum
p'1 P2 P
profitability line and marginal efficiency scheduie will

take plsce at (B, p"s).

If, however, the equilibrium growth rate of the
capital stock has remained constant investment in period 2
will be insufficient, since the capital stock has increased
80 that rCé}rCl while actual investment has decreased from
A to B, Unless the equilibrium growth rate has meanwhile
fallen from A to B a fcrisis of underinvestment" will

¢, T
occur,

However, it is precisely one of the implications
of the Marxian model that a fall in the rate of capltal
accumulation will necessarily result from a falling tendency
of the rate of profit: "the rate of accumulstion falls with
the rate of prorit."l The relationship between the rate
of profit and the equillbrium rate of growth is determined

1, Ibid., 283,



1
by dr = v (13s') Thue it is possible, through con-

dp! (v, 4v,)s’
tinual adjustment of the equilibrium growth rate to the

falling rate of profit, for this model of capltalism %o
exhibit a Yerisis free" evolution.

In this case the role of the falling teandency of
the rate of profit as “the barrier of the capitalist mods
of prodguction" would be exerted through the gteady decline
in the rate of capital accumulation, Thie tendency toward
stagnation, following from the falling tendency of the rate
of profit, *requires for 1ts defeat periodical crises':
in either instance, despite the assumed absence of any
technical 1limits to investment and the existence cf a
positive incrementel rate of profit at all levele of in-
veetment, the capitaliet economy ie unsble to assure the
uninterrupted growth of the productive forces at the ac-
celerating rate technologically feaslble,

The actual businese-cycle theory of Marx involves
only one fundamental change in the foregolng analysis:
the assumpition of a constant s' is dropped. Vhether, in
the long run, s! tends to remaln constant or to increase,
in the course of & given cycle it 1s sublect to substantial
fluctuation, Consequently the incremental rate of profit

1, Derived from vy = Q(t<r) through substitution (Q.n st )\,
;E 1 = @ p' (18"
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can no longer be treated simply as a function of the or-
ganic composition of the marginal investment -- the effect
of ¢his investment on the rate of exploitation alzo must
be taken into account, Since at a certain point of every
cyocle the freserve army of labor® 1is radically depleted,
putting great upward pressure on wages, the shift downward
and to the left of the MEI schedule at that point is not
correlasted with the Tactors determining the long-term
equilibrium rate of growth, and thus cannot be compensated
for by a decline in r, Marx, therefore, states the im-
zediate conditione for a crisis in terms of changes in the

rate of exploitation:

an overproduction of capital, not of indi-
vidual commodities (although the overpro-
duction of capital always imncludes over-
production of commodities), signifies
simply an over=scoumulation of capital,

In order to understand what this over-
accumulstion is , ., . one need only assume
it to be absolute, When would overpro-
duction be absolute;overproduction which
would affect not jJust one or another or a
few important spheres of production, but
would be absclute in its full scope, hence
would extend to all flelds of production?

e - - o o (-] [ ° o » L [ ] [ ] ° . [ [ ) * o ® -]

The purpcse of capitalist production . . .
is self-expansion of capital, i.e,, appro-
priation of surplus-labor, producticn of
surplus~value, of profit, Thus as soon
as capital, in proportion to the laboring
population, would have grown to such an
extent that neilther the absolute labor-
time yielded by this population nor the
relative surplus-labor-time could be ex-
pended any further (this latter would,
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moreover, not be feasible even in the case
that the demand for labor would be very
strong, hence a tendency for wages to rise)
a8 soon as a point was reached where the
increased capital produced no larger, or
even emaller, quantities of surplus-value
than it d4id before its increase, there
would be sbsolute owerproduction of capi-
tal: i.e., the increased capital C + AC
would produce no more, or even less, profit
than capital C before its expansion by AC.
In both cases there would be & strong and
gudden fell in the general rate of profils,
due to a change in the composition of
capital on acoount, this time, not of the
development of productivity but of an in-
crease in the money-velue of the variable
capital (because of increased wages) and
the corresponding reduction in the propor-
tion of surplus-labor to necessary lebor,d

It ia, nevertheless, quite wrong to conclude from
the foregoing, ae does Sweezy, that "Marx 1s here talking
about a kind of fall in the rate of profit different from
thaet implied in the s1aw°“'2 On the contrary, only if
the "law" is in continuel operation is it legitimate %o

expect a "strong and sudden" fall in the rate of profit

to result from & pericd during which the real wage had
incressed faster than the average net preoductivity of
lsbor. The "sudden" fall in the rate of profit at the
moment before the crisis is the combined effect of an

increese in Q and a decrease 1ln s', These changes, in

1. Cepitel, III, 294 (F.L.P.H. ed.,, p. 246, German ed.,
Po 280).

2, Sweezy, op. cit., p. 152 n.
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turn, are the fruit of a perlod in which net investment
is at a lewvel high enough to sustain full employment --
end such a period is itself one of the aspects of the
"two-faced law with the seme causes for a decrease of
the rate of profits and a gimultaneous increage of the
absolute mass of profits."

Mark's theory of the essentlal nature of the cyele
a8 a whole follows rether simply from his analysls of the

point of crisis:d

The equilibrium would be restored under
all circumstances through the withdrawel
or even the destruction of more or less
capital. This would extend partly to
the material substance of capital, . . o
The principal work of destruction would
show 1%ts most dire effects in & slaugh-
tering of the values of capitals ., . .
at the same time 2%ti1ll other agencies
would have been at work, The stagnation
of production would have laid off a part
of the working-class and theredby placed
the employed part in a situation where
1t would have to submit to a reduction
in wages even below the average,Z

Thus the depression reduces the organic composi-
tion of the employed portion of the existing capital
through disinvestment due to depreciation and, especially,
to obsolescence, while simultaneously inoressing the rate

of surplus-value, Therefore a higher rate of profit

1, Cepital, III, 258,
2. Ibid:_’ pg 297 (Fo Lo PGHQ ed. 3 pO 2)+9)0
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than previously realized becomes possible, (In termse of
the previous diagram, the MEI schedule has ghifted upward
and to the right,) Meanwhile the sharp fall in the actual
rate of profit reduces the minimum profitability criterion
used by capitalists in their investment decisions, on the
assumption that this criterion is based on the reslized
profit rate, (If this assumption is not Justified, due
to strong expectations of a further fall 1n the rate of
profit, the capitallsts may even behave perversely by
raising their minimun profitabllity criterion. If that
ig the case the system is headed for collepse,) Ulti-
mately, in any case, the marginal efficiency of investment
must incfeése enough to generate a quantity of investments
larger than that required by the equilibrium growth rate,
The depression then passes its trough and gives way to a
recovery, “The stagnation of production would have pre-
pared -- within capitalistic limits -- a subsequent ex-
pansion of production."l These Weapitalistic limits"
manifest themselves in the fact that the falling rate of
profit produced by a rising organic composition of cspltel
and ultimstely a falling rate of exploitation finally
bringe on a new crisis, "The same vicious cycle would

occur once more under expanded conditlons of production,

1, Ibid., p. 299«
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With an expanded market and increased productive forces."

The cruecial position of the falling tendency of
the rate of profit in Marx's economlic doctrine emerges
mest clearly from consideration of the implications of
the absence of such a tendency. If we asgsume that the
additional capital AC required to maintain the "normal®
rate of employment of the labor force will not reduce the
previous rate of proflt; hence will itaself be as proflit-
able as the existing capital stoek, there is no sysiematlc
reason why & profit-maximizing capitalism should fail to
generate that quantity of investment.

In such an sconomy the business cyele would have
an essentlielly benign character, serving merely to cor-—
rect the disproportions resulting from atomistic competi-
tlon. The economy as a whole would have no immanent
barriers whatsoever - its expansion wWould be limited
only by the availability of labor-power and netural re-
gources., The central argument of fscientific socialism,’
that the caplitalist mode of produetlon becomes a fetter
on the development of the productive forces, would fall
to the ground. There might stlll be a case for soclalism,

but it would have to be argued exclusively on a moral, not

an economie, basis.

l. Ibid., p. 299,
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Marx is, therefore, quite consistent in presenting
the falling tendency of the rate of profit as Uthe barrier
of the capitalist mode of production.® The validity of
his theory at this polnt 1s a necessary condition under-

lying the claim of the Marxian system as a whole to general

valldity.
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CHAPTER IV

COMPARISON OF MARXTAN AND NON-MARXIAN

THEORIES OF A FALLING RATE OF PROFIT

The distincetive and salient characterlstics
of Marx's "law" can be brought out most clearly through
contrast with those orthodox, or at any rate non-=Marxlan,
theorlies whieh have algo predicted a secular fall in
the rate of profit. Such theorles have been constructed
along two msin lines: a falling tendency of the rate of
profit has been asecribed either {o limitgations in the
field of phyegicel production through the operation of
gome form of "the law of diminishing returns® or to lim-
1tations in the fleld of realization of profits due to
tendencles toward "underconsumption.®

Both of these approaches, in embryonic form,
ean be found in “The Wealth of Nations." At first Smith
attributes the falling rate of profit simply to the
effects of compatlition:

The lncrease of stock, which ralses wages,

tends to lower profit, Whea the stocks of

meny rich merchants are turned into the

same trade, their mutual competition nat-

urally tends to lower igs profit; and when

there is a like increase of stoek in all
the different trades carried on in the
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same soolety, the same competitlon must
produce the same effect in them all.:

Shortly thereafter he speciflecally brings

in diminishing returns on land, though only in passing,

in reference %o new colonles:

Finally

1.

As the colony increases, the profits of
stock gradually diminish. When the most
fertile and best situated lands have been
all ococupled, less profit can be made by
the cultivation of whaf 1s inferior both
in soll and situatlon.

Smith reverts to competition:

Ag capitale increase in any country, the
profits which can We made by employing
them necessarily diminish. It becomes
gradually more and more &ifficult te find
within the eountry a profitable methol of
employing any new caplital. There arlses
in consequence a competition between dif-
ferent capitals, the owner of one endeav-
euring to get possession of that employ-
ment which is occupied by another. But
upon most occaslons he can hope to Justle
that other out of this employment by no
other means but by deallng upon more
reagonable terms., He muet not only sell
what he deals in somewhat cheaper,; dbut in
order to get it to sell, he must sometimes
too buy 1t dearer. The demand for pro-
ductive labour, by the increase of the
funds which are destined for maintalning
it, grovs every day greater and greater.
Labourers eaeily find employment, but the
cwners of eapitals find it difficult te
get labourers to employ. Thelr compe-
titlon ralges the wages of labour, and
sinks the profits of stock . . . the proflts

Adam Smith, The Wealth of Nationg, Book I, chapter 9

(Library of Universal Literature edition, New York, 1911),

I, 151.
26

Ibide, I, 157.
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which can be made Dy the use of a caplital
are in this manner diminished, as it were,

at both ends.l

Smith thus sceme %o put his main emphasis on
the implicitly underconsumptionist sides the failure
of the market to expand in proportion to production is
the assumption underlying his preposition that the in-

ereased product can be sold only "on more reasonable
terms."

Ricardo, who overlooked the "diminishing re-
turns” aspect of Smith's theory, attacked his predecessor
most sharply on this polint:

Adam Smith uniformly ascribes the fall of
profits to accumulation of capltal, and

to the competition whieh will result from
i%, without ever adverting to the in-
creasing difficulty of providing food for
the additional number of laborers which
the additional ocapital will employ. o - o
Adam Smith speaks here of a rise of wages,
but 1t 1s of a temporary rise, proceeding
from inereased funde before the population
is increased; and he does not appear to
gee that at the same time that ecapital is
inoreased, the work tc be effected by
capital 1s increased in the sans proportlon.
M, Say hasg. however, most satisfactorily
shown that there is no amount of czpital

which may not be employed in a country, be-
cause_demand 1a only limited by production.2

Ricardo's own explanation, accordlngly, was

entirely based on the tendency of money wages to rise

lo smith@ 920 Oito, Bko II’ cho LP, II’ 380
2. Ricardo, Prineiples, p. 289, 1talies mine.
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ag essential foodstuffs became more and more expensive?
however abundant capltal mey become, there
is no other adequate resason for a fall in
profit but a rise of wages, and further 1t
may be added, that the only adequate and
permanent cause for the rise of wages is
the increasing difficulty of providing food
and necessaries feor the lnecreasing number
of workmen,l

This approach was essentially a simple exten—
sion of the Ricardian theory of rent?: since the prioce
of food 1is determined by 1te cost of production on the
least fertile or least favorably situated land in
ecultivation, and since the inerease in food production
needed to maintaln the additlonal workers required by
the inereased oapltal stock will involve use of less
fertile, higher-coet lands, the price level of all agri~
cultural produce, considered by Rieardo to be the typleal
wage-good, will increase to its cost at thls new margin.
The money-wage, assumed to express a subsistence real
wage, wWill necessarily rise in proportlon to the in-
creased price of food. and profits decrease by the same

amount?s

The natural tendency of profits then is to
fall; for; in the progress of soclety and
wealth, the additlonal quantity of food
required 1s obtained by the sacriflice of
more and more labour. This tendency, this
gravitation as 1t were of proflts, is
happlly checked &t repeated intervals by

1. Ricardo, Principles, p. 296.
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the improvements in machinery, connected
with the productlon of necessaries, as
well as by discoverlies in the sclence of
agriculture which enable us to relinqguish
a portion of labour before required, and
therefore to lower the prigce of the prime
necessary of the labourer.

Ricardo's view of technologieal progress &s a
factor counteracting the falling tendency of the rate
of profit has two essential characteristics which con=-
tinued to play the central role in post-Rlcardian

classical and neo-clagsical economiec theory on this

subjecto

Most conspicuous 18 Ricardo's belief that

progress in technology can merely be a partial offset
8checking" the workings of a “matural tendency." As
fa

John Stuart Mill, in this area a falghful diseliple of

Ricardo, rationalized thls view:

A§riou1tural s8kill and knowledge are of
8low growth,; and still slower diffusion.
Inventions and discoveries, too;, occur
only occasionally, while the increase of
population and capital are continuous
agencles, It therefore seldom happens
that improvement, even during a short
time, has go much the start of population
and ecapltal as actually to_lower rent, or
raise the rate of profits.

Of equally fundamental importance is the 1mplicit
agsummption underlying this freatment of technologlcal

1. Ricardo, op. cit.. pe 120.

2, J. S, M11ll, Principles of Politiocal Economy (New
YOI‘k, 186"4’), II’ 30&’.
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changes improvement in productive techniquee is viewed
as essentially exogenous to oapiial accumulation; as
a "resisting agency.”1 The expectation of Ricardo and
Mill that the rate of profit will fall with capital
aceumulation thus simply expresses the opinlon that the
"forees" depressing the rate of profit, principally
diminishing returns in agriculture, will prove to out-

welgh those "forces! increasing it, notably technologlecal

Progress.

The neo=classiocal economists generallzed the
Ricardlan methodology and prediction into the fundamental
proposition that a falling tendeney of the rate of return
on invested capltal is the gconsequence of & deeclining
marginal productivity of eapital. This was expressed
most eategorically by J. B. Clark:

Capital is the element that is outgrowing
labor. ¥We may take the world that exlats,
instead of an lmaginary one, a8 our 1illuge
tration, As the accumulation of capital
actually goes on, 1t shows 1tself more and
more in qualitative changes of exlsting
instruments . . « they thus represent a
greater outlay lncurred for a smaller galn,
« o o Tools are; of course; employed in the
order of their productivity . . . it soon
ceases to be possible to add to a working
equipment anything that produces a multiple
of 1t8 own cost in a year, snd the interest
on the final incroment of capltal becomes a
fraction of that eapital itself. This
fraction steadlly dilminishea as the pro-
ductlve fund grows larger . . a8 accumula-

10 Mi].l’ gg. cit., II, 3190
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tion proceeds, there are always made
costlier machines, representing more capl-
$al; and the produect thet comes from using
them is a smaller fractlion of thelr cost

e o o We are utilizing the opportunities
for investment that stand late in the
geries,_and are low in the scale of produc-

tivity.t
Clark is explicitly descriding, not the abstract

eonasequences of accumulation under the assumption of

statlc technology, but his view of the true long-run

dynamic tendency of "the world thet exlsts." As with
Ricardo and Mill, for Clark the balance of forces musi
necessarily vroduce a resultant tendency toward dimini-
shing returns,

If, however, the asgsumption that technology
mugt progress less rapldly than the capltel stock in-
creases 1s challenged, the neo-classlozal analysis can
produce no prediction as to the long-~run teandeney of the
rate of profit, Thus, for instance, Tausslg takes a
completely agnostic position:

The more 'ecapitalistice' application of

labor . . o may be effective at the same

rate, or at an inereasing rate, or at a

decreasing rate. The outcome depends on

the progress of invention, eoncerning

whioh no rule can be lald down,

Acoordingly, whether the rate of profit will

rise, fall, or remain constant "depends on a race between

1, J. B, Clark, The Distribution of Wealth, pp. 183~
186, italics mine.

2o Fo Taussig, Principles of Economigs (New York, 1911),
II, l?.e
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accumulation and ;mpnozgmggt."l

These Ricardian and neo-classical theories
are essentially contradictory to Marx's analysls-of the
rate of profit. Marx criticized Ricardo on the grounds
that, unwilling to regard capltalism as posessing an
immanent barrier but recognizing the existence of such
a barrier in the falling rate of profit, he ascribes
this tendency "not to production but to nature.”® Marx
therefore rejects the duality between the "natural”
tendency to diminishing returns and the human faculty
of invention, the counterposition of "Increase in
Capital” to "Inventicns and Improvements,"3 the notion
of "a race between accumulation and improvement."” On the
contrary, Marx maintains, "Accumulation itself, and the
concentration of capital that goes with it, 1s a material
means of increasing productivity . . . the development
of capitalist production and accumulation lifts the

wh Thus, in the

processes of labor to a higher scale.
Marxian view, eccumulation of capital and increasing

productivity are expressions of a single process.

1, Taussig, op. cit., II, 27.

2, Capital, IIT, 283.

3, J. H. Hicks, Theory of Wages (London, 1932), p. 1l%4.
4, Capital, III, 255.
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The most fundamental difference betwsen the
Marzian and neo-classical theorles, however, 1s this:
Under the neo-classical assumptlons the rate of profit
will tend to fall only if the marginal phyeieal pro-
duetivity of capital tends to decrease. Marx, on the
other hand, not only does not base his theory of the
falling tendency of the rate of profit on the expec-
tation that the marginal productivity of capltel will
decrease, he derives his theory on the explielt assump-
tion of a relationship between caplifal stock and output that
can be termed a historically iucreasing marginal pro-
ductivity of capital, although Marx, of course, did not
use thie concept:

Although a machine becomes absolutely dearsr

with the growth of 1ts bodily mass, 1t be-

comes relatively cheaper. If five laborers

produce ten times as many commodltles as

formerly, this does not inerease the cutlay
for fixed capital tenfold; although the
value of this part of the constant capital
inoreases with the development of produc=
tivity, it does not by any means lnerease
in the same proportion.t

In the Marxlan system, & declining marginal
produetivity of capital will, of course, produce a sharply
falling rate of profit. What is crucial is that Marx
deduces the same tendeney of the rate of profit to fall

on a basls which admits, indeed assumes, & rising

1, Capltal, III, 305, italics mine,
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marginal productivity of capital. The seemingly
paradoxical nature of this proposition illustrates
how completely the Marzian theory of the falling tend-
eney of the rate of proflit is bound up with the labor
theory of value, under which value, profit, and capltal
are strictly social terms, expressed in homogeneous units
of abstract labor—time, so that The increasing total
productivity with capital accumulation implies the de-
creasing value of the individual unit of product and the
stabllity of the value of the total net product of a
working day of glven length, no matter how rapidly 1it¢s
mags may increase.

Marx is sufficlently expllielt on thils peint
that his doetrines have seldom been lnterpreted in a
decreasigg marginal productivity sense. A notable ex-
coption, however, 1s the attempt of H. D. Dickinsonl ‘o
establish the velidity of Marx's theory. Sinee Diokin—
gon makes the key assumption that "product-per~head
inoreases with capltal-per-head but less than propor-
ticnally“Z it 1s; of eourse, scarcely surprising

that he oan claim at the end "Thus on certain broad and

reasonable assumptions regarding the relation between

1., H. D, Dickinson, "The Falling Rate of Proflt in
Marxian Economics," Review of Economlc Studies, February,

1957
20 Ibldo, Pe 126,
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the organic composition of capital and the physical
productivity of labor, the general correctness of Marx®s
theory . . o appears to be demonstrated.”

Fer more frequently, however, Marx's theories
have been presented as essentlally underconsumptioniet.
Thus Keynes viewed Marx as one of the inhabitants (with
Mz jor Douglas and Silvio Gesell) of an underconsump-
tioniet "underworld" in which the insights of Malthus
were kept alive during the heyday of #elassical econom-
ios."

Malthus had argued that Adam Smith was on the
right track in attributing the falling rate of profiﬁi
to the effocts of “competition.® He accepted Ricardo's
analysis of diminishing returns 1ln agriculture, baged as
1% wag on his own theory of population, but regarded
this es merely the "limiting," not the "regulating,"
factor governing the rate of profit:

In the cultivation of land, the cause of

the necessary diminution of profits is the

diminution in the quantity of produce ob-

tained by the same quantity of labor. In
manufacture and commerce, it is the fall

in the exchangeable value cf the same

amount of produce.?

What in Adam Smith was implicit was made explleltd

by Malthus - this fall in prices 18 due to the lack of

-

1, Dickinson, loc. cit., p. 129.

2. To R, Melthua, Principles of Political Economy (New
York, 1951), D. 275.
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sufficient "effective demand's

I cannot by any means agree with you in
your observation that ‘'the desire of acou-
milation will occaslion demand Jjust as
effectually as a desire to consume' and
that 'eonsumption and accumulation equally
promote demand.® I confess indeed that I
know no other esause for the fall of profits
which I believe you will allow generally
takes placé from accumulation than that the
price of produce falls compared with the
expense of production, or in other words
that the effective demand is diminished.

In rejecting YSay's Law" Malthus thus made
effective demand depend; not on production, but on a
subjective factor, the community's propensity to consume:

A nation must certainly have the power of

purchasing all that it produces, but I cgn

easlly concelve it not to have the will,

Thig H%will," Malthus maintained, found its in-

b ate

carnation in the class of “unproductive consumers? -
landlords, churchmen, soldiers, government officlals,

et al,, = whose activities served only to maintain aggre-
gate demand without adding 1ln any way to supply:

There must therefore be a considerable
class of persons who have both the will
and power to consume more materisl wealth
than they produce, or the mercantile
clagses could not continue profitably to
produce so much more than they consume,J

1, Malthus, Letter to Rieardo, in Ricardo, Collected
Writings and Correspondence, VI, 132.

29 M&lthus, in ibid.., po 1‘4’10
3¢ Malthus, Prineiples, p. 400.
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An equilibrium growth path, moreover, could only
be maintained on condition of a continual inerease in

this type of consumption:
Under all common circumstances, if an
incereagsed power of production be not
accompanied by an lnerease of unpro-
ductive expenditures, 1t will inevita-
bly lower profits and throw labourers
out of employment.l
This Malthusian conclusion is but a shade
removed from Keynes'® dictum:
Pyramid-bullding, earthquakes, even wars
may serve to increase wealth, if the
education ol our statesmen on the prin-
ciples of the classical economles stands
in the way of anything better.2
Keynes considered the falling rate of profit an
accomplished faet:
Today and presumably for the future the
schedule of the marginal efficleney of
capltal 1s, for a variety of reasons,

much lower than it was in the nineteenth
century,3

His explanation was, by legltimate avowal, essentially

a development and sophistlcation of the Malthusian
theory. Like Adam Smith and Malthus, Keynes belleved
that as capital became "abundant® its profitability would
have to fall:

l, Malthus, Letter to Rieardo, in Rleardo, op. cit., IX, 10,

2, J. M. Keynes, General Theory of Employment, Interest
and Money (New York, 1936), p. 129.
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