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chapter 1

Introduction

As I write these words, the world economy seems mired in a period of serious
difficulty such has not been seen for some time, although the extent and future
duration of the disaster is not yet clear.What began in 2007with the popping of
a real estate bubble in the United States, and in particular with the collapse of
‘sub-prime’ mortgage lending, was quickly transmitted throughout the global
financial system, affecting the largest banks as well as hedge funds and equity
investment groups. Economists have been at a loss to explain these develop-
ments, other than as an over-correction to an earlier period of reckless lending.
(In the words of a New York Times correspondent, taking up an expression of
former Federal Reserve chief AlanGreenspan, ‘If thehousingboomwas amani-
festation of irrational exuberance, some say it has swung too far in the other
direction to irrational despondency’.)1 The financial crisis, in turn, led to a slow-
ing of growth rates internationally, towidespreadbankruptcies, the collapses of
other bubbles (in Ireland, Iceland, Spain, and Greece, notably), and so to sus-
tained high unemployment. Despite the recovery of the US economy in June
2009 announced by the Business Cycle Dating Committee of the National Bur-
eau of Economic Research (NBER), sovereign and private debt crises in Europe
have led to a Europe-wide recession, and attempts by governments to prime
the economic pump, notably in China and the US, have not had long-lasting
results.

Under these circumstances, it is not surprising that there has been a revival
of interest in Marx’s theory of capitalist society, a theory which sees recur-
rent periods of depression as normal and expectable features of this form of
social life. The stagnant state of economic affairs, and the obvious bankruptcy
of mainstreameconomics, havebroughtnew life to themarginal academic area
called ‘marxist economics’, and evenoutside itmade the geographerDavidHar-
vey, whose wish to understand the spatial distribution of economic power led
him to an engagement with Capital along with the analysis of current affairs, a
minor international intellectual star. At the same time, this revival of attention
has brought into view the fact that marxist economics shares with the rest of
its parent discipline the absence of established, generally accepted theoretical
principles and methods of data collection and analysis.

1 Vikas Bajaj, ‘Downturn Tests the Fed’s Ability to Avert a Crisis’, NewYorkTimes, 9 March 2008.
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Marxist economists quarrel, to take two important examples, aboutwhether
Marx’s analysis of the market price system in terms of the labour performed in
production is consistent or needs radical correction, and about how to under-
stand the rate of profit, whose changesMarx held to determine the growth and
decline of capitalism. A recent volume on the former question (the ‘transform-
ation problem’) denounces all writers on the subject, except for those few who
share the author’s viewpoint, as fundamentally un-marxist in their thinking;2
on the other hand, a widely circulated paper by Deepankar Basu and Ramaa
Vasudevan argues that a variety of contending theoretical approaches to the
study of profitability differ analytically despite agreement on empirical data.
This is because ‘the precise causal mechanisms underlying the present crisis
remain subject to intense debate among Marxist scholars’, reflecting the fact
that ‘Marxist scholarship has not developed a single, overarching “general the-
ory” of capitalist crisis’.3 As a result, even if we limit attention to the explanatory
role of profitability, clearly central to Marx’s account of capitalist dynamics,
there is disagreement among contemporary marxists about the origin of the
current crisis. For example, both Simon Mohun and Gérard Dumenil together
with Dominique Lévy present statistical evidence for rising profitability in the
recent period, explaining the 2008 downturn as a ‘crisis of neoliberalism’, due
to a distribution of profit away from investment towards speculation, result-
ing from the social hegemony of financial capital.4 To take only two examples
of competing explanations, both Robert Brenner5 and Andrew Kliman6 locate
the cause of the crisis in declining profitability; but while the former explains

2 Kliman, Reclaiming Marx’s ‘Capital’. A Refutation of the Myth of Inconsistency (2007). As one
of the few writers on this topic undiscussed in Kliman’s exhaustive treatment, I have unfor-
tunately not been able to benefit from his critical eye.

3 Basu and Vasudevan, ‘Technology, Distribution and the Rate of Profit in the US Economy’
(2015), p. 2. I cite a publicly unavailable revised version; an earlier version of the paper can be
found in Cambridge Journal of Economics, 37, 1 (2013), pp. 57–89.

4 Mohun, ‘The Crisis of 2008 in Historical Perspective’, Queen Mary Working Paper, 2010;
Dumenil andLévy,Capital Resurgent (2010); for a related view, since abandonedby the author
but shared still by many, Fred Moseley wrote in 2008 that ‘Three decades of stagnant real
wages and increasing exploitation have substantially restored the rate of profit [in the US], at
the expense of workers. This important fact should be acknowledged…Themain problem in
the current crisis is the financial sector … The best theorist of the capitalist financial system
is Hyman Minsky, not Karl Marx. The current crisis is more of a Minsky crisis than a Marx
crisis’ (‘Some Notes on the Crunch and the Crisis’, [2008]).

5 Brenner, The Economics of Global Turbulence (2006).
6 Kliman, The Failure of Capitalist Production: Underlying Causes of the Great Recession (2012).
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this as due to ‘overcapacity’ and the growth of competition, the latter ascribes
it to the tendency of the rate of profit to fall thatMarx deduced from the labour
theory of value.

In this disarray economic marxism participates in the general theoretical
chaos of economics as a field, within which incompatible theoretical ap-
proaches cohabit,7 in which predictive and explanatory failures are acknow-
ledged with little effect on the continuing fortunes of the various schools of
thought, and in which fundamental problems with both empirical data and
basic theoretical concepts are paid scant attention, like unpleasant members
of a family with whom one may have to live but who needn’t be addressed.8

In addition, however, marxism has its own history of contending schools, of
multiple revisionisms and orthodoxies. A salient feature of this history is the
disregard of Marx’s economic writings, for the most part, within the marxist
movements. As Henryk Grossmann observed long ago,

a particular difficulty already arose from the fact that Capital first ap-
peared only as a torso, as only one of several volumes. It required almost
three decades before the concluding volumes (edited by Engels from
Marx’s literary remains) of the system appeared (Volume II in 1885, Vol-
ume III in 1895). And it took another fifteen years before Karl Kautsky
brought out the last volume of the Theories of Surplus Value (1910).9

The bulk of Marx’s economic manuscripts remained unpublished until the
twentieth century. But evenhis publishedwriting – including classic short texts
such as the Communist Manifesto – existed only in small editions. Though it

7 A most amusing example was the awarding of the Nobel Prize in Economic Science for 2013
to both Robert J. Shiller, who ‘in 2005 described the rapid rise of housing prices as a bubble
and warned that prices could fall by 40 percent’, and Eugene F. Fama, theorist of markets
as rational, efficient setters of asset prices, who remarked, ‘I don’t even know what a bubble
means’ (‘Economists Clash onTheory, ButWill Still Share the Nobel’, NewYorkTimes, 15 Octo-
ber 2013).

8 Curiously, outstanding – but largely ignored – assaults on both ends of the discipline can be
found in the writings of one major economist, Oskar Morgenstern: ‘Thirteen Critical Points
in Contemporary Economic Theory: An Interpretation’, Journal of Economic Literature, 10:4
(1972), pp. 1163–89, and On the Accuracy of Economic Observations, 2nd ed. (1963). The con-
tinuing validity of Morgenstern’s critique of economic statistics is argued in Philipp Bagus,
‘Morgenstern’s Forgotten Contribution: A Stab to the Heart of Modern Economics’ (2011).

9 Grossmann, ‘Die Fortentwicklung des Marxismus bis zur Gegenwart’, in Grossmann and
Grünberg, Anarchismus, Bolschewismus, Sozialismus (1971), p. 281. In fact, Volume III
appeared in 1894.
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might have been called ‘the Bible of the working class’, Marx’s Capitalwas read
by few, even – or especially – within the bureaucracy that ran the trade unions
and parties of classical marxism. As a result, Paul Thomas observes, ‘the entire
revisionism debate [at the turn of the twentieth century], which was about
orthodoxy and threatened to tear apart German Social Democracy and with
it the Second International itself, was carried on in an astounding ignorance of
whatMarx had written’.10 Instead, the touchstones of the body of doctrine that
developed as ‘Marxism’ were for the most part written by Marx’s great friend
Friedrich Engels while, as Thomas trenchantly states, ‘Engels’s doctrines owed
little or nothing to Marx, the man he called his mentor …’ In particular, ‘his-
torical materialism was something left to us not by Marx but by Engels’, whose
Dialectics of Nature similarly provided the source of the philosophical doctrine
of ‘dialectical materialism’.11 This situation was only exacerbated by the cre-
ation of ‘Marxism-Leninism’, with historical and dialectical materialism at its
core, as the official ideology of the Communist movement after the Russian
Revolution of 1917. Thus the identification of a body of Marxian theory is com-
plicated by the fact that neglect and even rejection of Marx’s actual work went
together with claims to his mantle.12

By the late nineteenth century, the dominant strain of thought within the
largest of themarxist parties, theGerman Social Democrats (SPD),was the revi-
sionism of Eduard Bernstein, who proclaimed that the contemporary develop-
ment of capitalism, bringing steady growth and the improvement of working-
class living and working conditions, had rendered Marx’s theory of capitalist
crisis and mass impoverishment, based on study of an earlier era of the sys-
tem, obsolete. A similar position was developed later, in more technical terms,
by Rudolph Hilferding, who argued that the development of ‘finance capital’ –
formed by tight links between the banking system and industry that made
possible a high degree of conscious control of the economy in the form of
industry-wide cartels and evennational economic planning – had rendered the

10 Thomas, ‘Critical reception: Marx then and now’, in Carver (ed.), The Cambridge Compan-
ion to Marx (1991), p. 34.

11 Ibid., p. 41. See also Rubel, ‘La légende de Marx, ou Engels fondateur’, in Marx critique
du marxisme (1974), pp. 17–24. Hal Draper usefully challenges the exaggeration involved
in this sharp distinction between Marx and Engels: see Karl Marx’s Theory of Revolution.
Part 1: State and Bureaucracy (1977), pp. 23–6.

12 Here, and henceforth, I use ‘Marxian’ to denote ideas due to Marx himself, as opposed to
‘marxist’ for those constituting the various marxisms – which of course also often make
use of Marx’s ideas.
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crisis tendency discernedbyMarx in themid-nineteenth century inoperative.13
On a more abstract theoretical plane, the Russian economist Michael Tugan-
Baranowsky drew on the reproduction schemas devised by Marx in Volume II
of Capital to illustrate theworkings of the total economy on the basis of market
relations, to assert – in opposition toMarx’s views – the possibility of economic
growthwithout serious disturbances. Itwas in response to such thinkers,whose
ideas implied the possibility of a peaceful evolution of capitalist society into
socialism, that Rosa Luxemburg found it necessary to disagree theoretically as
well as empiricallywithMarx, asserting that the smoothprocess of social repro-
duction pictured in Marx’s schemas both contradicted Marx’s own thinking in
Volume III of his work and could not in fact be realised. In 1929, Henryk Gross-
mann took a position in opposition to all these currents of Marxist thought in
insisting on the primacy of crisis theory, based on the tendency of the rate of
profit to fall, to Marx’s theoretical vision.14

Such discussions camemore or less to a halt with the general destruction of
the European left in which they had their home, in the course of the 1930s and
the Second World War. After the war, Marxism survived in the so-called East
primarily as the ideology of the Communist party-dictatorships; the few Russi-
ans who had seriously tried to engage with the theoretical problems raised by
Marx’s work had long since died, in most cases at the hands of the Bolshevik
state. In the ‘West’, the economic upswing that followed the war, apparently
rendering Marx’s dire predictions for capitalism risible, was joined by the dis-
appearance of the institutional infrastructure that had supportedmarxist intel-
lectual theorising. As the mass left-wing parties either formally de-marxified
themselves, like the SPD, or adapted to changing times by becoming ordinary
social-democratic parties, like the French and Italian Communist parties, seri-
ous interest in theMarxian critique of political economy disappeared. Instead,
attempts to reassert attitudes to some degree in opposition to the dominant
society looked to the ‘youngMarx’, and the championship of ‘humanist’ values
at odds with economic imperatives.

Only the intellectual upheaval that accompanied the slowing of the post-
war economic miracle in the late 1960s, together with the growing crisis of the
Soviet system, led, particularly in Germany, to a revival of interest in Marxian
theory, manifested both in the republication of classic texts and in the produc-
tion of new writing. This neo-marxist flowering soon gave way to the reasser-

13 See my review essay, ‘Rudolph Hilferding, Finance Capital’ (1982–3).
14 See Tugan-Baranowski, Theoretische Grundlagen des Marxismus (1905); Luxemburg, The

Accumulation of Capital (1951 [1913]); Grossmann, Das Akkumulations- und Zusammen-
bruchstheorie des kapitalistischen Systems (zugleich eine Krisentheorie) (1929).
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tionof academic orthodoxy as the radical hopes engenderedby andmanifested
in the events of 1968 bowed to capitalism’s resistance to their challenges. Yet a
path into professional economics opened for leftists as the stagflation of the
1970s demonstrated the practical and theoretical failure of the neo-Keynesian
economics that hadbecome the acceptedorthodoxy inpublic policy and there-
fore in academia as well. The ensuing free-for-all of discredited theories made
way for attempts to construct new theoretical models utilising elements of
Marxian theory – to ‘marxist economics’.

As this brief history ismeant to suggest, the period sinceMarxwrote has not
seen the emergence of the sort of research programme (to use the terminology
of philosopher of science Imre Lakatos) ascribable to established sciences.15
This situation is, for social-historical reasons, exactly what one would expect:
A sciencewhichwas intended to theorise opposition to every facet of the exist-
ing society, including and especially the field of economic theory, could hardly
achieve the necessary institutional implantation either in the organisations of
the turn-of-the-century left, devoted to the use of the vote to advance polit-
ical positions within the existing system, or in academia, especially afterWorld
War II, when the very idea of fundamental social change, earlier vigorously
opposed, became nearly unthinkable, particularly by professional intellectu-
als.16

To give the simplest example of what the absence of a research programme
means, there are no student textbooks or handbooks of Marxian theory that do
not explicitly offer an ‘interpretation’ of Capital that is expected – and fated – to

15 I owe the thought about Marxian theory in these terms to Tony Smith, ‘Marx’s Theory of
Social Forms and Lakatos’s Methodology of Scientific Research Programs’ (1997).

16 On the other hand, this state of affairs is not peculiar to the critique of political economy;
in linguistics, for instance, anyonewishing to build on the theoretical work of Z.S. Harris –
in my opinion, a major achievement of twentieth-century science – will have to return to
Harris’s own writings, long out of print, despite the fact that, as noted in the excellent
Wikipedia entry on Harris, their influence ‘is pervasive in linguistics, often invisibly’. The
handful of people interested in Harris’s work have not been numerous or institutionally
contiguous enough to coalesce into a ‘school’, with access to grant money and control
of academic positions, and for the most part that work is ignored in linguistics teaching.
As a result Harris’s books and research reports, written over forty-odd years, remain the
most detailed and thoroughly developed examples of this line of analysis, despite progress
made in particular areas by others. As with Marx, this situation is maintained in part by a
high degree of miscomprehension, and even on occasion falsehood, involved in the criti-
cism of Harris’s work by more mainstream linguists, though this case is no doubt due to
the workings of academic politics rather than to the general ideological predispositions
of academics.
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meet with disagreement from other commentators; and this holds for themost
basic elements of the theory and not just the frontiers of investigation, where
disagreement is normal in an established science.As a result, suchhandbooks–
Michael Heinrich’s An Introduction to the Three Volumes of Karl Marx’s Capital
is a recent, worthwhile example17 –must themselves be evaluated for accuracy
by comparison with Marx’s own writing. (No one, by contrast, would evaluate
the latest textbook on quantummechanics by comparing it with classic papers
by Schrödinger, Heisenberg, or Dirac.) As a result, at present every attempt to
progress beyondMarx’s work is still doomed to begin by returning to that work;
this is a science that can be advanced only as it is being established.18

The problem is further complicated by the fact that Marx presents his own
ideas in the context of a critique of eighteenth- and nineteenth-century eco-
nomic theories, with which today’s readers cannot be assumed to be familiar.
Thus one is faced with the reconstruction of a lost thought-world simply as
a prolegomenon to the presentation of Marx’s ideas. One can, however, avoid
too deep an immersion in the history of economic ideas and institutions by
limiting explicit attention to those concepts and writers essential to the way in
which Marx worked out his critical approach.19

While it necessarily pays attention to Marx’s relation to earlier thinkers, the
main interest of this book is the attempt to bridge the gap between Marx’s
ideas and their application to present-day circumstances. For the reasons just
given, I take the exposition of Marx’s own ideas as fundamental; hence my
presentation is determinedbyMarx’swritings, rather thanby those of hismany
commentators. Nonetheless, since the field of study centred on Marx’s work
is characterised by competing interpretations, the very attempt to disengage
Marx’s own ideas from the constructions put on them by others requires a cer-
tain amount of attention to those interpretations, as either clarifying or obscur-
ing those ideas.20

17 Heinrich, An Introduction to the Three Volumes of Karl Marx’s Capital (2012).
18 It should be acknowledged, however, that even a science like Newtonian physics, intim-

ately adapted to the nascent bourgeois society within which it developed, only received
radical theoretical development a good 100 years after the publication of the Principia.
And even if science students no longer read Newton by the end of the nineteenth cen-
tury – though they begin their study to this daywithNewton’s three laws– relativity theory
still appeared as a revolutionising of Newtonianmechanics, represented by a set of math-
ematical expressions reformulating those in the Principia.

19 This is similar to the way in which, for instance, accounts of Einstein’s Special Theory
of Relativity typically begin with an explanation of the Michelson-Morley experiment,
without presenting a detailed account of the theory of the luminiferous ether.

20 The most significant example of this will be found in Chapter 7, devoted to untangling
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Given the absence of a generally agreed-on research programme, I am my-
self, of course, proposing an ‘interpretation’ of Marx’s thought.21 But because I
find Marx’s basic ideas, while difficult, not obscure, I prefer not to take ‘inter-
pretation’ in the sense of hermeneutics, elucidating hidden meanings as of a
biblical text. I prefer to use the word as in the ‘Copenhagen interpretation’ of
quantum mechanics (without meaning to take a position on that stance in
physics). Somewhat as the Bohr circle rested their interpretation on certain
philosophical ideas, I find that conceptual clarity for contemporary readers is
aided by the restating of Marxian ideas in a twentieth-century – perhaps even
on occasion a twenty-first-century – vocabulary. This has the additional bene-
fit of detaching the ideas from Marx as a particular person, objectifying them
and making them potentially more part of a shared mode of inquiry. Thus I
have made an effort not to rely on the traditional marxist jargon of ‘dialectics’,
‘totality’, and the contrast between ‘inner’ and ‘surface’ features of social real-
ity; instead I have tried to explain such concepts, when they appear in Marx’s
writing, in terms as clear and well-defined as I can come up with. In particular,
I find it useful to use terminology developed within the philosophy of science
over the last fifty years. This vocabulary is particularly apt as it was framed in
an effort to understand the relation between observable reality and theoret-
ical representation central to the modern physics of mass-energy fields and
quantum particles and the biology of populations and genomic sequences. In
thewidthof the gapbetweenobservable reality and theoretical abstraction, the
natural sciences share important features with theMarxian critique of capital-
ist economics.

WhenMarxwrote Capital, capitalismwas hardly theworld’s primary system
for the production and distribution of goods (even in England there were still
more domestic servants than industrial workers), though it could be argued
that at least in Europe and North America it was already socially dominant,
in the sense that its institutions were central enough to social life to determ-
ine their continuing growth in importance as society continued to evolve. By
abstracting from the complex range of features characterising the actual soci-
eties of his time to focus on what he took to be basic to capitalism as such,
Marx was able to explain both the evolution towards a more completely capit-
alist society and specific, apparently essential, features of that evolution, such

rival solutions to the supposed problem of the ‘transformation of values into prices’ from
Marx’s ideas.

21 Naturally, the interpretation proposed here is not ‘mine’; it is only a further elaboration of
the understanding of Marx’s theoretical procedure developed by Henryk Grossmann and
Paul Mattick (my father), among others.
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as the growth of mechanisation, the development of credit instruments, the
tendency towards the centralisation and concentration of capital, the recur-
rent business cycle, and class struggle.

It is the gap, produced by this procedure of abstraction, between theory
and observable reality that makes Marx’s theory still explanatorily relevant to
a social system that continues to have the basic features Marx identified. Just
as it applied successfully to the nascent capitalism of his own day, Marx’s the-
ory applies to themodernmixed economy, in which private enterprise coexists
with a high degree of government-sponsored economic activity, because of
the continuing centrality to the social system of the relation between wage-
labour and capital. At the same time, the theory-empirical reality gap requires
care especially in distinguishing between particular features of modern cap-
italism and the terms of theoretical analysis required to understand them. For
example, in his theory of moneyMarx identified the function of ‘worldmoney’,
in terms of which value transfers between nations with different currencies
can be made, with gold as its material instantiation.With the definitive break-
down of the gold standard in the course of the twentieth century, worldmoney
has acquired a new form, related to credit money and national state-issued
fiat money, usefully termed by theorists ‘quasi-world money’.22 Utilization of
Marxian theory to analyse capitalism as a world system requires bridging the
gap between his abstract concept of worldmoney and the actual forms of value
used for this purpose.

To take another – and perhaps evenmore important – example, the concept
of crisis requires important reformulation if we are to apply it to the contem-
porary mixed economy, though (as in the case of world money) this reformu-
lation changes nothing in the basic conceptual apparatus of the theory.23 Yet
another development unanticipated by Marx was the appearance of state-run
systems utilising the form of wage-labour to manage the industrialisation of
capitalistically underdeveloped countries. A comprehensive understanding of
the nature of these systems, and the nature of the capitalist or quasi-capitalist
societies intowhich theywere transformed at the end of the twentieth century,
would be another important extension of theMarxian critique of political eco-
nomy.

The disappearance of marxist movements since the Second World War – a
process hastened by the collapse or self-transformation of the party-states of
the Soviet Union and China at the end of the 1980s – has made the investiga-

22 See Labrinidis, ‘International Reserves in the Era of Quasi-World Money’ (2014).
23 This will be discussed in Chapter 11 below.
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tion of Marx’s thinking easier today than in the past, when it was encumbered
with the ideological apparatus of marxism in all its forms. Furthermore, more
of Marx’s writings are available, in good editions, than ever before. Yet it still
remains difficult to make headway against the dominant styles of political
and economic thought. The attempt to utilise the resources of contemporary
science and philosophy for my purposes also brings unavoidable intellectual
dangers. Despite my best efforts, I will not be surprised to find that I have on
occasion failed to achieve independence of the ideological field within which
I, as a professional brain-worker, do my work.

While some of the chapters that follow are completely new, others are
reworkings of essays written for varied occasions over many years. I have not
attempted to rewrite all this material into a continuous text. This is in part, I
must confess, because in many cases I still like their original characters. The
form of the essay collection, in addition, more accurately reflects my concep-
tion of thiswork thanwould a single long text: Imake no claim to completeness
either in the exposition of Marx’s ideas or in the solution or even exploration
of the theoretical problems to which they open a path. Many important topics
are not covered and others are only hinted at. Despite its piecemeal nature,
however, the book is intended to present the core ideas of the Marxian cri-
tique and to suggest some modes of applying them to the understanding of
present-day experience. I will be happy if others find it a contribution to their
own efforts in the construction of a critical science of society that would no
longer have to be identified so intimately with the name of Marx.
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chapter 2

Marx’s Abstraction

A glance at the newspaper reveals the extreme complexity of economic phe-
nomena. This is from the New York Times business section of 29 May 1998,
describing consequences of the ‘Asian Crisis’ of 1997–8:

Just when it began to look as if Latin America had dodged the bullet of
Asia’s financial and economic woes, stock markets from Mexico to Chile
began to tumble. The decline, which began in earnest three weeks ago,
accelerated earlier this week, ushering in a period of increased volatility,
stock market analysts said.

Stock trackers are taking note of everything from low commodity
prices causing trade imbalances in Venezuela and Chile, to political un-
certainty in Argentina, to fears over currency stability in Brazil, to an
embarrassingmoney-laundering bank scandal inMexico, stormyweather
in Peru and disappointing company earnings throughout the region.

But economic instability in Russia and East Asia, and particularly the
recentweakness in the Japanese yen, appears to be playing a bigger role in
shifting investor sentiment than any local economic or political factors.1

The changingprices of stocks andother financial instruments, institutional tur-
moil, low profitability, and even bad weather are all described as elements in a
developing situation that thereby evades a unified explanation.

Despite their access to a technical literature employing academically-elab-
orated concepts, alongwith enormousmasses of data, professional economists
essentially have had not much more to offer in explaining such phenomena
than business journalists, who employ a set of concepts shared with actual
businesspeople. One respected professional view of the Asian crisis, for ex-
ample, explained it as due to sudden shifts in ‘market expectations’ amounting
to ‘investor panic’, magnified by incorrect responses on the part of financial
institutions and the International Monetary Fund.2 A competing view of the

1 CliffordKrauss, ‘Late But Emphatic, Asia’sWoesReach LatinAmerica’,NewYorkTimes, 29May
1998.

2 See Radelet and Sachs, ‘The Onset of the East Asian Financial Crisis’ (1998). This view also
echoed business-professional opinion: ‘ “Perceptions have a sneaky way of affecting the fun-
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crisis by three notable experts in financemore plausibly emphasised ‘structural
and policy distortions in the countries of the region’, magnified by the ‘moral
hazard’ problem caused by implicit or explicit government guarantees of risky
investments.3 In an analysis thatmakes theAsian crisis seem like a rehearsal for
the worldwide Great Recession of 2008, these economists observe that ‘many
loans made by banks and non-banks were of low quality, financing investment
of dubious profitability’, particularly in over-valued real estate, ‘or speculative
purchases of existing financial assets’.4

This analysis succeeds in focusing on a set of factors clearly implicated in the
ensuing disaster. It lacks two elements that would be required to earn the title
of ‘science’ for economic research: First, there is no discussion of the possibility
of a connection between this crisis and the financial and currency crises that
preceded it in various parts of the world; each crisis is given its own narrowly
focused explanation, without raising the question of the relations between
seemingly recurrent phenomena. As a result the analysis is closer to a market
newsletter than to a theoretical explanation. This is partly because, despite the
omnipresence in economic discourse of the concept of ‘globalisation’, here as
generally in economics analysis begins from national or regional areas rather
than from the world economy as a whole, and also because it participates in
the tendency, dominating the field in the last half century, to explain crises as
individual events rather than as episodes in a long-term pattern.5 Hence the
analytic reliance on the concept of ‘contagion’, which seems to have come into
use as away of explaining the spread of financial panic from region to region in
the Asian Crisis: earlier systemic difficulties, such as the banking troubles, debt
crises, and recessions of Latin American countries in the 1980s, were analysed

damentals”, warned Jorge O. Mariscal, the chief investment strategist for Latin America at
Goldman, Sachs’ (Krauss, ‘Late But Emphatic’).

3 Corsetti, Pesentu, and Roubini, ‘What Caused the Asian Currency and Financial Crisis?’,
Japan and the World Economy 11:3 (1999), p. 305. For another example of this view, see Krug-
man, ‘Fire Sale FDI’ (2014), which, making essentially the same argument as Corsetti et al.,
without the convincing data, shows how little is added in terms of explanatory theory by the
simplifying modelling on which Krugman’s approach is based. The problem, I hasten to say
(in anticipation of the discussion to follow in this chapter) lies not in the simplification per
se but in the concepts Krugman takes as basic.

4 Corsetti et al., ‘What Caused the Asian Currency and Financial Crisis?’, Japan and theWorld
Economy 11:3 (1999), p. 331.

5 This is true in the studyunder discussion even thoughNuriel Roubini, one of its three authors,
is on record as believing that ‘far from being the exception, crises are the norm, not only in
emerging but in advanced industrial countries … Indeed, in many ways, crises are hardwired
into the capitalist genome’ (Roubini and Mihm, Crisis Economics [2011], p. 4).
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as due to economic and political conditions in individual areas, rather than
as aspects of a general condition.6 The weakness of a concept like ‘contagion’
shows itself in the failure to consider the possibility of linking earlier crises in
developing countries to the more recent set.

Second, while precipitating factors of the crisis – deregulation, over-lever-
age, moral hazard, etc. – are examined in sufficient detail, the question of
underlying causes or conditions is not raised. This is not because it fails to sug-
gest itself. A recurrent motif of the analysis is the fact that ‘the evidence for
the Asian countries in the mid-1900s highlights that the profitability of new
investment projects was low’.7 No doubt this seems not to call for comment
because business common sense tells us that investments are made in search
of profit; if the profit is not forthcoming investments will fail and new ones
decline. But how low profitability must be to inhibit investment, why profit-
ability fell at this particular time, and how the Asian profit shortfall relates
to profitability globally are not discussed, except for the suggestion that the
‘worldwide growth slowdown’ that followed on the Asian events in 1998 may
have been a consequence of those events.8 As a result, while the mechanics
of the events are admirably explained, their place in a more general history of
capitalism is unaddressed.

Such sophisticated but theoretically unsatisfying modes of explanation
seem to exemplify Karl Marx’s charge that ‘confusion on the part of the the-
orists shows … how the practical capitalist, imprisoned in the competitive
struggle and in no way penetrating the phenomena it exhibits, cannot but be
completely incapable of recognizing, behind the semblance, the inner essence
and form of this process’.9 This was, according to Marx, also the fate of the

6 See ‘Financial Contagion’,Wikipedia (accessed 11/26/2014).
7 Coresetti et al., ‘What Caused the Asian Currency and Financial Crisis?’, Japan and theWorld

Economy 11:3 (1999), p. 307. In particular, they note ‘the long period of stagnation in the Japan-
ese economy’, the region’s largest at this time (p. 308). For further emphasis on declining
profitability, see pp. 317–19. This is of course also at the root of the phenomenon of ‘non-
performing loans.’

8 Ibid., p. 366. The absence of a discussion of trends in the rate of profit globally is also, doubt-
less, due to the nonexistence of a generally accepted theory of the determination of the rate
of profit in mainstream economic theory. As Daniel Hausman observed in his sympathetic
study of orthodox theory, Capital, Profits, and Prices, An Essay in the Philosophy of Economics
(1981), ‘Economists possess no good theory of capital or interest, or of their relation to equi-
librium prices. Certainly, they possess elegant models and are able to prove many theorems.
Unfortunately, thesemodels and theorems do not enable them to explain real phenomena of
capital and interest …’ (p. 191).

9 Marx, Capital, Vol. III (1981 [1895]); henceforth Capital III, p. 269. In his 1861–3 draft of Capital
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‘vulgar economics’ that took the place of ‘classical political economy’ when
the working-class mobilisations of 1830, placing the ideological institutions of
society under pressure, ‘sounded the knell of scientific bourgeois economics’.10
While classical economics was centrally the study of the economy as a social
structure, focused (as above all in Ricardo’s writing) on ‘the antagonismof class
interests, of wages and profits, of profits and rent’,11 vulgar economics ‘does
nothing more than translate the peculiar notions of the competition-enslaved
capitalist into an ostensibly more theoretical and generalized language …’12

Marx did not, however, attempt to improve on this model of economic ana-
lysis by returning to political economy. Fundamental to the classical-economic
mode of theorising was the ahistorical assumption that basic features of capit-
alist society (in particular, market exchange, capital, and labour as a commod-
ity) were common to all forms of society; in Marx’s view – to be explored in
depth in later chapters of this book – this blocked not only a comprehensive
analysis of the functioning of capitalism as an economic system but even full
success in solving the theoretical problems that the classical economists set
themselves. Instead, he insisted on the historically specific nature of the basic
concepts of his analysis.13

The object of his examination, Marx declares, ‘is the capitalist mode of pro-
duction and the relations of production and forms of intercourse that corres-
pond to it’. Thus his theoretical interest is not in any particular episode or even
stage in the life of the social system but ‘to reveal the economic law of motion

Marx identified ‘the specific difference which sets the science of political economy apart
from all the other sciences’ as ‘the fact that the latter seek to uncover the essence which
lies hidden behind commonplace appearances, and whichmostly contradicts the form of
commonplace appearances (as for example in the case of themovement of the sun about
the earth), whereas the former proclaims the mere translation of commonplace appear-
ances into equally commonplace notions to be the true business of science’ (‘Economic
Manuscript of 1861–63’, inMarx and Engels,CollectedWorks 1975–2005, Vol. 34; henceforth
MECW 34, p. 86).

10 Karl Marx, Capital, Vol. I (1976 [1867); henceforth Capital I, p. 97. The connotations of the
word ‘vulgar’ today may obscure that Marx’s concept is close to Jerome Ravetz’s notion of
a ‘folk-science’, ‘a body of accepted knowledge whose function is not to provide the basis
for further advance but to offer comfort and reassurance to some body of believers’ (Sci-
entific Knowledge and Its Social Problems [1971], p. 366). For an application of the concept
to economics see p. 378 n. 14.

11 Ibid., p. 96.
12 Marx, Capital III, p. 338.
13 For the concept of ‘historical specificity’, see Korsch, Karl Marx (1963 [1938]), pp. 24ff.
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of modern society …’14 On the other hand, as Henryk Grossmann emphasised,
it is the totality of the phenomena of the capitalist economy ‘that Marx ulti-
matelywants to identify and understand in their interconnection. By nomeans
does he simplywant to restrict himself to the exploration of the “essence”while
ignoring the phenomena’.15 Marx’s post-1848 reengagement with political eco-
nomywas led, for example, by his hypothesis of a causal link between the trade
cycle and the ebb and flow of revolutionary movements, and the studies that
were to culminate in the writing of Capital commenced in 1850 with a detailed
studyof theBritish currency crisis of 1847, alongside an immersion in economic
theory. It was in fact Marx’s claim that his approach provides a superior under-
standing of economic affairs than that of the economists, whose works are
riddled by theoretical inconsistencies, major unsolved problems, and empir-
ical inadequacy. His work rests on the claim, typical of would-be sciences, that
an analysis of capitalism in terms of a small enough set of basic features to
make possible an understanding of its continuity over several centuries (in his
terms, ‘the inner essence and form of the process’) would shed light on specific
historical phenomena.

Science

As his use of the phrase ‘law of motion’ suggests,Marx took themodern natural
sciences as models for social theorising. ‘The physicist’, for instance, ‘observes
natural processes where they occur in theirmost significant form, and are least
affected by disturbing influences, or, whenever possible, hemakes experiments
under conditions which ensure that the process will occur in its pure state’.16
The experimentalmethod operates on classes of objects andprocesses concep-
tually isolated from the flux of events; the experiment, with its controls and
artificially limited environment, is an attempt to realise in practice, however
approximately, the intellectual abstraction involved in the construction of sci-
entific concepts. Even in the experimental sciences, as Immanuel Kant already
grasped in late eighteenth-century reflections on the ‘revolution in the way
of thinking’ that he identified in the work of such scientists as Galileo, Torri-
celli, and Stahl, ‘Reason, in order to be taught by nature, must approach nature
with its principles in one hand, according towhich alone the agreement among

14 Marx, Capital I, pp. 90, 92.
15 Grossmann, ‘The Value-Price Transformation in Marx and the Crisis Problem’ (2016

[1932]), p. 105.
16 Marx, Capital I, p. 90.
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appearances can count as laws, and in the other hand, the experiments thought
out in accordancewith those principles – yet in order to be instructedbynature
not like a pupil, who has recited to him whatever the teacher wants to say, but
like an appointed judgewhocompelswitnesses to answer thequestionsheputs
to them’.17 Marx’s insight – perhaps learned originally from Kant and certainly
developed through his later study of Hegel – was that the construction of the
conceptual abstraction is as central to scientific work as data-production, fun-
damental even especially in fields where experimentation can play at best a
minor role.18

The closest analogy to experimentation in his study of capitalist society,
Marx explains, is the choice of England ‘as the main illustration of the theor-
etical developments I make’,19 because it was at the time the country in which
capitalismwasmost fully developed (even if it could hardly be said to exist in a
pure state) and in which its operation was therefore the least hindered by sur-
viving elements of earlier social forms. The limitation of the analogy rests in
the fact that in the absence of actual experimentation, the features taken to be
central can only be isolated conceptually from the mass of phenomena consti-
tuting the English example; as Marx puts it, ‘in the analysis of economic forms
neither microscopes nor chemical reagents are of assistance’ and ‘[t]he power
of abstraction must replace both’.20

We can distinguish two aspects of Marx’s attempt to locate what he calls the
‘essential’ features of capitalism, namely, those that explain its course of devel-
opment. First is the conceptual isolation of features historically specific to this

17 Kant, Critique of Pure Reason (1998 [1787]), pp. 108–9. Kant’s picture of experimentation
reflects the over-valuation of theory’s place in scientific work typical of philosophers; see
Hacking, Representingand Intervening: IntroductoryTopics in thePhilosophy of Natural Sci-
ence (1983), Part B. For the development of the concept of ‘scientific revolution’, seeCohen,
‘TheEighteenth-CenturyConcept’, Journal of theHistory of Ideas 37–2 (1976): 257–88. I cite
Kant in this connection not only as an important interpreter of the scientific revolution
as the product of conceptual constructive activity but as an authormuch studied byMarx
in his university days and later. Marx himself, as we will see in Chapter 3 below, used the
concept of ‘revolution’ to describe his contribution to social science. For the correctness
of Kant’s assessment of the basis of the early modern revolution in science, see Ravetz,
Scientific Knowledge and its Social Problems (1971), pp. 110 ff.

18 This is why Kant considered Euclid’s axiomatisation of geometry the historically first
example of the sort of scientific revolution achieved in the physical sciences only in
the early-modern period (see Critique (1998 [1787]), pp. 107–8). Neither Kant nor Marx,
however, meant to downplay the role of experiment in science.

19 K. Marx, Capital I, p. 90.
20 Ibid.
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social system. This necessarily begins with the conceptualmaterials to hand: in
the study of society, with generally accepted judgments about which features
of a social system explain its operation, and in particular with the working-up
of those judgments into the conceptual apparatus of existing would-be sci-
ences, in this case that of classical political economy. Work with the ambition
to accomplish a ‘revolution’ in an existing field of inquiry will of course involve
a radical reworking of those concepts and judgments.

Marx invokes biological science in explaining his choice of theoretically
central concepts: if ‘the complete body’ of an organism ‘is easier to study than
its cells’, presumably because we begin with a stock of categories already in
use for identifying bodily features and processes, identification of the cell as an
entity central to organic functioning, and the study of the constitution of the
cell and of cell-types, require the elaboration of new, specifically scientific con-
cepts (as well, of course, as an experimental apparatus). We will return, in the
next chapter, to Marx’s biological model for the study of society, from which
he takes not only the idea of cellular structure but also the notion of a self-
reproducing system subject to evolutionary alteration. The central idea of the
present discussion is that in the study of capitalist society, which might begin
from an attempt to understand a nineteenth-century currency crisis (or, at a
later date, the Asian crisis), ‘the commodity-form of the product of labour, or
the value formof the commodity, is the economic cell-form’.21 As anorganism is
an organised system of cells, so the ‘wealth of societies in which the capitalist
mode of production prevails appears as an ‘immense collection of commod-
ities’; the individual commodity appears as its elementary form’.22 Beginning
with this cell-form permits investigation of what Marx elsewhere calls ‘the
physiology of the bourgeois system’, since the basis of ‘the internal organic
coherence and life process’ is ‘the determination of value by labour time’.23

The fact that most goods are produced for sale as commodities, with values
measuredby their exchange against quantities of money, is a central peculiarity
of capitalism, differentiating it from all earlier societies. As Marx recapitulates
this idea at the end of Volume III of Capital,

21 Ibid. This idea testifies to the penetration of Marx’s studies of contemporary natural sci-
ence, as it was only during the period of his economic studies that something like the
modern ‘cell theory’ of organisms emerged in a clear and convincing form in the work
of nineteenth-century biologists. See Han, ‘Die Metapher der Zelle. Zur Rekonstruktion
Marxscher epistemischer Kontexte’ (1997), especially pp. 113 ff.

22 Marx, Capital I, quoting his own Contribution to the Critique of Political Economy, p. 125.
23 K. Marx, ‘Manuscripts of 1861–63’, in MECW 31, p. 391.



18 chapter 2

Two characteristic traits mark the capitalist mode of production right
from the start.

Firstly, It produces its products as commodities. The fact that it pro-
duces commodities does not in itself distinguish it from other modes
of production; but that the dominant and determining character of its
product is that it is a commodity certainly does so. This means, first of all,
that the worker himself appears only as a seller of commodities … – i.e.
labour generally appears as wage-labour …

The second thing that particularlymarks the capitalistmodeof produc-
tion is the production of surplus value as the direct object and decisive
motive of production.24

The two traits are linked in that what Marx calls ‘surplus value’, the portion of
the social commodity product available to the capitalist class for investment
and other purposes, takes the form of the portion of a commodity’s value in
excess of its cost of production. The analysis of the commodity, as a good pro-
duced with a value expressed in terms of money, will therefore be central to an
understanding of capitalism.

As an eminent contemporary biologist explains, updating Leydig’s mid-
nineteenth-century analysis of the cell, ‘[t]he smallest unit of integration, co-
operation, and reproduction [of an organism] is the cell’, while ‘[t]he func-
tioning of each cell is controlled by the organism as a whole’.25 The success
of Marx’s analogy is visible in his first attempt to draw up a general analysis of
the economic system, the ‘Reflection’ written in March 1851 as a distillation of
his ongoing study of monetary circulation and economic crisis.26 ‘With what
do the free individuals [who constitute market-economic society] buy at the
grocer’s?’ Marx asks.

The equivalent or the value-sign of their incomes … And what does the
shoemaker, the grocer, etc. exchange for the gilded wage, rent, profit,
interest? His capital. He replaces, reproduces, and enlarges it in this act
…

Thus in this apparently so simple act firstly all the class relations step
forth, presupposed, the classes of wage-labourers, of landed proprietors,

24 K. Marx, Capital III, pp. 1019–20.
25 Lwoff, Biological Order (1962), p. 5.
26 It is contained in Notebook VII, filed in the International Institute for Social History in

Amsterdam under Sig. B 44/54; I quote below from the transcription in Schrader, ‘Kritik
des Geldsystems zu demManuskript “Reflection” von Karl Marx (1851)’ (1978), pp. 276–90.
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of industrialists, of non-industrial capitalists. On the other hand this pre-
supposes, above all, the existence of particular social relationships, which
give wealth the character of capital and distinguish capital from rev-
enue.27

The whole set of social relationships specific to capitalism can eventually be
described in terms of elements of the cell-form, the commodity. But at the
beginning of the theoretical construction, just as with a schematic analysis of
the biological cell, the analysis of the economic cell-form abstracts from the
complexity of the social interactions which will only be explained as they are
explored, including such features as the differentiation of cell types and vari-
ous modes of interaction between them. Because capital is money invested to
make more money, the study of capital begins with the study of money, itself
to be explained as a type of commodity, a good produced to be exchanged for
a different good. As the theoretical construction proceeds, the differentiation
and relations between economic cell-forms will illuminate the functioning of
the system of which they are elements.

Marx’s theoretical procedure follows the practice of the natural sciences in
more than the choice of a central set of objects for study from a welter of phe-
nomena. To examine this second aspect of his attempt to identify the ‘essence’
of capitalism it will be useful to borrow from the vocabulary of philosophy
of science, which has made use of a terminology quite close to Marx’s in its
development of the concept of ‘idealisation’ alongside that of ‘abstraction’.28
Thus, noting his exclusion of ‘theworldmarket and its conjunctures, themove-
ment of market prices, the cycles of industry and trade and the alternation of
prosperity and crisis’ from the discussion in Capital, Marx explains that ‘the
actual movement of competition lies outside our plan’ for this part of his pro-
jected study of capital, ‘andwe are only out to present the internal organization
of the capitalist mode of production, its ideal average, as it were’.29

27 Ibid. p. 284.
28 Interestingly, one of the firstmajor works on scientific idealisationwas a study of Marxian

theory: Leszek Nowak’s The Structure of Idealization. Towards a Systematic Interpretation
of the Marxian Idea of Science (1980). I will have more to say about this pioneering book
below.

29 Marx, Capital III, p. 970. Henryk Grossmann was the first to grasp this aspect of Marx’s
methodology and to make it central to his work on Marxian theory, comparing Marx to
Galileo in his use of idealisation to construct an abstract model which is then concretised
in order to apply its explanatory structure to empirical phenomena; see Grossmann, Das
Akkumulations- und Zusammenbruchsgesetz (1929), pp. 79ff. and ‘The Value-Price Trans-
formation’ (2016), especially sections 1 and 2.
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Where abstraction is a matter of ‘leaving things out, while still giving a liter-
ally true description’, idealisation treats ‘things as having features they clearly
do not have’, to produce a description of a system ‘that fictionalizes in the ser-
vice of simplification’.30 Examples from classical physics include point masses,
perfectly rigid bodies, and frictionless planes; contemporary neoclassical eco-
nomics makes use of decision-making individuals with perfect information
about economic variables.31 In the natural sciences, idealisation is generally
an attempt to introduce ‘false but non-difference-making causal factors’ into
an analysis of the causal structure of a phenomenon in such a way as to make
that causal structure clear, or to facilitate a mathematical description of it:

In explaining Boyle’s law, for example, theorists often introduce the
assumption that gas molecules do not collide with each other. This
assumption is false: collisions do occur in low-pressure gases. However,
low-pressure gases behave as if there were no collisions. This means that
collisions make no difference to the phenomenon and are not included
in the … explanation. Theorists’ explicit introduction of the no-collision
assumption is a way of asserting that collisions are actually irrelevant and
make no difference.32

Such an idealised representation of a system is often called a model of the sys-
tem. Models are also used in explaining phenomena where aspects excluded
from the model do make a difference, thus sacrificing quantitative accuracy
for qualitative clarification; they can also represent quantitative aspects of the
phenomena approximately, so as to facilitate calculation, or even make it pos-
sible at all.

Ronald Giere usefully defines ‘theoretical hypothesis’ – or, for important
or well-established cases, ‘theory’ – in terms of this sort of conceptual con-
struction, as ‘a statement asserting that some designated real system (or class
of systems) is similar to a given model in specified respects and to specified
degrees’. A Newtonian model of the dynamic relationship between the earth
and themoon idealises by abstracting fromgravitational effects of other bodies
in space besides these two, allowing a description of the positions and velocit-
ies of the two bodies in the model which is only approximately true. Then it
is, as Giere puts it, a theoretical hypothesis that the ‘positions and velocities of

30 Godfrey-Smith, ‘Abstractions, Idealizations, and Evolutionary Biology’ (2009), pp. 47, 48.
31 Daniel Hausman discusses idealisation in economics also under the name of ‘simplifica-

tion’: see Capital, Profits, and Prices (1981), pp. 139ff.
32 Weisberg, Simulation and Similarity: UsingModels to Understand theWorld (2013), p. 101.
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the earth and moon in the earth-moon system are very close to those of a two-
particle Newtonian model (with specified initial conditions)’.33 In the same
way, Marx’s theory of commodity exchange asserts that the actual movement
of goods and money in the capitalist economy shares important features, and
relations between them, with the model of this movement (the ‘law of value’)
presented inCapital, despite such differences between the two as the commod-
ity money used in the model and the credit and fiat money central to the real
system, and the even more important difference between exchange at ‘values’
defined by the model and the actual exchange of goods at market prices.

Abstraction and idealisation, as in the example of Boyle’s law, are thus com-
monly combined. This is typically the case with what Michael Weisberg calls
‘minimalist idealisation’,

the practice of constructing and studying theoreticalmodels that include
only the core factors which give rise to a phenomenon … Put more expli-
citly, aminimalistmodel contains only those factors thatmakeadifference
to the occurrence and essential character of the phenomenon in ques-
tion.34

What counts as ‘essential’ can vary with the scope of explanation aimed for. To
return to Boyle’s law,

To derive the ideal gas law for some specific body of gas using the kin-
etic theory of gases, we construct a model of the gas according to which
the molecules making it up are perfectly elastic spheres which exert no
attractive forces upon one another … [S]uch a ‘billiard ball’ model of
the gas makes no mention of the internal structure of the molecules. Yet
that internal structure is surely relevant to predicting the way in which
the pressure, volume, and temperature of the gas will covary, for it is
the internal arrangement of the parts of the molecules and of the atoms
which make them up that gives rise to the attractive intermolecular Van
derWaals forces, and once those forces are taken into consideration, a dif-
ferent equation relating pressure, volume, and temperature results … [I]t
seems accurate to say that the model omits mention of a feature of the
modeled system – namely the structure of its molecular components –
which is relevant to the behavior with which the model is concerned.35

33 Giere, ‘Towards a Unified Theory of Science’ (1984), pp. 12–13.
34 Weisberg, Simulation and Similarity (2013), p. 100.
35 Martin Jones, ‘Idealization and Abstraction: A Framework’ (2005), pp. 189–90.
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When theoretical or practical purposes require attending to these aspects of
gas behaviour, a less idealised model will be required.

Models can also be made more specific by adding more features; we could
speak of them as being made less abstract, or more concrete, in this way, to
whatever extent they are idealisations. For example, lasers ‘may be made of
rare earth ions floating in dissolved molecules, or from organic dye solutions,
or from ruby rods, or numerous othermaterials’. But all lasers consist of at least
three components, an active material, a pumping source of energy, and mir-
rors, which amplify the light produced in the material. Thus defined, lasers are
‘highly simplified and idealized objects’, involving ‘the kind of artificial preci-
sion and geometrization … required by theories formulated in mathematical
terms, for example, by the use of differential equations’.36 A model of a ruby
laser, in contrast, will incorporate, at the least, a model of this particular lasing
medium (though even this model itself is likely to be quite idealised).

Idealisation

The goal of Marx’s theory, the ‘law of motion’ of capitalism, is a causal explan-
ation of long-term trends in the development of capitalist society. In Marx’s
model of capitalism, the economy is an organisation of social labour by way of
the representation of quantities of labour-time by sums of money. Changing
ratios of labour-time, embodied in commodities (including money itself) that
play specific functional roles in the operation of the system, produce varying
states of the economy. Marx aims to demonstrate that the normal operation
of the system, over a long enough time period, will lead to increasing mechan-
isation of production, concentration and centralisation of capital ownership,
polarisation of social class interests, and recurrent economic crisis, all of which
he believed would open the way to the creation of communism.

In an early draft of Capital Marx explains that his analysis

need only consider the forms which capital passes through in the vari-
ous stages of its development. The real conditions within which the
actual process of production takes place are therefore not analyzed. It is

36 Cartwright and Mendell, ‘What Makes Physics’ Objects Abstract?’ (1984), pp. 143, 138;
Cartwright and Mendell note that the laser is a highly ‘theory-laden’ concept, making
sense as a description of the world ‘only if a large number of theoretical laws that we
believe to be true are true’ (p. 138). For further discussion of idealisation in the conceptu-
alisation of lasers, see Cartwright, How the Laws of Physics Lie (1983), pp. 145–51.
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assumed throughout, that the commodity is sold at its value. We do not
examine the competition of capitals, nor the credit system, nor the actual
composition of society, which by no means consists only of two classes,
workers and industrial capitalists, and where therefore consumers and
producers are not identical categories …Nevertheless … the examination
of the general nature of capital, evenwithout going further into the actual
relations which all constitute prerequisites for the real process of produc-
tion, reveals [the possibility of crisis] … clearly.37

This passage points to examples of both abstraction and idealisation.
Since Marx is interested in explaining changing states of the system as a

whole, he initially abstracts from features that differentiate its constituentparts
in ways that do not contribute to this explanation.Within the completed study
of capital, however,Marx speaks of his depictions of ‘the configurations of cap-
ital’ as approaching ‘step by step the form in which they appear on the surface
of society… in competition, and in the everyday consciousness of the agents of
production themselves’.38 Much of the discussion in the present volume will
be devoted to the de-idealisation and concretisation thanks to which Marx
attempts to make his model of the ‘law of motion’ of capitalism useful for the
explanation of specific historical phenomena. In what remains of this chapter,
I will illustrate the initial procedure of abstraction and idealisation with brief
discussions of his treatment of two fundamental topics, money and capital.

Marxmakes it clear onnumerous occasions that he ‘knows thatmoney is not
gold and, moreover, that capitalism could not have developed as it did without
the credit system’.39He idealises by disregarding these aspects of capitalist real-
ity when he treats money as a commodity throughout the first two volumes of
Capital and well into Volume III. There are a number of reasons for this, as
Martha Campbell has explained:

There is the obvious ‘expositional’ advantage that goldmoney gives Marx
a way of presenting money and value so that he can proceed to the
concept of capital, which presupposes both; banking, by contrast, pre-
supposes not only capital but the division into different kinds of cap-
ital. Another expositional convenience is that Marx uses gold money

37 Marx, ‘Economic Manuscripts of 1861–63’, in MECW 32, p. 124.
38 Capital III, p. 117.
39 Campbell, ‘Marx’s Explanation of Money’s Functions: Overturning the Quantity Theory’

(2003), p. 1; Campbell’s writings constitute an exceptionally clear exposition of Marx’s the-
ory of money.
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throughout Capital, Vol. I as the measure, or expression of value, in order
to explain, for example, the origin of surplus value and the factors that
influence its quantity. By treating gold as the direct equivalent of the
labour hours devoted to its production,Marx gives the expressionof value
a transparency that it lacks in reality.40

Beginning with commodity money also enables Marx to critique the quant-
ity theory of money, which obscured the nature of credit (and provided the
rationale for the disastrous British monetary policy of the 1840s, which in that
way constituted a sort of economics experiment). Further idealisations are the
assumptions that the value of the money commodity does not change, which
makes possible the representation of changes in the value of other commod-
ities in terms of a constant standard, and that there is only one world money
(an assumption implied by his treatment of capitalism as represented by an
economy whose features can be explained without reference to the existence
of different nations and trade among them, whichMarx intended to discuss at
a later stage of his project).

Crucially, however, nothing in theMarxian analysis of money, which centres
on the representation of the value of commodities in somemedium independ-
ent of the commodities themselves, depends on its taking the form of a partic-
ular commodity, like gold (or on the constancy or singularity of money). Hence,
asMarxmakeshismodelmore realistic by introducingbankmoney ‘as the form
of money specific to capitalism’41 in Volume III of Capital, money preserves its
place in the representation of capitalist society: that as the ‘universal equival-
ent’ of all commodities it functions to represent the social character of privately
owned and managed capitalist production. Even fiat money is not a symbol,
but (to use Marx’s word) a thing.42 It is not a convention (like the economists’
‘numéraire’) but a relational structure that regulates social behaviour (in this

40 Ibid., pp. 1–2.
41 Campbell, ‘The Credit System’ (2002), p. 213.
42 See e.g. Marx, Capital III, p. 707: ‘This social existence that [money or gold as money] has

thus appears as something beyond, as a thing, object, or commodity outside and along-
side the real elements of social wealth’. As Campbell comments on a collection of such
passages, ‘In Marx’s view at least, so long as production “decisions” are left to the market,
money, since it realizes value, is the thing by which social conflict (among capitalists and
between capitalists and workers) is managed. In this sense, credit money is just as much
a thing as gold money’ (Campbell, ‘The Credit System’ [2002], p. 226.) This is why Marx
insists that it is a ‘mistaken notion’ that money ‘is itself a mere symbol’, whose origin is to
be found in ‘[t]he fact that money can … be replaced by mere symbols of itself …’ (Marx,
Capital I, p. 185). For an illustration of what this can mean in practice, see Tony Norfield’s
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regard, it can be compared to gender or ‘race’ in modern society). Even with
the introduction of credit money in Volume III, however, since Marx models
capitalism as one global system, the various national currencies and changing
relations between them, which have important effects on investment patterns
and on the global distribution of surplus value, are still idealised away.

Marx argues that money emerges as a basic means for the exchange of
commodities as the commodity becomes the fundamental form of product.
‘Commercial intercourse, in which the owners of commodities exchange and
compare their own articles with various other articles, never takes place unless
different kinds of commodities belonging to different owners are exchanged
for, and represented as values with, one single further kind of commodity’. This
further commodity is money, which in this way ‘crystallizes out of the process
of exchange’.43 The fact that exchange in such a system is actually a double pro-
cess of sale andpurchase, inwhich a commoditymust be exchanged formoney,
and that money used to buy a further commodity, opens up the possibility of a
gapbetween sale andpurchase: on the onehand, themoney received for a good
need not be spent; on the other, the money against which a good was intended
to exchange need not be paid. Inherent in the commodity-money system – in
the cell-form of capitalist society – we therefore find the possibility of a break-
down in the chain of exchanges that constitutes the normal functioning of the
economy, and so the possibility of ‘that aspect of an industrial and commer-
cial crisis which is known as a monetary crisis’.44We also find the possibility of
credit, both in the substitution of certificates of debt for actual money owed
and in the availability of money withdrawn from exchange for borrowing. In
this way, Marx shows that the model of money with which he began provides
materials for a (less abstract) model of the breakdown of market exchange as
well as for successful exchange – a key point in Marx’s way of thinking, asso-
ciated (as we shall see) with the concept of ‘contradiction’. It also, while not
including credit, demonstrates that the addition of credit mechanisms to the
model does not affect themoney functions described in the first place in terms
of a money commodity.

Marx’s treatment of the relation between ‘values’, which in his initial model
are the monetary representations of the labour-times required to produce
commodities, and the prices at which commodities are sold on real markets

discussion of the ‘seignorage benefit’ to US capital as a result of the dollar’s international
function as a store of value (The City [2016], p. 164).

43 Marx, Capital I, pp. 183, 181.
44 Ibid., p. 236.
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involves what is arguably an evenmore radical idealisation. Because this ideal-
isation is made in connection with the modelling of capital, the chief object of
study, it has led to major dispute about the nature of that study. Since Eugen
vonBöhm-Bawerk’s 1896 critique of Capital, the question of an apparent logical
contradiction between the theory of value in the first two volumes and the
theory of production prices in the third has been central to the evaluation of
Marx’s work.We will discuss this question at length in Chapter 6 below, but for
nowwe can echo LeszekNovak’s observation that ‘the contradictionwhichwas
pointed out by Böhm-Bawerk is impossible on purely logical grounds’, because
Marx’s statements in the earlier and later parts of his work refer to different
models, with different degrees of idealisation.45 A brief examination of Marx’s
model of capital will show the interaction of abstraction and idealisation basic
to Marx’s theorising.

Marx begins by idealising away from the variety of types of capital invest-
ment that actually exist in modern society: industrial, commercial, andmoney
capital. His justification for this procedure is that only the first of these involves
all the functions associated with capital: the production of goods, their circula-
tion bymeans of sale, and themanagement of themoney necessary for contin-
ued investment.46When he later introduces commercial andmoney capital he
treats such firms as specialising in functions required by industrial-capitalist
enterprises (the selling of their products and the management of money). In
the first two volumes of Capital, however, these forms are idealised away and
‘capital’ refers to industrial capital alone; the discussion proceeds as if no other
form of capital investment exists.

This can be contrasted with the approach more normal in economics, the
formation of the concept of capital by generalising from different types of
enterprise. Marx examines this approach in action in two chapters of Capital,
Vol. I. In Chapter 4, ‘The General Formula for Capital’, he defines capital simply
as the investment of money tomakemoney, which can be carried out by any of

45 Nowak, The Structure of Idealization (1980), p. 247.
46 ‘Industrial capital is the only mode of existence of capital in which not only the appro-

priation of surplus value or surplus product, but also its creation, is a function of capital.
It thus requires production to be capitalist in character …Money capital and commodity
capital, [forms that historically antedate capitalist society proper,] in so far as they appear
and function as bearers of their own peculiar branches of business alongside industrial
capital, are now only modes of existence of the various functional forms that industrial
capital constantly assumes and discards within the circulation sphere, forms which have
been rendered independent …’ (Marx, Capital, Vol. II (1978 [1884]); henceforth Capital II,
pp. 135–6).
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the three actual forms of capitalist enterprise. This is a general description of
capital ‘in the form in which it appears directly’ as a phenomenon of the mar-
ket, of exchange relations between commodities and money.47 In Chapter 5,
‘Contradictions in the General Formula’, he demonstrates the impossibility of
explaining the origin of the surplus value claimed (under the names of ‘profit’
or ‘interest’) by the three types of investor in terms of commodity exchange: if
we begin by asking what (say) marketing and manufacturing have in common
that makes possible the winning of additional money by each – simply assum-
ing, as investors themselves do, that investment will yield a dividend – we will
not succeed in solving the problem.

There is clearly something missing from the General Formula: by defining
‘capital’ in terms of commodity exchange, it leaves unmentioned the fact that
capitalism represents an historical form of the social production of goods and
services. Or, rather, this is left unmentioned because the general concept of
‘capital’ does not distinguish between the activity of production, which must
be carried out in all forms of society, and the specific way this is organised in
present-day society bywayof commodity exchange.TheGeneral Formula iden-
tifies capital as a market process; Marx’s explanation of capital as the use of
money to purchase labour power, which when consumed as labour is able to
produce a value greater than its own, identifies it as a social formof production.

Since in this historically specific form produced goods must be transformed
intomoney for surplus value to appear, bothmanufacture andmarket exchange
are necessary to the expansion of capital value.While all forms of capital must
derive their gains in value from the surplus created in the production process,
the appearance that commercial capital is the source of its profit is explained
as the result of the separation of the activities of producing and selling between
distinct enterprises. The result is a representation of capital that accounts for
the existence of the ‘return’ on investment claimed by capitalists of all sorts,
while insisting that only productive (industrial) capital creates it. In the course
of this explanation, the locus of explanation has shifted away from the indi-
vidual capital; mercantile capital is understood by reference to its relationship
to industrial capital. And with regard to the latter, in turn, the class relation
between owners of labour power and employers – a fact of society as a whole –
is treated asmore fundamental, for the explanation of the production of profit,
than the relation between capitalists and their property. On the other hand, the
latter relation is more fundamental for the explanation of the distribution of
surplus value among capitals. Both are features of capitalism.

47 Marx, Capital I, p. 257.
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Here idealisation, as opposed to generalisation from the observable features
of the economic system (namely, the fact that all successful capital entities
claim a return on investment), makes possible a theoretical model of the ori-
gin of ‘surplus value’, the term used by Marx throughout the first two volumes
of Capital to distinguish a quantity of value in his model from the observ-
able phenomena of industrial and commercial profit and interest (and, with
extension of the analysis, rent and taxes). Marx’s model, developed in the first
two volumes of Capital, focuses on the production of surplus value as a pro-
cess carried out by every (successful) industrial capital. He can then later (in
Volume III) analyse ‘competition’ as the struggle between capitalist firms of all
types to appropriate maximal shares of the total surplus value generated, thus
taking quantities of surplus value from each other. Continuing the comparison
of his work with physics, Marx asserts that ‘a scientific analysis of competition
is not possible, before we have a conception of the inner nature of capital, just
as the apparent motions of the heavenly bodies are not intelligible to any but
him, who is acquainted with their real motions, motions which are not directly
perceptible by the senses’.48 A geocentric representation of the heavenly sys-
tem takes the earth’s motion relative to the sun to be motion of the latter (as
the economist might take commercial as well as industrial capital to produce
surplus value as well as claim a share of it). The heliocentric representation,
based not on specific features of earth and sun but on a model of them as
idealised ‘physical objects’ subject to universal forces in a unified space, makes
possible a reinterpretation of this appearance as a function of the position of
human observers within the systemof earth and sun. Similarly,Marxwill show,
his analysis of the production of surplus value makes possible an understand-
ing of the belief that investment per se gives rise to an expansion of value: the
fact that capitalists appropriate surplus value from each other as well as from
their employees obscures the fact that it is the latter alone who produce the
surplus.

The first volume of Capital is therefore devoted to the construction of a
model of capital explaining the origin of surplus value as the product of unpaid
labour; for this purpose the distribution of surplus values among capital entit-
ies does not have to be discussed. This involves an important idealisation:Marx
abstracts from competition – from the conflict among capitals over the appro-
priation of surplus value – by assuming counterfactually that each (success-
ful) capital appropriates exactly the amount of surplus value produced by its
employees. This assumption allows each capital to function as a model for the

48 Capital I, p. 433.
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total social capital, for which the total surplus value produced equals the sum
of the surplus value quantities produced by each individual capital.

Since the assumption implies that the value of the output of each capital-
ist enterprise is equal to the value of the inputs employed by it – the value of
means of production consumed and of labour power – plus the surplus value
newly produced, all goods are sold at their values. Values are defined on the
counterfactual assumption that the production system is in a general supply-
demand equilibrium. This is required to guarantee that every commodity has
a use value (actually satisfies some social want) while the demand for it is, as
contemporary economists say, effective. Under these conditions, commodity
prices represent the labour required to create them as ‘socially necessary’ – as
performed under technical conditions of average productivity for each type of
production – in a social system in which the production of goods is regulated
by market exchange.49

This idealisation abstracts from the market fluctuations which in actual-
ity would produce commodity prices differing from values but theoretically
accounted for as representations of socially-necessary labour time. The treat-
ment of values as the tendential resting points of price fluctuations is an
example of what has been called ‘Galilean idealisation’, in which a model dis-
tinguishes factors determining an outcome in order to single out a factor or
factors of special interest, the classical example being the assumption of a fric-
tionless plane in order to state the law of inertia. Marx’s equilibrium, however,
represents a more radical idealisation than the identification of values with
centres of market-price oscillation that he is sometimes thought to share with
neoclassical theory. Marx notes that it ‘is true that the different spheres of pro-
duction constantly tend towards equilibrium …’ The tendency towards equi-
librium must be assumed in order to explain how the physical production
process can be regulated by commodity exchange so as to make possible the
continued physical reproduction of the set of people who constitute society.
Were production carried out without regard for the question ‘how much of its
disposable labour-time society can expend on each kind of commodity’, con-
tinued reproduction would not be physically possible. At the same time, he
emphasises, this tendency ‘only comes into play as a reaction against the con-
stant upsetting of this equilibrium’, because the competition between firms for
surplus value leads to constant changes in techniques of production, types of

49 The establishment of prices for each kind of good bymarket equilibriummeans the elim-
ination of firms producing with a lower than average degree of labour productivity, since
the more productive firms can expand production to satisfy the entire demand.
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production undertaken, and quantities of goods produced.50 Marx invokes the
equilibriumprinciple of price determination to define values at every temporal
point without assuming that it represents a long-term trend of the economic
system.

To abstract from competition cannotmean abstraction from the plurality of
capital entities. This is because the commodity (and somoney, the representa-
tion of commodity value) is the cell-form of this social organism only because
production is (for themost part) carried on by and to the account of independ-
ent, privately-owned firms.51 As a result, the consumption of goods, on which
social reproduction depends, requires the circulation of commodities. A firm’s
production, for example, requires the purchase of materials produced by other
firms, as well as the hiring of workers whose consumption needs are met by
still other firms. By the same token, its continued existence depends on its sale
of its own products to others. It is this system character (as we might call it) of
capitalism that Marx analyses in the second volume of Capital.

But it is implicit already in the first volume’s analysis of ‘relative surplus
value’, the increase in surplus value accomplished by increasing the productiv-
ity of labour. Given a constant working day and real wage, the amount of sur-
plus value extractable from workers rises as increasing labour productivity in
consumer goods industries, and in industries producing means of production
for those industries, lowers the value of labour power, equivalent (in Marx’s
model – this is another idealisation) to that of the goods workers consume.
This is, however, not the reason capitalists strive to increase the productivity of
their employees. ‘When an individual capitalist cheapens shirts, for instance,
by increasing the productivity of labour, he by no means necessarily aims to
reduce the value of labour power and shorten necessary labour-time in pro-
portion to this’. He is competing with other producers for market share. But,

50 Marx, Capital I, p. 476. Marx’s treatment of market equilibrium, and its difference from
that of bourgeois economics, is discussed brilliantly in Henryk Grossmann’s fundamental
study, ‘Marx, Classical Economics, and the Problem of Dynamics’, (2007 [1941]), pp. 48ff.
and passim. Cf. Grossmann’s Das Akkumulations- und Zusammenbruchsgesetz (1929),
p. 284:While ‘Marx’s reasoning starts from the notion of equilibrium…withinMarx’s the-
oretical reasoning the “normal path”, equilibrium, is only a preliminary methodological
fiction, in order to demonstrate with its help that the maintenance of equilibrium over
time is impossible in the capitalist mode of production …’ See also Mariña-Flores, ‘Mar-
ket Price of Production: A Structural Interpretation of Disequilibrium in the Framework
of the Law of Value’ (1998–9).

51 For a particularly useful exploration of this, see Campbell, ‘Marx’s Concept of Economic
Relations and the Method of Capital’ (1993).
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whatever his motivations, arising from his misunderstanding of the workings
of the system of which he is an element, ‘he contributes towards increasing the
general rate of surplus value only in so far as he ultimately contributes to this
result. The general and necessary tendencies of capital’ – its ‘law of motion’ –
‘must be distinguished from their forms of appearance’ in competition.52

The individual capitalist is seeking a competitive advantage by lowering
his costs; whether or not he succeeds personally, his action contributes to an
increase in surplus value for other capitalists, just as his need to lower his own
costs reflects downward pressure on the rate of profit for capital generally. This
knowledge, if he had it, would be useless to him, since he is constrained by
the effect of competition on his personal fortunes, which tends to shape his
interests and theoretical point of view. If we abstract from his individual for-
tunes, however, regarding him as a constituent – in the idealisedmodel, an ali-
quot part – of the total social capital, we can explain bothhis need for increased
profitability and the contribution of his decisions to the social rate of profit.
This fiction is legitimate because differences among capitals – for example,
differences in the proportions of investment in labour power and in means of
production, what Marx calls the composition of capital – have no effect on the
matters with which Marx is concerned (like the molecular collisions in Boyle’s
law). Marx, in contrast to the individual capitalist, has no interest in the latter’s
competitive position (or in the determination of his commodity’s price), but is
interested in long-term trends of the system as a whole. Primary among them
is what he argues to be a ‘general and necessary’ tendency to increase the pro-
ductivity of labour, of which the individual’s attempt to better his competitive
position is a ‘form of appearance’, and of which a tendential fall in the rate of
profit is a consequence.

Explanation

A model of capitalism that treats commodity prices as determined by values
idealises radically because it implies the appropriation of surplus value by cap-
itals at unequal rates relative to the sizeof invested capital (because the amount
of surplus labour performed varies with the number of labourers and so with
the composition of capital but is measured against total capital). ‘There is no
doubt, however, that in actual fact … no such variation in [appropriation of
surplus value] exists between different branches of industry, and could not

52 Marx, Capital I, p. 476; a footnote has been omitted.
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exist without abolishing the entire system of capitalist production’.53 This is
because the point of capitalist investment is the extraction of profit, and so
the demand for maximum profit relative to investment. This had already been
understood by the classical economists, and was one motive for their aban-
donment of the analysis of the economic system as an organisation of social
labour-time. In Marx’s view, this abandonment of the labour theory of value
demonstrated an under-appreciation of the role of abstraction in science: the
classical economists had attempted todescribe the functioning of the economy
by applying highly theoretical concepts like ‘value’ to observable phenomena
like the tendential equality of profit rates. In contrast, having decided that the
cell-form of the capitalist organism involved the representation of the labour
required to produce a commodity by the money for which it was exchanged,
Marx began by idealising capitalism as a system of interacting capitals whose
products, along with the labour power necessary to produce them, are sold at
prices corresponding to their labour-time contents.

Just as heliocentrism had to explain geocentric appearance, Marx then had
to explain the appearance that capitals earned their own profit, observable in
the phenomenon that profit is determined by the excess of the price obtain-
able for a good in the market over its cost of production (which will ordinarily
include interest, itself analysed by Marx as a portion of surplus value together
with profit). This he accomplished in the third volume of Capital by explaining
the deviation of prices from values as the result of competition among capitals
for maximal profit rates (to be discussed at length in Chapter 6 below).

This step of de-idealisation (of what remained an extremely idealisedmodel
in other respects, such as the definition of values in terms of supply-demand
equilibrium) maintains the core idea that the function of money in capital-
ist society is to represent social labour-time; that representation is in the later
step of the theoretical construction given amore complicatedmechanism that
takes account of the demand of individual capitals, with different composi-
tions, for (at least) equal shares of the total surplus value. By this means Marx
includes his analysis of surplus value as unpaid labour in a more concrete
model of capitalism, thus making possible the demonstration of the tend-
ency of the rate of profit to fall that he considered ‘the most important law
of political economy’. In this way, as Nancy Cartwright explains in her discus-
sion of models in physics, ‘[t]he pattern of explanation derived from the ideal
situation is employed even where the conditions are less than ideal …’54 In

53 Marx, Capital III, p. 252.
54 Cartwright, How the Laws of Physics Lie (1983), p. 48.
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order to accomplish this, as we will see, Marx had to demonstrate that the de-
idealisation was compatible with the analysis of surplus value as the product
of unpaid labour. This is the main burden of Volume III of Capital.

There is an important difference between Marx’s modelling procedure and
those of theoretical physics to which I have been comparing it. Quantum the-
ory, for example, analyses the hydrogen atomwith the use of a highly idealised
model of a particle trapped inside an area of space by electrical force (the Cou-
lomb potential) due to the positively charged proton of this atom. This analysis
can be extended to many-electron systems to produce ‘a simple model of elec-
trons in a metal’ yielding ‘in at least a qualitative way, many of the properties
of normal metals – response to magnetic fields, specific heat capacity, and so
on’.55 It can in this way explain much of the structure of the periodic table of
elements. In this qualitative use, the analysis of electron dynamics in terms of
an idealised ‘potential well’ is analogous to Marx’s analysis of the production
and distribution of surplus value, with its implications for central dynamics of
the capitalist system.

In physics, however, it is also possible to use this model as the basis for
calculations whose results are in excellent quantitative agreement with exper-
imental observation, for instance with measurements of the light spectrum
emitted by hydrogen. It is this yield in quantitative information that led both
to assurance as to the truth-value of quantum theory and, practically, to the
construction of nuclear weapons, the transistor, and the laser. Marx’s model
of the capitalist economy, in contrast, does not yield quantitative results that
could be compared with economic data: it is capable neither of accounting for
the actual prices of goods on the market nor of predicting (or even accounting
for) such phenomena as the rates of profit obtaining at one time or another.
This is – as we will explore in greater detail – because of the peculiar nature
of the phenomena (price representations of labour time) with which it is con-
cerned, which serve social functions involving the concealment of real rela-
tionships rather than their direct manifestation. This obviously has important
consequences for the evaluation of Marxian theory: It cannot be tested in any
exact-quantitativeway, but only by its qualitativematchwith the unfolding his-
tory of the capitalist economy.

55 Cooper, An Introduction to the Meaning and Structure of Physics (1981), p. 551. Already in
the case of helium, with two electrons, the wave function is not susceptible to an analytic
solution; with ‘3,4, or 5 electrons it is hopeless to try to obtain exact solutions … It is pos-
sible, however, even with a sloppy approximation – and some fixing – to understand, at
least qualitatively, many chemical properties which show up in the periodic table’ (Feyn-
man et al.,The Feynman Lectures on Physics, Vol. 3: QuantumMechanics [1965], pp. 19–14).



34 chapter 2

In this regardMarx’s theory is less like the physics he compared it to than to
catastrophe theory, as explained by Ivar Ekeland:

Catastrophe theory does not enable us to make precise, quantitative pre-
dictions, the way relativity theory does, for instance. Neither can it be
proved or disprovedby an experiment, and so the question ariseswhether
it is a scientific theory at all.

Actually, it is – but it is much closer to biological theories like that of
evolution than tophysical theories like that of relativity. It fits certain facts
together and provides an abstract setting to grasp them all at once.

Like catastrophe theory, Marx’s resembles Darwin’s theory, which ‘is not pre-
dictive’ of specific events but ‘singles out a central fact, the evolution of species,
to which a host of biological phenomena are subordinate’.56 InMarx’s case, the
central fact is the dependence of capitalist prosperity on the rate of profit, and
that of the rate of profit on the conditions of the exploitation of labour; one
difference from a theory like Darwin’s, which makes no predictions about the
system of living things as a whole, is that Marx predicts that this rate tends
to fall over time, a tendency manifested in recurrent cycles of prosperity and
depression.

Another example provides a perhaps better model of Marx’s modelling pro-
cedure:

After World War I, there was an unusual shortage of aquatic life in the
Adriatic Sea…This seemed especially strange because fishing had slowed
considerably during the war … After carefully analyzing the statistics of
fish markets [the biologist Umberto D’Ancona] discovered an interesting
fact: The population of sharks, rays, and other predators had increased
during the war, while the population of squid, several types of cod, and
Norwegian lobsters had decreased. How could this be?

TheanswerwasdiscoveredbyD’Ancona’s father-in-law, thephysicist andmath-
ematician Vito Volterra, who

approached the problem not by studying the fishery statistics directly
… but by constructing a mathematical model composed of one popula-
tion of predators and one population of prey … His model predicted that

56 Ekeland, Mathematics and the Unexpected (1988), pp. 76–8.
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intense levels of a general biocide, which kills both predators and prey
at the same time, would be relatively favorable to the prey, whereas lesser
degrees of a biocidewould favor the predators. From this he reasoned that
heavy fishing, a general biocide, favors the prey … This is not something
thatVolterra or anyone elsewouldhave expectedapriori. However, armed
with the dynamics of his mathematical model, Volterra found a solution
to this perplexing problem.57

Marx’s theory differs from such cases in that all the elements of the system
it models and the forces affecting them are social, thus generated endogen-
ously; even labour, a seemingly physiological element, appears in a socially-
constructed form.58 But like Volterra’s model of predation (now known as the
Lotka-Volterra model) it derives unexpected conclusions – such as that efforts
to increase profitability lead to a declining rate of profit – from a highly ideal-
ised version of reality.

Even as a qualitative explanation, the theory elaborated in the three volumes
of Capital leaves us still at a great distance from the Asian crisis of 1997–8.
Marx’s theory perfectly exemplifies Cartwright’s idea that the ‘basic scientific
laws do not literally describe the behavior of real material systems’.59 But it
should be possible already to see how Marx’s procedure of abstraction and
idealisation makes possible the creation of a model which can then be made
more similar to the real world. To cite Cartwright again, ‘[t]o explain a phe-
nomenon is to find a model that fits it into the basic framework of the theory
and that allows us to derive analogues for the messy and complicated phe-
nomenological laws which are true of it’.60 She is thinking of situations like
an idealised laser, where the models to be fitted into the basic framework are

57 Weisberg, Simulation and Similarity (2013), pp. 3–4. Volterra’s reflections on his method-
ology are reminiscent of Marx’s: ‘As in any other analogous problem, it is convenient, in
order to apply calculus, to start by taking into account hypotheses which, although devi-
ating from reality, give an approximate image of it … to schematize the phenomenon by
isolating those actions that we intend to examine, supposing that they take place alone,
and by neglecting other actions’ (Volterra, ‘Variazioni e fluttuazioni del numero d’indi-
vidui in specie animali conviventi’, in Memorie della R. Accademia Nazionale dei Lincei 2
[1926], p. 5, cit.Weisberg, SimulationandSimilarity [2013], p. 74). The Lotka-Volterramodel
can be de-idealised – this has become the norm in predator-prey studies – by rewriting
its basic dynamics in terms of individuals rather than whole populations; such rewritings
remain, of course, quite idealised.

58 See Chapter 5 below.
59 Cartwright, Nature’s Capacities and Their Measurement (1989), p. 203.
60 Cartwright, How the Laws of Physics Lie (1983), p. 152.
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mathematical. But her point applies to fields wheremathematical modelling is
not very useful, but where we might speak of ‘bridge models’ by analogy with
themathematical ‘bridge laws’ that link idealisedmodels in physics tomeasur-
able phenomena.61

Thus, for example, the modelling of the production of surplus value and its
distribution among capital entities, accomplished over the three volumes of
Capital, opens the way to a concretisation of the model by defining ‘profit’ and
‘interest’ as portions of the total surplus value. This allows for a revision of the
model to include commercial and money-dealing capital. The redefinition of
the concept of ‘profit’ involved in this in turn opens the way to an explanation
of the growth of the finance sector of the economy relative to its industrial ele-
ment, as in Henryk Grossmann’s theory that declining profitability stimulates
the speculative search for short-term gains at higher rates.

Cartwright speaks, beyond the construction of more concretemodels, of the
need to deal with factors peculiar to individual cases: ‘A physicist may preach
the principles by which a laser should operate; but only the engineers know
how to extend, correct, modify, or sidestep those principles to suit the differ-
ent materials theymay weld together to produce an operating laser’.62 Thus we
are brought to what she calls ‘the problem of material abstraction’.63 A striking
example of this is provided byMarx’s study of the British currency crisis of the
late 1840s, in which his Volume I model of the workings of money in a capital-
ist economy, including the built-in tendency to obscure the actual working of
the money system from social actors, was enriched by reference to the roles of

61 Léo Apostel, comparing different kinds of model in science, suggests another way of mak-
ing this point: Let us say that, for one domain of phenomena, ‘we do have a full-fledged
theory, but one too difficult mathematically to yield solutions, given our present tech-
niques. We then interpret the fundamental notions of the theory in a model, in such a
way that the underlying assumptions can express this assignment: under these simplify-
ing assumptions, the equations become soluble. Using the theory of harmonic oscillators
in the study of heat conduction is an example of such a procedure’. In contrast, ‘It often
occurs that the theoretical level is far away from the observational level’; – this is certainly
the case with the Marxian theory of capitalist society – then ‘concepts cannot be imme-
diately interpreted in terms of observation. Models are then introduced to constitute the
bridge between the theoretical and observational levels, the theoretical predicates being
interpreted as predicates of the model and the observational predicates being also inter-
pretable as predicates of the model, the model furnishing lawful relationships between
the two interpretations’ (‘Toward the Formal Study of Models in theNon-Formal Sciences’
[1961], pp. 2–3).

62 Cartwright, Nature’s Capacities, p. 211.
63 Ibid., p. 207.
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particular social and political factors (including the prestige of Ricardo’s eco-
nomic theory) in producing a legal structure (the 1844 Bank Law) that had to
be dismantled when it aggravated conditions caused by the slump of 1847–8.64

Similarly, in the case of theAsian economy circa 1997–8, a social-behavioural
model like that signalled by the phrase ‘moral hazard’ provides a link between
the highly idealised Marxian model of capital and a specific phenomenon
of capitalist economic history, explaining how declining profitability could
interact in particular locations with state-protected over-leveraging to pro-
duce investment bubbles – and so their collapse.65 To work this out in detail
would involve expanding the original model by adding descriptions, schem-
atic or detailed as required for the purpose at hand, of the credit and cur-
rency exchange systems, governmental interests and programmes, interna-
tional lending institutions, etc., in order to explain the mechanisms through
which an underlying – long-term or, as Marx would say, ‘essential’ – tendency
towards declining profitability might produce the events that so roiled the
international economy in those years.66

64 See Marx, Capital III, pp. 543ff.
65 For an interesting discussion of the interlinking of different theoretical models in biology,

suggestive for the understanding of similar phenomena in the social sciences, see Mor-
ange, ‘Articulating Different Models of Explanation: The Present Boundary in Biological
Research’ (2009).

66 We shall explore in later chapters both the conversion of Marx’s highly idealised law of the
tendency of the rate of profit to fall into an explanation of recurrent cycles of prosperity
and depression, and the procedures necessary to align these idealisedmodels with empir-
ical phenomena like business and national-income statistics.
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chapter 3

Questions of Method

‘That the method employed in Capital has been little understood is shown by
the various mutually contradictory conceptions that have been formed of it’.
This observation of Marx’s on the reception of the first volume of hismagnum
opus remains true today. The problem of the ‘Marxian method’ is particularly
complicated by commentators’ use of the word ‘method’ to denote a number
of different, though related, things. Marx himself distinguished a ‘method of
presentation’ – the principles on which a work as written is organised (e.g. the
order of topics) – from ‘method of inquiry’, which he identified with scientific
method in general and with analytic approaches required by social theory in
particular, and which he described (as we have just seen) with the concept of
‘abstraction’.1 Usually, however, ‘Marx’s method’ is identified either as a mode
of theorising called ‘dialectics’ or as a general theory of social history, ‘historical
materialism’, the two generally thought of as bound up with each other.2 Both
have been conceived in distinction to his economic theorising proper, opening
the possibility of valuing themethod or the theory while disparaging the other.

Writing in the context of the Second andThird Internationals, Georg Lukács
went so far, in his 1923 History and Class Consciousness, as to claim that ortho-
doxy in marxism ‘refers exclusively to method’. This method he identified as
‘dialectical materialism’, by which he meant the principle that social facts are
meaningful only ‘in the context of the total historical process of their relation
to society as a whole’. Against the revisionist critique of Capital on the basis
of facts of economic progress – particularly the improvement of working-class
living conditions and the apparentmoderation of capitalism’s crisis tendency –
held to have disproved Marx’s predictions, Lukács argued:

1 Marx, Capital, Vol. I, pp. 99,102; see also p. 90.
2 Lest this be thought to be an obsolete practice, it should be noted that, to take only two recent

examples, the ‘Western’ marxist Alfred Schmidt, in his influential History and Structure. An
Essay onHegelian-Marxist and Structuralist Theories of History (1981 [1971]), invoked both ‘the
materialist conception of history’ and ‘dialectical materialism’ as key concepts for discussing
Marx’s work; while, at the opposite pole, the ‘analytic marxism’ developed by some anglo-
phone academics in the late 1970s and 1980s centrally involved a critical examination of ‘the
conceptual structure of theMarxist theory of history’ (Erik OlinWright, Andrew Levine, Elli-
ott Sober, ‘Historical Materialism: Theory and Methodology’ [1994], p. 53).
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Let us assume for the sakeof argument that recent researchhaddisproved
once and for all every one of Marx’s individual theses … [E]very serious
‘orthodox’ Marxist would still be able to accept all such modern find-
ings without reservation and hence dismiss all of Marx’s theses in toto –
without having to renounce his orthodoxy for a single moment.3

Aside from theoddbedfellow that the concept of ‘orthodoxy’makes for the the-
ory of Marx,whowelcomed ‘every opinionbasedon scientific criticism’,4 such a
statement is a reductio adabsurdumof this concept, practically begging forKarl
Popper’s naive objection that an empirically unfalsifiable doctrine is no sci-
entific theory. This rather astonishing concept of ‘method’ is especially bizarre
in Lukács’s case, in view of that author’s orientation towards theHegelian roots
of Marx’s thinking. For Hegel emphatically described his dialectical method as
‘not an external form, but the soul and the Concept of the content’; for ‘it can
only be the nature of the content itself which spontaneously develops itself in
a scientific manner of knowing’.5 This is asmuch as to say that ‘method’ cannot
be evaluated independently of its success in studying a subject-matter. From
this point of view, untruth of content implies a radical mischoice of method.

Not himself a marxist and therefore unconcerned to safeguard orthodoxy
in the face of the apparent disproof of Marx’s theoretical results,6 Franz Petry
expressed a similar view of Marx’s method in the statement, normal for his
time (he was killed early inWorldWar I), that ‘Marxism claims to give not only
a scientific understanding of economic life, but an encompassing philosophy
of history, a universal science of human social life, which illuminates not only
the darkness of past times but also the future …’ Given that Marx’s economics
proper is only a part of this overarching theory, it partakes in all the difficulties
of expression and interpretation of such a Weltausschauung. In particular,
‘[t]he great contradiction ruling the Marxian system, making a unified inter-
pretation of it finally impossible, is that unnatural blend of idealistic themes

3 Lukács, ‘What is Orthodox Marxism?’, in History and Class Consciousness (1971 [1923]), p. 1.
It’s hard not to think of Marx’s mockery of Proudhon for his devotion to ‘method’, in which
‘metaphysics – indeed all philosophy – can be summed up, according to Hegel …’ (Marx, The
Poverty of Philosophy [1847], in MECW 6, p. 161).

4 Marx, Capital I, p. 93.
5 Hegel,TheEncyclopediaLogic (1991 [1830]) §243, p. p. 307, andTheScienceof Logic (1969 [1812–

16]), p. 27.
6 It might be said that Lukács’s orthodoxy-preserving manoeuvre in ‘What is Orthodox Marx-

ism?’ consisted precisely in abandoning Marx’s theory of capitalist development, apparently
disproved by the revisionist critics, for the vaguer concept of the social-historical ‘totality.’
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based on the aftereffects of Hegel’s philosophy of Spirit with materialistic and
natural-scientific intentions’ forced on the system by political and agitational
considerations rather than purely intellectual ones. Specifically, ‘this dualism
underlies the ambiguity and the great problem of theMarxian theory of value’,
the conflict between the value calculation followed in Volume I of Capital and
the price theory of Volume III.7

This dualism of methodological principle and economic analysis is a recur-
rent theme of Marx-criticism. Joseph Schumpeter, for instance, in his Capit-
alism, Socialism, and Democracy (written in 1942 as an explicit response to
‘the Marxian revival in the United States’), distinguished between Marx ‘the
Prophet’, ‘the Sociologist’, and ‘the Economist’,8 although he emphatically
denied the existence of ‘the Philosopher’ whom others have discovered in
Marx. The last of Schumpeter’s tripartite being is the brilliant economist crip-
pled by his adherence to Ricardo’s labour theory of value. The second is the
inventor of the Economic Interpretation of History, linked to the economics
by a theory of social classes as determined by ownership of the means of pro-
duction. The first is the visionary who has won a place in history ‘by formu-
lating with unsurpassed force that feeling of being thwarted and ill treated
which is the autotherapeutic attitude of the unsuccessful many, and, on the
other hand, by proclaiming that socialistic deliverance from those ills was a
certainty amenable to rational proof’9 – i.e., by leaving the world of science
and real ‘rational proof’ far behind. Schumpeter’s magisterial History of Eco-
nomic Analysis echoes the work just cited by affirming that though marxists
may – ‘perhaps rightly’ – resent it, the ‘pieces’ into which Marx’s theoretical
structure may be decomposed ‘divide up into two groups, one sociological and
one economic … [While the] sociological framework offered most of the pegs
that Marx needed in order to have something upon which to hang his glowing
phrases … as far as pure [economic] theory is concerned, Marx must be con-
sidered a “classic” economist, andmore specifically a member of the Ricardian
group’.10

Similarly, JoanRobinson felt free in her Essay onMarxianEconomics tomake
‘no attempt to deal with the broad treatment of history and sociology which

7 Petry, Der soziale Gehalt der marxschenWerttheorie (1916), pp. 1–2.
8 These are the first three chapter titles in Schumpeter’s book.
9 Schumpeter, Capitalism, Socialism, and Democracy (1942), p. 6. For an incisive critique of

Schumpeter’s views on Marx, see Morf, Geschichte und Dialektik in der politischen Öko-
nomie (1970), pp. 20ff.

10 Schumpeter, History of Economic Analysis (1954), pp. 389–90.
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forms the most important part of Marx’s doctrine’.11 Not being interested in
orthodoxy, she disregarded the dialectical method to deal only with strictly
economic questions. Here, however, she came up against what Petry also dia-
gnosed as a fundamental flaw in the logical structure of Marx’s work: his use
of the classical labour theory of value for the construction of a model of the
capitalist economy in Volume I of Capital together with what she took to be
its abandonment in Volume III, where prices differing from labour values are
introduced. Since the prices at which goods exchange on the market can be
easily shown – as Marx pointed out – to be different from values defined in
terms of labour time, Robinson described the sequence of ideas in Capital as
‘the uphill struggle of Marx’s ownmind from the simple dogmatism of the first
volume … to the intricate formulations of Volume III’.12

Robinson, like Petry, here followed the economist Eugen von Böhm-Bawerk,
who believed that he had argued conclusively against Marx’s attempt to recon-
cile the labour value theory with the facts of the world of prices, a failure
papered over in Marx’s text with ‘dialectical hocus-pocus’.13 Böhm-Bawerk’s
opinion that this contradiction vitiated the theory as a whole is a view superior
to Robinson’s at least in taking seriously Marx’s attempt to create a coherent
theoretical structure in his three volumes. Exactly for this reason, Robinson
termed Böhm-Bawerk’s critique and the marxist replies it has received ‘a great
fuss about nothing’. Marx’s system, she explained in her Economic Philosophy,
is simply incoherent. It divides up into a metaphysics of value, ‘a mere rig-
marole of words’, and a scientific hypothesis, based on the inescapable cost-
of-production analysis of price, about the behaviour of wage rates, which has
turned out to bewrong. For Robinson, Volume I of Capital is generally to be dis-
regarded, and the question of the point of Marx’s ‘uphill struggle’ is not raised,
but dismissedwith a reference toMarx’s ‘nineteenth century habits of thought,
which are alien to a generation brought up to inquire into the meaning of
meaning’.14

11 Robinson, An Essay onMarxian Economics (1966), p. xxiii.
12 Ibid., p. 10. This reflects her apparent ignorance that Marx wrote the drafts later edited by

Engels as Volume III before preparing Vol. I for the press, not to mention that the theoret-
ical issue Robinson discusses was a central preoccupation of Marx’s.

13 Böhm-Bawerk, ‘Karl Marx and the Close of His System’ (1949 [1896]), p. 77.
14 Robinson, Essay (1966), p. vii; Economic Philosophy (1962), pp. 39, 41. Since a glance at

Robinson’s Essay shows that, whatever her feeling for the meaning of meaning, she has
only themost superficial knowledge of her object of study, her criticisms would not merit
serious confrontation except for the respect accorded themby academic economists, who
by and large have an acquaintance withMarx’s work inferior even to her own. Despite the
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Marxists aswell as critics of Marxhave found thedualismof historicalmater-
ialismand economic theory a useful framework, though (like Lukács) they tend
to regard the Hegelian element of Marx’s thinking withmore favour than Petry
or Robinson. David Harvey, for instance, celebratesMarx’s ‘rigorous theorizing’
on the basis of ‘historical materialism’ and by means of a ‘ruthless application
of dialectical modes of reasoning – the principles of which are very different
from but just as tough and rigorous as anymathematical formalism’15 – though
he finds inadequate or incorrect many of the chief results in economic theory
to which Marx was led by the dialectical method. For an earlier example, in
an essay of 1935 Oskar Lange rejected the economic theory but found endur-
ing value in the historical materialist method. He agreed that ‘that Marxian
economics fails is due to the labour theory of value’. What is of importance
in Marx is not his economics but the specification of the institutional basis of
capitalism – the ownership of the means of production by capitalists – that
makes possible ‘a theory of economic evolution’. This, together with ‘the theory
of historical materialism, the object of which is to elucidate the causal chains
connecting economic evolutionwith social evolution as awhole’, allowspredic-
tions about the evolutionof the capitalist systembeyond the reachof economic
theory proper. Thus fromLange’s point of view, the object of Marx’s study splits
into two parts: the capitalist economy, studied best by neoclassical price the-
ory, and the capitalist social system, studied by means of the marxist theory of
history.16

Anothermarxist, Paul Sweezy, in his influentialTheory of Capitalist Develop-
ment (recommended as an introductory text by Sweezy’s doctoral supervisor
Schumpeter), argues that Marx’s chief economic results do not depend on the
labour theory of value, but can be reached on the basis of price calculations.
While dispensable from the point of view of strict economics – the quantitat-
ive aspect – the value theory whichMarx used to get his results is worth saving,

progress in grappling with Marx’s actual writings since Robinson wrote, we find a soph-
isticated philosophical commentator like Daniel Hausman, baffled by Marx’s critique of
Ricardo, still finding it ‘obscure and, in a pejorative sense, “philosophical” ’ – a less colour-
ful version of ‘dialectical hocus-pocus’ (Hausman,Capital, Profits, and Prices [1981], p. 187).

15 Harvey, Limits of Capital (1999), p. 38.Harveynever explains inwhat the rigour of dialectics
consists, unfortunately, andhe too findsmost of Marx’s results inadequate. For further dis-
cussion, see my review of Harvey’s book in Historical Materialism 16 (2008): 213–24.

16 Lange, ‘Marxian Economics and Modern Economic Theory’ (1968 [1935]), pp. 79, 86.
Lange’s position is a very curious one: for him the labour theory of value is simply a version
of equilibrium price theory; one of its major failures is, accordingly, its inability to explain
dynamic phenomena like the business cycle.
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at least in what Sweezy (following Petry) calls its qualitative aspect, because
it refers in the definitions of its fundamental terms to the class institutions of
capitalism.17 The obvious questions about the connection between the social
theory and the economic theory constructed in its terms are not raised (except
in the purelymathematical form of treating the results of Marx’s value calcula-
tions as approximations to the price calculations reachable on a conceptually
different basis). It was this separation of economic from political and sociolo-
gical theory that permitted Sweezy to join Paul Baran, in their jointly-written
Monopoly Capital (1966), in an interpretation of Marx accurately described as
one ‘that eliminates the labour theory of value and the laws of accumulation,
while holding to the Marxian theory of the political structure of capitalism’.18

An approach much fairer to Marx’s theoretical aspirations is offered by the
much less eminent MurrayWolfson, who, like Petry, Robinson, and many oth-
ers, argues that the error of Marx’s use of the labour theory of valuederives from
‘fundamental methodological rather than merely formal economic considera-
tions’. By ‘method’ hereWolfson means philosophical standpoint: he contrasts
Marx’s ‘rationalism’ unfavourablywith ‘empiricism’, locating the basic source of
Marx’s errors in his ‘typically nineteenth century belief ’ in a rationalist meta-
physic explaining all phenomena in termsof ‘the inexorable progress of a single
universal essence towards its ultimate destiny …’ Since for Marx this essence,
‘matter’, appears in social history in the form of the production process, Marx’s
method requires that ‘the familiar phenomena of market supply and demand
has [sic] to be shown to be a superficial form of a more profound entity, labour
value, which would relate capitalism to a dialectical theory of different modes
of production’. The labour theory is supposedly deducible from the metaphys-
ics: aside from the problem with such a rationalist approach to knowledge in
itself, Wolfson claims that the ‘dialectical materialist’ presuppositions are dis-
proved by the inability of the labour theory to explain the empirical features of
the capitalist economy. ‘Since the labour theory of value cannot be independ-
ently established, Marx cannot use labour value as a verification of dialectical
deductions’.19

17 Sweezy, The Theory of Capitalist Development. Principles of Marxian Political Economy
(1942), p. 129. A more recent appearance of this view, based this time on the substitution
of a neo-Ricardian mode of analysis for the general-equilibrium approach favoured by
Sweezy, will be discussed in Chapter 7 below: Cogoy, Wertstruktur und Preisstruktur: Die
Bedeutung der linearen Produktionstheorie für die Kritik der politischen Ökonomie (1977).

18 Cogoy, ‘Neo-Marxist Theory, Marx, and the Accumulation of Capital’ (1987 [1972]) p. 11.
19 Wolfson, A Reappraisal of Marxian Economics (1966), pp. xi, 185, 39, viii.
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Despite the philosophical naiveté and almost total incomprehension of
Marxian theory evident in Wolfson’s book, it has the virtue of taking seriously
Marx’s claim to having produced a coherent body of ideas. His method, or
methods, whatever these words may be used to mean, cannot be judged inde-
pendently of their use, and that use is clearly to explain and predict the course
of capitalist economic and social development. If the economic analysis can be
understood and evaluated independently of its social-theoretical context, the
general aims of this theoretical work must be called into question.

It turns out, as one would expect in the case of a thinker of Marx’s cal-
ibre, that both aspects of the work can be understood adequately only when
considered as elements of a theoretical system, and not as dissociable parts.
However, Marx was neither an economist in the normal sense – and certainly
not, as we shall see, ‘a member of the Ricardian group’ – nor a philosopher of
social history.

Marx’s Abandonment of Philosophy

Far from promulgating a general theory of history, in fact, Marx took care to
emphasise that the ‘historical inevitability’ which he ascribed to the develop-
ment of capitalism in his ‘so-called theory … is expressly limited to the coun-
tries of Western Europe’.20 This remark, offered to Russian revolutionaries hop-
ing that the archaic peasant commune might serve as a basis for socialism in
Russia, which would thus be spared its dissolution and the transformation of
the peasantry intowage labourers, echoed a statementmade earlier in the draft
of a letter intended for the journal Otechestvenniye Zapiski, which had pub-
lished a text by the Populist theorist Nikolai Mikhailovsky criticising Marx for
proposing a ‘necessary stages’ theory of history; Marx replied that it was only
his Russian critic for whom it was necessary

to metamorphose my historical sketch of the genesis of capitalism in
Western Europe into a historico-philosophical theory of general devel-
opment, imposed by fate on all peoples, whatever the historical circum-
stances in which they are placed, in order to eventually attain this eco-
nomic formation which, with a tremendous leap of the productive forces
of social labour, assures the most integral development of every indi-

20 Marx to Vera Zasulich, March 8, 1881, in MECW 24, pp. 369–70.
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vidual producer. But I beg his pardon. This doesme toomuch honour, and
yet puts me to shame at the same time.21

One can of course come to more or less general conclusions, wrote Marx, by
comparing the results of detailed studies of different areas and times. But a sci-
entific understanding of social phenomena will never be achieved ‘by employ-
ing the all-purpose formulae of a general historico-philosophical theory whose
supreme virtue consists in being supra-historical’.22

Was Marx simply choosing to forget his ‘broad outline’, in the Preface to the
Contribution to the Critique of Political Economy, of ‘the Asiatic, ancient, feudal
and modern bourgeois modes of production’ as ‘epochs marking progress in
the economic development of society’ – a sequence in which bourgeois soci-
ety is ‘the last antagonistic form of the social process of production’?23 Despite
appearances, by ‘Asiatic mode of production’ Marx meant ‘the general form of
naturally evolved community which took different courses of development in
different historical contexts’ and constituted ‘the starting point in Europe’.24
Marx’s stages are, as he says, exclusively European.

The rejection of ‘historico-philosophical theory’ was at the heart of the
youthful critique of Hegelianism – as represented by the work of the master
himself and by the (in Marx’s eyes) inadequate criticism of that work by the

21 Marx to the editors of Otechestvenniye Zapiski, November (?), 1877, in MECW 24, p. 199.
22 Ibid., p. 201. This recalls a passage in the Grundrisse where Marx observes that ‘It is of

course pleasant for Proudhon, for instance, to give a historico-philosophical explanation
of the origin of an economic relationship whose historical genesis he does not know …’
(‘Economic Manuscripts of 1857–58’, in MECW 28, p. 18). For further discussion of Marx’s
denial that he had a theory of history, in the context of his rejection of the possibility of a
general theory of society altogether, see my Social Knowledge (1986), Ch. 6.

23 Marx, Contribution, in MECW 29, pp. 263–4.
24 Draper, Karl Marx’s Theory of Revolution (1977), pp. 539 and 541 (citing a letter from Marx

to Engels). Draper’s erudite discussion of this matter (pp. 515 ff.) is well worth reading.
With respect to the specifically Eastern appearances of the ‘Asiatic mode of production’,
it should be remembered that in Marx’s view literally ‘Asiatic’ or ‘Oriental’ societies char-
acteristically retained their basic social structure in the face of dynastic upheavals and
invasions; thus, despite his sharp critique of the horrors of British rule in India, he cred-
ited it for disrupting a relatively static social system, ‘English interference’ havingblownup
the ‘economical basis’ of the Indian village community, ‘and thus produced the greatest,
and to speak the truth, the only social revolution ever heard of in Asia’ (Marx, ‘The British
Rule in India’, New-York Daily Tribune [June 10, 1853], in MECW 12, pp. 131–2). It was cap-
italism, born in Europe, that would – if allowed to operate indefinitely – convert history
into world history.
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Young Hegelians – which culminated in Marx’s collaboration with Engels on
the writing of The German Ideology. For Hegel, history followed a necessary
path, determined by the meaning-relationships between concepts whose sys-
tematic totality, unfolded over time and culminating in the production of the
Hegelian system itself, constituted what Hegel called ‘Spirit’ (Geist). But this
dialectic of concepts, Marx now saw, imposed on the actual course of history a
conceptual framework dreamed up by the philosopher. A deeper understand-
ing of the historical process required other methods. ‘Where speculation ends’,
Marx wrote,

where real life starts, there consequently begins real, positive science, the
expounding of the practical activity, of the practical process of develop-
ment of people. Empty phrases about consciousness end, and real know-
ledge has to take their place. When the reality is described philosophy
as an independent pursuit loses its medium of existence. At the best
its place can only be taken by a summing-up of the most general res-
ults, abstractions which are derived from the observation of the historical
development of people. These abstractions in themselves, divorced from
real history, have no value whatever. They can only serve to facilitate the
arrangement of historical material …25

In his attempt to develop a ‘real, positive science’ of society Marx was much
aided by his reading of such historically-oriented philosophers and econom-
ists as Condorcet, Saint-Simon, Sismondi, and James Steuart. Their work was
central to what Henryk Grossmann identified as ‘a current of thinking which
emerged in the social sciences during the last third of the eighteenth century
and became triumphant during the first half of the nineteenth century: the
concept of the evolution of human society through a succession of economic
stages, each superior to the preceding one’.26

Aswehave seen,Marx shared this view, in a de-universalised form. ForMarx,
the historical progress of European society was not amoral or general one (and
certainly not, as with Hegel, a matter of the ‘development of the Concept’), but
specifically amatter of ‘the economic development of society’. By this hemeant

25 Marx and Engels The German Ideology [1845–6], in MECW 5, p. 37 (translation amended).
26 Grossmann, ‘The Evolutionist Revolt against Classical Economics I’ (1943a), pp. 385–6.

Grossmann emphasises that these thinkers ‘based their universal laws and predictions on
history, or actually observed evolutionary tendencies. Their ideas are the theoretical reflec-
tion of such great historical phenomena as the French and American revolutions and the
industrial revolution in England’ (p. 384).
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to emphasise not somuch particular systems of social relations as stages in the
development of the productivity of human labour: ‘It is not what is made but
how, and by what instruments of labour, that distinguish different economic
epochs’.27 What justifies taking this as a standard for comparison of ‘social
epochs’ is the centrality of labour, the meeting-point of biology and culture,
to human existence:28

Labour is, first of all, a process between man and nature, a process by
whichman, through his own actions,mediates, regulates and controls the
metabolism between himself and nature …He sets in motion the natural
forces which belong to his own body, his arms, legs, head, and hands, in
order to appropriate the materials of nature in a form adapted to his own
needs. Through thismovement he acts upon external nature and changes
it, and in this way he simultaneously changes his own nature.29

The history of labour is then a culturally-inflected extension of biological evol-
ution; Marx explicitly compared the history of technology to evolution as the-
orised by Darwin, ‘the history of natural technology, i.e. the formation of the
organs of plants and animals, which serve as the instruments of production for
sustaining their life’.30

Here the contrast with Hegel’s philosophical view of social development
could not be stronger. For Hegel, this development is teleological, directed by
thedialectic of thought-contents towards the full realisation of Spirit. The same
is true of nature: though ‘a system of stages, one arising necessarily from the
other’, each stage ‘is not generated naturally out of the other but only in the
inner Idea which constitutes the growth of Nature’. Hence he was opposed –

27 Marx, Capital I, p. 286. The two aspects of historical development just distinguished are
linked of course; Marx continues: ‘Instruments of labour not only supply a standard of
the degree of development which human labour has attained, but they also indicate the
social relations within which men work’.

28 In the work, written with Engels, with which he made his decisive break with Hegelian
philosophy, Marx put the point this way: ‘Men can be distinguished from animals by con-
sciousness, by religion or anything else you like. They themselves begin to distinguish
themselves from animals as soon as they begin to produce their means of subsistence,
a step which is conditioned by their physical organization. By producing their means of
subsistencemen are indirectly producing their material life’ (The German Ideology [1845–
6], in MECW 5, p. 31).

29 Ibid., p. 283.
30 Ibid., p. 493 n. 4.
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well in advance of Darwin’s work – to the very idea of evolution: ‘a thinking
consideration must reject such nebulous, at bottom, sensuous ideas, as … the
origination of the more highly developed animal organisms from the lower,
and so on’.31 In consequence of his rejection of the idealist approach, ‘Marx
refuses to follow Hegel on the basic question of the concept of development
… For Marx, evolution is an objective process of history, whereby each histor-
ical period or social structure ismarked by specific objective tendencies’32 – such
as the ‘law of motion’ that governs capitalist society. These tendencies delimit
possible futures without determining particular outcomes so that social his-
tory – like organic evolution – is law-governed without having a determinate
direction.

This theoretical (and political) orientation can be seen, as Gideon Freuden-
thal has noted, in Marx’s use of the metaphor of development in the context
of his comparison of society to the organic cell. Unlike the Hegelian use of
‘development’ to depict the historical evolution of social forms as predeter-
mined by an essence (to be eventually discovered as Geist unfolds its concep-
tual complexity), Marx’s ‘biological analogies… express amethodological idea:
to accept as “given” as few entities and facts as possible and explain all others
as developed from the assumed “nucleus”, to explain by internal properties and
yet as contingent, to demystify phenomenaby showing that they develop out of
non-mysterious practices’.33 The contingency of development follows from the
understanding that ‘whereas a special social form fulfills necessary functions
of reproduction, these necessary functions can take on very different social
forms’.34 As a result, while ‘the connections between the concepts of the theory
are of course necessary (this iswhy it is a theory andnot a narrative), and itmay
therefore appear as if it is a construction a priori … this is a mere semblance’.35

31 Hegel’s Philosophy of Nature (1970), §249, p. 20.
32 Grossmann, ‘The Evolutionist Revolt Against Classical Economics II’ (1943b), pp. 515–16.
33 Freudenthal, ‘Marx’s Critique of Economic Reason’, in Science in Context 10:1 (1997), p. 189.

It is worth noting that the constructive ‘methodological idea’ Freudenthal identifies is
central to modern scientific practice.

34 Ibid., p. 188. This is a key to the ‘critical’ aspect of Marx’s treatment of economic categories,
the subject of the next chapter: ‘The critique consists in the demonstration that in order
to “develop” the form out of the nucleus, many more assumptions have to be introduced
than canbe justifiedbynecessities of social reproduction’ (ibid.). For example, generalised
commodity exchange does not, as Adam Smith assumed, follow naturally from the need
for a social division of labour, but requiresmany contingent historical preconditions, such
as the availability of a labour force ‘freed’ from the ability to produce the goods it requires
for existence.

35 Ibid., p. 189.HenceMarx’s theory is explicitly anti-historicist; as he remarks, ‘What is called
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So it is not surprising that, when he replied, in the Postface to the second
edition of Capital, to the accusation of Hegelianism levelled at him by critics
of his publication, Marx insisted that his ‘dialectical method is, in its founda-
tions, not only different from the Hegelian, but the exact opposite of it’. At the
same time he avowed himself ‘the pupil of thatmighty thinker’, acknowledging
that he had ‘even, here and there in the chapter on the theory of value, coquet-
ted with the mode of expression peculiar to him’.36 In a text-centred domain
like marxism, this paradoxical appreciation of Hegelian dialectics was bound
to provoke endless commentary.

The twentieth-century rediscovery of the 1857–8 rough draft of Capital, the
Grundrisse, in particular led to a flood of interpretations of Marx’s work as a
materialist use of Hegel’s dialectical logic, exemplified by Hans-Jurgen Krahl’s
declaration: ‘The basic concept of the Marxian critique of political economy,
the commodity form of the product in its general validity for the capitalist
social formation, cannot be explained without Hegel’s dialectic of Essence and
Appearance’.37 Roman Rosdolsky’s book, The Making of Marx’s ‘Capital’, simil-
arly claimed that the Grundrisse, a key to the understanding of Capital, was a
‘massive reference’ to Hegel’s Logic, so that ‘academic critics of Marx will no
longer be able to write without having first studied his method and its relation
toHegel’.38 The thought thatmastery of Hegel’s Logic is, as Leninwas one of the
first to declare, ‘a sine qua non for the comprehension of Capital’ is an alarming
one, given the obscurities of the formerwork.39 Yet, given its prominence in the

historical development rests, in general, on the fact that the latest form regards the earlier
ones as stages leading towards itself and always conceives them in a one-sided manner,
since only rarely … is it capable of self-criticism…’ (‘EconomicManuscripts of 1857–58’, in
MECW 28, pp. 42–3).

36 Marx, Capital I, pp. 102–3.
37 Krahl, ‘Bemerkungen zum Verhältnis von Kapital und hegelscher Wesenslogik’, in Negt

(ed.), Aktualität und Folgen der Philosophie Hegels (1970), p. 113.
38 Rosdolsky, TheMaking of Marx’s ‘Capital’ (1977), p. xiii. A similar conclusion was reached,

though with a different analytical purpose, by Zelený, The Logic of Marx (1980 [1968]).
More recent arguments to the same end have been made – to take a small sample of a
large field – by Banaji, ‘From the Commodity to Capital: Hegel’s Dialectic in Marx’s “Cap-
ital” ’ (1979), pp. 14–45; Arthur, ‘Hegel’s Logic andMarx’s Capital’ (1993); and Smith, ‘Marx’s
Capital and Hegelian Dialectical Logic’ (1993). A recent compendium of such efforts is
Moseley and Smith (eds.), Marx’s Capital and Hegel’s Logic (2014).

39 Lenin, ‘Conspectus of Hegel’s Book The Science of Logic’, in Collected Works, 4th ed.
(Moscow, 1976), Vol. 38, p. 180. My own experience is the exact opposite: it was only after a
grasp of Marx’s analysis of the structure and history of capitalism that I was able to make
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marxist literature, this idea, espoused by deeper thinkers than Lenin, must be
faced in the attempt to understand Marx’s scientific procedure.

Logic and Abstraction

In a letter to Engels of 16 January 1858 – thus, during the writing of the Grund-
rissemanuscripts – Marx wrote:

I am, by the way, discovering some nice arguments. E.g. I have completely
demolished the theory of profit as hitherto propounded. What was of
great use to me as regards the method of treatment was Hegel’s Logic at
which I had taken another look bymere accident… If ever the time comes
when such work is again possible, I should very much like to write 2 or 3
sheetsmaking accessible to the common reader the rational aspect of the
method which Hegel not only discovered but also mystified.40

The significance of this shouldnot be exaggerated:Marxnever did find the time
to write his demystified Logic, though he had time to spare for a detailed cri-
tique of the academic socialist Karl Vogt, to whom he devoted a pamphlet in
1860. Nonetheless, Hegel’s influence is evident in the rough draft of Marx’s cri-
tique of political economy, notably in the chapter onmoney and in his concep-
tualisation of what at that time he called ‘capital in general’. That this influence
lasted, at least on some level, to the writing of Capital can be seen in the open-
ing section of that book, the analysis of money as the form of value in the first
chapter of Volume I, where the verbal flirtation with Hegelian categories is, as
Marx said, apparent. In addition, his recourse to Hegel for inspiration in the
treatment of the transformation of money into capital is to be inferred from
the existence of notesmade on the ‘Doctrine of Being’ inHegel’s Logic between
1860 and 1863, that is, in the period after the publication of AContribution to the
Critique of Political Economy when Marx was redrafting Capital, in the process
composing the text now known as ‘Theories of Surplus Value’.41

What use might a look at Hegel’s Logic have been in the ‘demolition’ of the
classical theory of profit?

sense of Hegel’s writing (with the help of the marxist reading of Hegel in Herbert Mar-
cuse’s Reason and Revolution: Hegel and the Rise of Social Theory [1941]).

40 Marx to Engels, 16 January 1858, in MECW 40, p. 249.
41 See O’Malley and Schrader (eds.), ‘Marx’s Précis of Hegel’s Doctrine of Being in theMinor

Logic’ (1977).
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As noted in the previous chapter, the classical economists saw an incom-
patibility between the labour theory of value and the earning of (tendentially)
equal profit rates by capitals of different compositions. On the other hand, the
labour theory was essential to one of classical economy’s great achievements,
the analysis of land rent as a deduction from capitalist profit. Marx called his
history of economic thought ‘Theories of Surplus Value’ because the extraction
and division of the social surplus – the excess of production, represented by
a sum of money, beyond that necessary to reproduce the producers – was the
actual subject of investigation, despite the fact that the classical economists
themselves had not constructed the concept of ‘surplus value’.

Thus Adam Smith conceives surplus value … as the general category, of
which profit proper and rent of land are merely branches. Nevertheless,
he does not distinguish surplus value as such as a category on its own,
distinct from the specific forms it assumes in profit and rent. This is the
source of much error and inadequacy in his inquiry, and of even more in
the work of Ricardo.42

Ricardo too nowhere considers ‘surplus value separately and independently
from its particular forms – profit (interest) and rent’.43

Both Smith and Ricardo erred by failing to distinguish profit (alongside rent
and interest) – an empirical phenomenon, the revenue collected by actual cap-
italist firms – from surplus value, a quantity of value defined in the idealised
model of capitalism required to explain its ‘laws of motion’. FromMarx’s point
of view, it is a virtue of Ricardo’s work, with its greater consistency in use of the
labour theory of value, that it clarifies the difference between empirical phe-
nomena and theoretical model, by demonstrating ‘the contradiction between
the apparent [i.e., observable] and the actual [i.e., abstractly modelled] move-
ment of the system’.44 Ricardo was, however, unable to escape the horizon of
bourgeois society to the extent required to see profit, along with rent, as simply
the expropriation of the product of unpaid labour time. To give up every form
of the idea of profit as a natural ‘return to capital’ would be to admit that cap-

42 Marx, ‘Economic Manuscript of 1861–63’, in MECW 30, pp. 388–9.
43 Marx, ‘Economic Manuscript’, in MECW 32, p. 9.
44 Marx, ‘Economic Manuscript’, in MECW 31, p. 391. Recalling Marx’s comparison of the

problem of understanding capitalism with the development of the heliocentric theory
of the solar system, wemight cast Ricardo as a Tycho Brahe-like figure, unwilling to aban-
don appearances to the extent of accepting the Copernican systemwhile incorporating a
Copernican aspect in his world picture.
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italists with capitals of different compositions claim the same return on their
investments simply ‘on account of both of these ragamuffins having the fixed
idea that both of themmust draw the same spoils from “the support they have
given to labour” …’45 In this Ricardo is stuck in the position of the ‘vulgus’ who
has ‘concluded that theoretical truths are abstractions which are at variance
with reality, instead of seeing, on the contrary, that Ricardo does not carry true
abstract thinking far enough …’46

Marx, in contrast, carried abstraction to the level discussed in the previous
chapter. And in the 1857–8 manuscripts in which he worked out his ‘demoli-
tion’ of the classical theory of profit, he describes this procedure in terms lifted
directly from Hegel’s treatise:

Capital, so far as we consider it here … is capital in general, i.e. the quint-
essence of the characteristics which distinguish value as capital from
value as simple [commodity] value ormoney…Weare concernedneither
as yet with a particular form of capital, nor with one individual capital as
distinct fromother individual capitals.We are present at the process of its
becoming. This dialectical process of becoming is only the ideal expres-
sion of the real movement through which capital comes into being.47

As Fred Moseley has pointed out, the triad of ‘general’ [allgemein], ‘particular’,
and ‘individual’ is borrowed directly from the section on the Concept (Begriff )
in Hegel’s Logic, which is explained in terms of a relationship between the Uni-
versal [das Allgemein], the Particular (meaning a specific type [species] falling
under the universal) and the Individual that exemplifies the Universal.48

For Hegel – and this is no doubt the mystification to which Marx objected –
it is the Universal that produces the particular, in line with the philosopher’s
doctrine that Spirit – the immaterial Soul of the real – must embody itself

45 Ibid., p. 407.
46 Marx, ‘Economic Manuscript’, in MECW 32, p. 72.
47 Marx, ‘Economic Manuscript’ in MECW 28, p. 236. Somewhat earlier in the same manu-

script, Marx tried out a related but different utilisation of Hegel’s categories as a frame-
work for structuring his book; see ibid., p. 205.

48 Moseley, ‘The Universal and the Particular in Hegel’s Logic and Marx’s Capital’, in Mose-
ley and Smith (eds.), Marx’s Capital and Hegel’s Logic (2014), pp. 115–39. The same point
was made, in less detail, by Chris Arthur in ‘Capital in General andMarx’s Capital’ (2002).
Arthur notes correctly that ‘the term “capital in general” … vanished’ by the time Marx
revised his work intoCapital, something of whichArthur’s Hegelian orientation leads him
to disapprove.
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in material particularity in order to become fully conscious of its content by
discovering itself in reality. Thus the world of objective particulars ‘is the real
Notion that has emerged from its inwardness and passed over into determinate
being’.49 In this way ‘the Idea … becomes the creator of nature’ and eventually
of ‘concrete spirit’,50 i.e. forms of society in a progressive sequence leading up
to that which produced Hegel’s own works, in which finally the creating Idea
comes to know itself.51

Already in the 1840s Marx had decisively rejected this hypostatisation of
ideas produced by people in particular historical circumstances into ‘the Idea’,
producing those circumstances.52 In his chapter of introduction to the Grund-
risse he explains ‘the method of political economy’ as the analysis of social
reality in terms of a set of abstract categories specifying fundamental aspects of
the system; these categories then permit ‘a return journey’ to the phenomenon
analysed, ‘which this time would be not a chaotic conception of a whole, but a
rich totality of many determinations and relations’. Marx contrasts this proced-
ure with Hegel’s ‘illusion that the real was the result of thinking synthesizing
itself within itself, delving ever deeper into itself andmoving by its innermotiv-
ation; actually, the method of advancing from the abstract to the concrete is
simply the way in which thinking assimilates the concrete and reproduces it as
a mental concrete’.53

49 Hegel, Logic (1991[1830]), p. 597.
50 Ibid., p. 592.
51 It is not necessary here to consider the not very convincing argument by which Hegel

attempts to demonstrate that the universal must necessarily involve the idea of particu-
larity. A trenchant critique of Hegel’s procedure, in its application to the realms of Spirit
and of Nature, can be found in Rosenthal, TheMyth of Dialectics (1998), pp. 103–10.

52 See Schrader, ‘Marxens Abstraktionskritik: Differenzierung und Funktionswandel 1843–
1858’ (1984). A particularly exuberant expression of the critique of idealist hypostatisation
is to be found inTheHolyFamily, publishedbyMarx andEngels in 1845: ‘If from real apples,
pears, strawberries, and almonds I form the general idea “Fruit,” if I go further and ima-
gine that my abstract idea “Fruit,” derived from real fruit, is an entity existing outside me,
is indeed the true essence of the pear, the apple, etc., then in the language of speculat-
ive philosophy I am declaring that “Fruit” is the “Substance” of the pear, the apple, the
almond, etc. I am saying, therefore, that to be a pear is not essential to the pear, that to be
an apple is not essential to the apple; that what is essential to these things is not their real
existence, perceptible to the senses, but the essence that I have abstracted from them and
then foisted on them, the essence of my idea – “Fruit.” I therefore declare apples, pears,
almonds, etc., to be mere forms of existence, modi, of “Fruit” ’ (MECW 4, pp. 57–8).

53 Marx, ‘Economic Manuscripts’, MECW 28, pp. 37–8.
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Though Marx speaks of ‘the concrete’ reality that is the object of analysis as
‘the concentration of many determinations’, these determinations are them-
selves categories, any of which ‘can never exist other than as an abstract, one-
sided relation within an already given, concrete, living whole’. The ‘concrete
totality’ achieved through theoretical synthesis following the process of ana-
lysis ‘is a totality of thoughts, concrete in thought, in fact a product of thinking
and comprehending’.54 Here the employment of a Hegelian mode of speech
makes for confusion. The use of ‘abstract’ and ‘concrete’ as terms for the ana-
lysis of theories is unambiguous only for a system like Hegel’s, in which both
terms refer to cognitive elements, since the synthesis of a cognitive ‘concrete’
from (relatively) ‘abstract’ concepts is treated as ultimately identical with the
really evolving structure of the natural and social world. It is because as ‘con-
ceptions’ abstractions are not aspects of reality but aspects of the conceptual
appropriation of reality that concepts cannot, according to Marx, be said to
have a life of their own, to be exhibited at work either in the process of history
or in the arrangement of categories in a theoretical construction. The present-
ation of categories cannot, that is, be said to follow an ‘immanent logic’, but
must be understood as governed by the researcher’s effort to account for the
fundamental features of the social system under investigation. At any rate,
theHegelian triad of General (Universal), Particular, and Individual disappears
from Marx’s theory in its next revision, where he makes clear that the abstract
concept of capital with which he is working is drawn from a particular form,
what he calls ‘industrial’ or ‘productive’ capital.55

It was in commenting in the Postface to Capital on the criticism of his book
as overly ‘German-dialectical’ that Marx distinguished the ‘method of present-
ation’ of theoretical material from the ‘method of inquiry’. While the former
may proceed from the presentation of an abstract model to a concretisation
of the theory, the latter must construct that model on the basis of empirical
investigation. It

54 Ibid., p. 38. CompareHegel’s description of the progress of theNotion’s dialectical advance
as ‘determined as beginning from simple determinednesses, the succeeding ones becom-
ing ever richer and more concrete’ (Hegel, The Science of Logic (1969 [1812–16]), p. 840).

55 Thus in the first volume of Capital ‘capital in general’ is replaced by the ‘General Formula
for Capital’ (Chapter 4), which is quickly shown to lead to ‘contradictions’ (Chapter 5) due
to the fact that ‘both merchants’ capital and interest-bearing capital are derivative forms’
(Capital I, p. 267), so that capital must be investigated not ‘in general’ but in the particular
form of ‘industrial capital’ (p. 256).
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has to appropriate the material in detail, to analyze its different forms of
development and to track down their inner connection. Only after this
work has been done can the real movement be appropriately presented.

It is the success of this presentation, he explains, that has given readers the
impressionof ‘an apriori construction’ in theHegelian fashion,while in fact the
method employed is ‘exactly opposite’ to such a procedure.56 In theGrundrisse
Marx had already shown himself aware of this problem, noting (in the chapter
on money) that ‘It will later be necessary … to correct the idealist manner of
presentation which makes it appear as if it were merely a matter of the defini-
tions of concepts and of the dialectic of these concepts’.57

What principles, if not those of a putative dialectical derivation, guide the
sequence of categories in the construction of Marxian theory? In attempting
to answer this question with a look at the most Hegelian pages in Capital, we
may at the same time cast light on why Marx found the categories of the Logic
so suitable a mode of speech for the unriddling of the nature of money by the
working out of the value-form.

Given his identification of commodity exchange as the ‘cell form’ of capit-
alist society, it is with this that Marx begins his investigation.58 The result of
this analysis is the description of the commodity as an object with both use
value and exchange value, ‘the quantitative relation … in which use values of
one kind exchange for use values of another kind’.59 The form of use value, the
shape in which it is to be recognized, is the same as that of the commodity as a
kind of thing itself; for exchange value to be knowable it must also have some
‘form of appearance’. As always in Marx’s philosophically-formed language,

56 Marx, Capital I, p. 102. Cf. Marx’s criticism of Lassalle’s attempt at a Hegelianisation of
political economy: ‘He will discover to his cost that it is one thing for a critique to take
a science to the point at which it admits of a dialectical presentation, and quite another
to apply an abstract, ready-made system of logic to vague presentiments of just such a
system’ (Marx to Engels, 1 February 1858, in MECW 40, p. 261).

57 Marx, ‘Economic Manuscripts’, in MECW 28, p. 89. As John Mepham has observed, the
treatment of money in Capital is quite different from that in the Grundrisse, in which
Marx indeed undertakes ‘a thoroughly Hegelian discussion of “the transition from value
to money” ’ – a discussion replaced in the later work by the analysis of what Marx called
‘real relations’ of society (see Mepham, ‘From the Grundrisse to Capital: The Making of
Marx’s Method’, [1979], p. 161).

58 He makes it clear that what is being analysed is the commodity at once in itself and as
theorised by the classical tradition, with footnotes relating basic statements in his text to
classical writings. I will discuss this aspect of the analysis in the following chapter.

59 Marx, Capital I, p. 126.
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‘appearance’ indicates that exchange value represents somemore fundamental
property of a commodity, its value. In section 3 of this first chapter Marx con-
siders exchange value as the form of value in great detail. It is here, whereMarx
wishes ‘to trace the development of the expression of value contained in the
value-relation of commodities from its simplest, almost imperceptible outline
to the dazzling money-form’,60 that his coquetry with the Hegelian vocabulary
is the most visible.

The dialectic that Hegel aims to follow in the argument of the Logicmay be
described (with all the distortions of concision) as follows: a category, originally
found at play in ordinary language, is shown to be necessary for the description
of reality but is also found to lead to an incoherent, or ‘contradictory’, character-
isation of that reality. This provides the demonstration of the indispensability
of a further category, which makes possible the resolution of the contradic-
tion discovered in the application of the earlier one. The chain of categories
constructed in this manner is to demonstrate (to quote Charles Taylor’s lucid
commentary) ‘that our categorial concepts as we ordinarily understand them,
unrelated by radical necessity, are in someway contradictory; and that this con-
tradiction can only be resolved (or, in fact, reconciled) by seeing them as linked
in a rational structure’.61

Apart from the fatal vagueness of the ‘in some way’ in this characterisation
of the contradictoriness of dialectical concepts, the actual sequence of con-
cepts in Hegel’s Logic, as Taylor, among other students of Hegel, has pointed
out, does not strictly follow this scheme, nor are the transitions from one cat-
egory to the next always convincing. Even in the best examples, it must be said,
a case for the necessity, as opposed to the plausibility or illuminating character,
of the transition between categories in the Hegelian dialectic – and hence of
its being a logic – has not been convincingly made.62 Hegel, at any rate, simply
asserts it. Nevertheless, the pattern of this ‘dialectical logic’, and in particular
the centrality of the idea of contradiction, provides amodel forMarx’s analysis
of the value-form in Capital, an analysis centred on ‘the internal opposition

60 Ibid., p. 139.
61 Taylor, Hegel (1975), p. 227.
62 As Léo Apostel, a logician who has shown great sympathy for dialectics generally and

Hegelian thought in particular, observes, ‘In reading Hegel, the logician frequently comes
up against the impression of an absence of proof of the development followed’ (Logique
et dialectique [1979], pp. 133–4). In this way, interestingly, Hegel’s dialectic is – despite his
intention – like its ancient Greek forbear to be contrasted with logical demonstration as
‘the critical examination of the generally accepted opinions’ (Lloyd, Magic, Reason, and
Experience [1979], p. 117).
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betweenuse value and value’, the definitive attributes of the commodity.63Cap-
ital is structured throughout by the opposition of use value to exchange value.
As the argument proceeds through the work’s three volumes, this contradic-
tion is mobilised theoretically to explain the recurrence of economic crisis –
when value considerations block the production and use of use values – as a
normal feature of the system and even – at Marx’s most optimistic – the gen-
eration of a social class, the proletariat, ‘trained, united, and organized by the
very mechanism of the capitalist process of production’ but which feels itself
to be ‘fettered’ by capitalism, which in this way ‘begets, with the inexorability
of a natural process, its own negation’.64

Marx begins the exploration of this contradiction in section 3 of the first
chapter of Capital with the results as demonstrated (in section 1) that com-
modities have a dual nature, as both use values and exchange values, so that
they can ‘only appear as commodities … insofar as they possess a double form,
i.e., natural form and value form’. The value form required is known to all in
money, which represents the values of commodities in contrast to ‘the motley
natural formsof their use values’.Value, a property of all commodities, is repres-
ented only in the formof a particular commodity, themoney commodity.65 But
how can this be? How does money represent the value of commodities? Sec-
tion 2 has demonstrated that as values commodities are expressions of a ‘social
substance’, abstract labour, so that their character as values ‘is therefore purely
social. From this it follows self-evidently that it can only appear in the social
relation between commodity and commodity’, that is, in exchange value.66This
produces the following contradiction: Value, a property of commodities, is vis-
ible only in the relation between commodities. Value, that is, seems to be at
once an individual and a relational property. It is by resolving this contradic-
tion thatMarx attempts to explain the form of value,money, on the basis of the
category of exchange value.67

How is the value of a commodity represented? In line with his methodolo-
gical prescription, Marx begins with ‘the simplest value-relation’, that of one
commodity to another of a different kind. Basic to this relation as ‘the simplest

63 Marx, Capital I, p. 153.
64 Ibid., pp. 928–9.
65 Cf. Marx’s letter to Engels of 2 April 1858: ‘The contradiction between the general charac-

teristics of value and its material existence in a particular commodity, etc … gives rise to
the category of money’ (MECW 40, p. 301).

66 That is, the social relation between commodity exchangers is represented by the value-
relation between commodities, which takes the form of the exchange value of each one.

67 Marx, Capital I, pp. 138–9.
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expression of the value of a single commodity’ is the difference between the
roles played by the two commodities involved. If y amount of commodity B is
the exchange value of x amount of commodity A, then A’s natural form repres-
ents its use value, and B’s represents A’s value: y is what, in B terms, x amount of
A is worth. The equation of A and B as exchangeable represents their character
as values as opposed to their character as use values, with respect towhich they
are different and not exchangeable. But the value character of each is therefore
visible only in the use-value body of the other.

The classical economists’ analysis of value as labour explains why commod-
ities have value – they can be compared to each other as substantiations of
labour – but it does not explain why we should find out what that value is
in the act of exchange. But once we realise that this act, as an equation of
two commodities, is thereby an equation of the kinds of labour that produced
them,we canunderstandwhy the general character of beingproducts of labour
finds representation in exchangeability. ‘It is only the expression of equival-
ence between different sorts of commodities which brings to view the special
character of value-creating labour, by actually reducing the different kinds of
labour embedded in the different kinds of commodity to their common qual-
ity of being human labour in general’.68 (This follows from Marx’s conclusion
in section 2 that ‘only the products of mutually independent acts of labour,
performed in isolation, can confront each other as commodities’.69 Under such
conditions of production there is no representation of social labour in abstrac-
tion from the particular kinds that make it up outside of exchange.)

That is: Value can be expressed only in the relation between two different
things equated by the act of exchange; in its value-relation to B, A ‘signifies
more than it does without it, just as some men count for more when inside
a gold-braided uniform than they do otherwise’.70 The analogy is not just a
stroke of wit. Like the use of gold braid to signify authority, the use of com-
modity exchange to signify the social character of labour is a social-historical
institution, not a fact of nature. This is shown, according to Marx, by the fact
that commodity exchange could not be fully understood, even by as brilliant
a theorist as Aristotle, until the advent of a form of society in which a gener-
ally accepted conception of human equality had rendered possible the idea of
equating all forms of labour – a conception that became ‘possible only in a soci-
ety where the commodity-form is the universal form of the product of labour,

68 Ibid., pp. 139–42.
69 Ibid., p. 132.
70 Ibid., p. 143.
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hence the dominant social relation is the relation between men as possessors
of commodities’. Thus ‘it is only a historically specific epochof [social] develop-
ment which presents the labour expended in the production of a useful article
as an “objective” property of that article, i.e., as its value’.71

So far,whatMarx claims tohave shown is that under certain historical condi-
tions – those of capitalism, in fact – the labour expended in individual units of
production is made into social labour (only) when the products of those units
are exchanged, so that the social character of the labour expended in the pro-
duction of any commodity is represented (only) by its exchangeability and the
quantity of that social labour is represented (only) by the quantity of goods for
which it can be exchanged. In the vocabulary of economics, value is represen-
ted (only) by exchange value. Marx claims further that to have explained this
is already to have in principle explained the riddle of money. He introduces his
justification of this claim by a most Hegelian set of phrases:

We perceive straight away the insufficiency of the simple form of value:
it is an embryonic form which must undergo a series of metamorphoses
before it can ripen into the price-form [in which value is represented by
a quantity of money].72

Here we have one of Hegel’s favourite metaphors for conceptual development,
that of organic growth, and more fundamentally the suggestion that it is the
‘insufficiency’ of the simple form that requires the appearance of the price
form – of money. But the appearance of ‘dialectical logic’ here is misleading.
The simple form of value is a product of Marx’s analysis of exchange. It illu-
minates a central aspect of exchange, but is inadequate to represent exchange
in a full-blown monetary economy. It is insufficient because it is only the first
step in Marx’s analysis.73 Put otherwise, the insufficiency of the simple form
is not logical but practical and material: It would not suffice as a mode of rep-
resentation of value in a system in which all goods are treated as products of
homogeneous (social) labour. For this to be accomplished, value must be rep-

71 Ibid., pp. 152–4.
72 Ibid., p. 154.
73 Hence it is misleading to say, as Arthur does, that with Marx as with Hegel ‘the formal

structures are indeed self-acting, not just in the sense of being categorially connected by
our thought process’, so that ‘meditating on one category drives us to introduce another
contrary, or more comprehensive one’ (Arthur, ‘Hegel’s Logic and Marx’s Capital’ [1993],
pp. 66, 64). The interconnection of categories is not self-generated but constructed by
Marx.



60 chapter 3

resented in the form of a commodity to which all other commodities can be
simultaneously equated by exchange.

As Marx says a few paragraphs later, ‘the simple form of value automatically
passes over into amore complete form’.74 Although this rhetoric (‘passes over’)
also derives from Hegel, Marx again has something relatively unphilosophical
in mind. Given that the value of a commodity is represented in the form of
another, the natural form of that other commodity does not matter.What does
matter is that some one commodity should play this role in relation to all oth-
ers, because only in this way can value as such, as opposed to the value of one
or another particular commodity, be represented. The value-form is not, that is,
a form that ‘value takes’ (like the appearance of essence in Hegel) but a form in
which people represent something, the social character of their labour. The argu-
ment depends not on a purported logic of contradiction and resolution but on
the gradual exposition of the (practical) requirements of a social practice.

This is not to say that Marx’s use of ‘contradiction’ is purely rhetorical: the
word serves to signify a structural property of capitalism that leads the normal
operation of the system to produce recurrent difficulties for its reproduction.
But Marx is careful to demystify – to de-philosophise – the concept of con-
tradiction, by explaining it as an extension of the composition of forces in
classical physics. Reminding us that ‘the exchange of commodities implies con-
tradictory and mutually exclusive conditions’, he states that the development
of money ‘does not abolish those contradictions, but rather provides the form
within which they have room to move’. ‘This is’, he adds,

theway inwhich real contradictions are resolved. For instance, it is a con-
tradiction to depict one body as constantly falling towards another and
at the same time constantly flying away from it. The ellipse is a form of
motion within which this contradiction is both realized and resolved.75

74 Marx, Capital I, p. 154.
75 Marx, Capital I, p. 198. Generalising from this example, Apostel has suggested that we

define the concept of a ‘real contradiction’ characterising the relation between events
in, properties of, or elements of a physical or social system, by analogy with the logical
relation between a proposition and its negation. Advancing beyond analogy to something
more specific for descriptive or analytic purposes requires the identification of ‘relations,
defined in the multiple algebras utilized to represent reality, sufficiently homomorphic
to the relation between affirmation and negation in a Boolean algebra’. Specifically, ‘We
say that there is a real contradiction between two events if there is a partial isomorphism
between the relationbetween these twoevents, on theonehand, and the relationbetween
a proposition and its negation, on the other. Contradiction is, in logic, the zero element in
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While the composition of forces inmechanics is representable by the simple
addition of two vectors (quantities fully described by a magnitude and a direc-
tion) representing the motions involved, the analysis of commodity exchange
requires reference to disparate modes of social activity, one of which – the
human interests definitive of use value – is not quantitative in character,
though theother – the ideaof fair exchange, definitive of exchange value–has a
quantitative aspect. But Apostel has demonstrated, in a brilliantwork of logical
investigation, that the relation between production for use and production for
exchange as aspects of the same social process can be formalised (utilising the
logic of action developed byHenryk vonWright and Roderick Chisolm) so as to
demonstrate a logical incompatibility between those aspects, a contradiction
resolved though not abolished (hence, without an Hegelian Aufhebung) by the
existence of the money commodity.

With the money commodity, Apostel observes, we ‘obtain at the same time
the maximal unity of use value and exchange value: the use value of money
is its exchange value – and the maximal separation between exchange value
and use value by the separation between money and other commodities’.76
Furthermore, just as the fact of the elliptical orbit does not end the ‘contra-
diction’ between centrifugal and centripetal forces, the development of money
does not resolve the discordance between production for use and production
for monetary gain. This discordance, Marx argues throughout Capital, is at the
root of economic crisis and requires for its resolution the abolition of capital
as a social relation of production, which would bring with it the abolition of
commodity exchange and of the monetary representation of human product-
ive activity.77

a Boolean algebra in relation to intersection, as the addition of equal vectorswith opposed
signs is the zero element in vector algebra in relation to vectorial multiplication’ (Apostel,
‘Logique et dialectique’ [1967], p. 364).

76 Apostel, Logique et dialectique (1979), p. 34.
77 Apostel’s formalisation, while not required for comprehension of Marx’s argument, serves

to clarify its basic structure and also to demonstrate that ‘far from there being an oppos-
ition between formal logic and dialectical logic’, as is stated ad nauseum, without any
demonstration, bymany adepts of Hegelian dialectics, ‘the notion of dialectics is suscept-
ible to a formal definition fromwhich it follows that the dialecticalmethod’ so interpreted
‘is central to the comprehension of Capital’ (Apostel, Logique et dialectique [1979], p. 5). As
Apostel remarks elsewhere, ‘it is possible to describe what Kant and, after him, Hegel and
Marx … called “real contradiction”, without the slightest infringement of classical logic’
(‘Logique et dialectique’ [1967], p. 363). (RichardRoutley,whoholds that ‘a satisfactorydia-
lectical logicwill be a relevant one’, and hence not classical, also nevertheless finds no ‘gulf
separating dialectical logic and formal logic’ generally, with ‘classical logic … supplemen-



62 chapter 3

Marx’s transformed concept of contradiction dates to his first economic
studies, the so-called Economic and Philosophical Manuscripts of 1844. Just as
he therede-philosophised the concept of ‘alienation’, transformingHegel’s ‘self-
alienation of Spirit’ into an historically-specific relation between the wage-
worker and his or her employer, who confronts the worker as the ‘alien, hostile’
owner of the labourer’s product, so he locates the ‘contradiction’ at the heart of
capitalism not in a relation between concepts but in ‘the antagonistic struggle
between capitalist and worker’.78 This is the same contradiction he was later to
identify at the heart of monetary commodity exchange, where the waged char-
acter of productive labour imposes the conflicted coexistence of production
for use and production for monetary gain. It indicates that the contradiction
between use value and value, while it may be characterised as a logical one, is
also a practical one to which a revolutionary class struggle could put an end.
Unlike the contradiction between centrifugal and centripetal forces determ-
ining solar-system orbits, founded presumably on constant (at least post-Big
Bang) features of nature, the contradictions of capitalist social practice, histor-
ical in character, are open to abolition.

The vocabulary of Hegel’s Logic is present throughout Marx’s argument in
forms that I have not discussed here; thus, much of the discussion in section
3 of Capital’s Chapter 1 recalls the dialectic of quantity and measure, which
links the Doctrine of Being to the Doctrine of Essence. But here too the appear-
ance of ‘an a priori construction’ due to themode of expression is belied by the
actual matter of the argument. Thus, for example, the important contention
that ‘the magnitudes of different things only become comparable in quant-
itative terms when they have been reduced to the same unit’79 is not in its
origins a ‘materialist inversion’ of Hegel’s treatment of quantity but derives dir-
ectly from Sismondi’s discussion of value in the Études sur l’ économie politique

ted by, and … completed by dialectical logic’ [Routley, ‘Dialectical Logic, Semantics, and
Metamathematics’ (1979), pp. 305, 303, 313].) An additional virtue of Apostel’s approach
is its clarification of the fundamental difference between Hegel’s dialectic, ‘a dialectic of
the concept (with the concept conceived as an organized, individual totality)’ andMarx’s,
‘a dialectic of the human labour performed by human groups (in one of the Theses on
Feuerbach, Marx declares himself formally nominalist by affirming that “humanity” or
“man” is nothing but the concrete group of concrete individuals involved with each other
in concrete relations of production and cooperation)’ (Logique et dialectique [1979], p. 95).

78 Marx, ‘Economic and PhilosophicManuscripts’, in MECW 3, p. 234. In Hal Draper’s elegant
formulation,Marx is here transposing aHegelian concept ‘out of the speculative sphere of
philosophy, through the ideological sphere of the bourgeois economists, into the realities
of the social struggle’ (Karl Marx’s Theory of Revolution [1977], p. 166).

79 Marx. Capital I, pp. 140–1.
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studied and excerpted by Marx in his preparatory studies for the Grundrisse.80
In short, there is no reason why we should not, as Fred Schrader suggests,
accept Marx’s own explanation of the place of Hegel’s logic in his work from
the Grundrisse on: ‘There is no portentous reception of Hegel, noWorld Spirit
unmasked as Capital, and no need to decode an identity between the move-
ments of Being andValue’. There is rather the use of Hegel’smode of expressing
the systematic interconnection of categories ‘to bring propositions of the the-
ory of money, already worked out for all essentials’ on the basis of the ideas
of Storch and Sismondi, ‘into a systematic interrelation’.81 Hegelian turns of
speechhereprovideda literary form, a ‘methodof presentation’ forMarx’s com-
plex scientific argument.

This still leaves us with the questions whyMarx found the Hegelianmode of
expression so congenial, and what, finally, it mightmean to speak of aMarxian
dialectic.

The Grundrisse, as Schrader has demonstrated, provides a key to the answer
to the first of these questions. It is important to remember thatMarx undertook
his critical investigation of political economy not with the aim of working out
a logic of economic categories but out of a desire to understand the nature of
the crisis tendency of the capitalist economy (its ‘law of motion’). This brought
him, through the literature on money and banking, into a confrontation at
once with bourgeois economic theorising and with Proudhonian (and Eng-
lish utopian-socialist) attempts to elaborate a socialist currency policy, which
would revolutionise the relations of production and distribution ‘by means of
changes in the instrument of circulation – changes in in the organization of cir-
culation’. In opposition to such views, Marx argued that no form of money ‘can
resolve the contradictions inherent in the money relationship’, and that such
projects can ‘only express these contradictions in one form or another’.82 Thus

80 See Schrader, Restauration und Revolution (1980), pp. 128ff. To cite Karl Korsch’s sum-
mary: ‘all that apparent “Hegelianism” did not amount, in Marx, to more than what he at
one time most appropriately called an “occasional flirtation with Hegel’s peculiar mode
of expression”. In actual fact, he completely broke with the whole of Hegel’s speculative
philosophy … The principles of the Marxian critique of existing society … are opposed to
the philosophical system of Hegel not only in content, subject matter, and aim, but quite
as much in theoretical form. If Marx, indeed, took his start from a critical and revolution-
ary reversal of the principles inherent in Hegel’s method, he certainly went on to develop,
in a strictly empirical manner, the specific methods of his ownmaterialistic criticism and
research’ (Karl Marx (1963 [1938]), pp. 64–5).

81 Schrader, Restauration und Revolution (1980), p. 136.
82 Marx ‘Economic Manuscripts’, in MECW 28, pp. 122, 123.
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it was, precisely because of the place of money in the commodity-exchange
‘cell form’ of capitalism, a concrete political issue that led Marx to concentrate
on the questions: ‘does not the bourgeois system of exchange itself make a spe-
cific instrument of exchangenecessary?Does it not of necessity create a special
equivalent of all values?’83

This Marx argues by demonstrating that in a commodity-market system,
social labour time cannot be represented directly, but only in the form of
exchange value, specifically in the price form, so that any attempt to repres-
ent abstract labour, say by ‘time-chits’, would only result in the creation of a
new form of money. In the course of working out this demonstration, Marx
comes suddenly to the realisation that provides the key to his theory of money:
‘Because labour time as a measure of value exists only ideally, it cannot serve
as the material for the comparison of prices. (This also explains how and why
the value relationship assumes a material and distinct existence in the form of
money. This point to be developed further)’.84 The understanding of value as an
abstract idea Marx had discovered in Sismondi, and that of money as a ‘com-
mon term of comparison’ between all commodities he found in Storch’s Cours
d’économie politique.85 Marx’s own insight was the idea that the abstract rela-
tion between commodities as products of social labour had to be represented
by something distinct from the commodities themselves in order for people to
be able to actualise it in exchanges.Money as value-form thus provides ameans
for the representation of abstract labour time. It is the material incarnation of
an idea: ‘Such a symbol presupposes general recognition; it can only be a social
symbol; in fact, it only expresses a social relationship’.86

This idea has arisen, in fact, as a representation of the social relations
that constitute capitalism as a system. Although ‘individuals are now ruled
by abstractions’, these abstractions, or ideas, are ‘nothing but the theoretical
expression[s] of those material relationships which dominate the individu-
als’.87 Those relations are ultimately – in the progress of theory in Capital (as
before it in the Grundrisse) – to be described in terms of the relation between
the controllers of the means of production and those who possess nothing but
their ability to work. To put it crudely, labour can be socialised as commodity-
producing labour only when the ability to labour has itself become a commod-
ity. In order for the product of labour to have the character of value represented

83 Ibid., p. 65.
84 Ibid., pp. 77–8. See the discussion in Schrader, RestaurationundRevolution (1980), pp. 113 ff.
85 Schrader, Restauration und Revolution (1980), p. 127.
86 Marx, ‘Economic Manuscripts’, in MECW 28, p. 142.
87 Ibid., p. 101.
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by its exchangeability against money, that labour must be wage labour. Altern-
atively put, wage labour and capital are not only types of commodity but the
fundamental types, whose existence alone makes the existence of a social sys-
tem governed by value relations possible.88

The revelation of this truth is the ultimate outcome of Marx’s critique of
political economy.That critique aims todemonstratehow the categories of eco-
nomic theory represent a systematisation of the representations of the social
relations definitive of capitalist society in everyday language and thinking.
These representations are taken for logically ultimatedescriptions of structures
and forces – ‘the economy’ – regulating social experience just because, in cap-
italism, the social relations of production have no other form of representation
than those of commodity-value andmoney. AsMarx explained this in the con-
cluding section of the first chapter of Capital:

The private producer’s brain reflects [the] twofold social character of his
labour [as concrete and abstract] only in the forms which appear in prac-
tical intercourse, in the exchange of products … The value character of
the products of labour becomes firmly established only when they act as
magnitudes of value. These magnitudes vary continually, independently
of the will, foreknowledge and actions of the exchangers.

Hence, though only forms of thought, the categories of bourgeois economics
are ‘socially valid and therefore objective’.89 They have, that is, the character of
an autonomous system, even though ‘the characteristic which objects of utility
have of being values is as much people’s social product as is their language’.90

For this reason, one can understand how Hegel’s dialectical logic provided
Marx with an irresistibly attractive rhetoric for the depiction of the system of
economic categories that structure social action in capitalist society. Hegel’s
illusion that his concepts themselves generated the sequence of ideas in his
systematic treatment of cognition mirrors the illusion of humankind under
capitalism that the social relations that are their ownhistorical product have an
ineluctable life of their own.91 The very ‘mystical’ character of theHegelian dia-

88 See ibid., pp. 156–8.
89 Marx, Capital I, pp. 166–9.
90 Ibid., p. 167; translation amended.
91 Indeed it has been suggested by Herbert Schnädelbach, in a very stimulating essay, that

‘theHegelian formof logic itself is not as a system independent of theworld view inwhich
the bourgeoisie imagines its own social relationships’ (‘Zum Verhältnis von Logik und
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lectic thatmade it unacceptable toMarx as amethod of scientific investigation
matched in a mode of theorising ‘the mystical character of the commodity’92
manifested in everyday social life.

Marx’s Dialectic

But the fundamental feature of the Hegelian viewpoint for which Marx hon-
oured him as a ‘mighty thinker’ was the idea of the dialectic as realized in
social history, as the principle (asMarx put it in the Postface toCapital) accord-
ing to which ‘every historically developed form’ is to be conceived as being in
a fluid state, in motion, and therefore as ‘transient’. Hegel’s expression of this
idea indeed represented a ‘mystification’, due, as Marx explained it in The Ger-
man Ideology, to the tendency of intellectuals (he is thinking of the tradition
that began with the Enlightenment and took on new forms among the Ger-
man philosophers of the first half of the nineteenth century) to see ideas, the
stuff of their profession, as the determinants of history.93 It is only too easy
then for someone like Hegel to ‘bring an order into this rule of ideas, prove a
mystical connection among the successive ruling ideas [in different historical
periods], which is managed by regarding them as “forms of self-determination
of the concept” (this is possible because by virtue of their empirical basis these

Gesellschaftstheorie bei Hegel’ [1970], p. 59). This idea was anticipated byMarx, who – as
Grossmann reminds us – in ‘his critique of Hegel’s dialectic … characteristically compares
the logicwithwhichHegel begins his Encyclopediawithmoney and value: It is “mind’s coin
of the realm” and the “mental value” of man and nature, because it “has grown totally indif-
ferent to all real determinateness” and is “thinking which abstracts from nature and from
real man; abstract thinking” ’ (‘Marx, Classical Economics, and the Problem of Dynamics’
(2007 [1941]), p. 27, quoting ‘Economic and Philosophic Manuscripts of 1844’, in MECW 3,
p. 330).

92 Marx, Capital I, p. 164.
93 The same tendency, visible in Lenin’s insistence in his What is to Be Done? of 1902 that

‘Without revolutionary theory there can be no revolutionarymovement’ –with the under-
standing that theory is the product of the professional revolutionaries governing the
revolutionary party – perhaps explains his emphasis on the understanding of Hegel as
essential to a correct Marxism. Lukács was only following the lead of his ideological mas-
ter in insisting on the importance of Hegelian method as the key to orthodoxy. In both
cases, the emphasis on theoretically-informed political leadership seems related to the
similarity of the Russian Revolution to the nineteenth-century bourgeois revolutions the-
orised in the Hegelian dialectic.
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ideas are really connected with one another and because, conceived as mere
ideas they become self-distinctions, distinctions made by thought)’.94

In the Postface Marx singled out the review of Capital by I.I. Kaufmann for
its accurate depiction of his ‘rational’ version of the dialectical method. This
depiction identifies two main aspects of the Marxian dialectic. First, accord-
ing to Kaufmann, Marx has sought to construct a social theory on the model
of natural science, understood as the attempt to discover the laws governing
some domain of phenomena on the basis of empirical investigation. In social
as in natural science, the facts that are to serve asmaterial for theoretical gener-
alisation are to be determined by the researcher, independently (in the former
domain) of the conceptions that the people studied have about their social cir-
cumstances. Whatever people imagine the character of their social life to be,
‘[t]he only things of importance for this inquiry are that the facts be investig-
ated as accurately as possible, and that they actually form different aspects of
development vis-à-vis each other’. This first aspect of Marx’s approach noted by
Kaufman clearly constitutes the core of the ‘inversion’ necessary to transform
the dialectic from what he calls the ‘mystified form’ it has in Hegel’s hands to
the ‘rational form’ which, instead of viewing historical change as generated by
the relationships between concepts, understands the construction of concepts
as a part of the social process of production, fundamentally constrained by pre-
vious technical development (modes of production, inMarx’s vocabulary) and
social power relations (relations of production).95 This is the turn from philo-
sophy to ‘real, positive science’.

Second, Kaufmann observes, objects in the particular domain of knowledge
investigated – society – are unlike those studied by physics and chemistry, but
like those investigated by biology, in being characterised by laws of their evolu-
tion ‘fromone form into another, fromone series of connections into adifferent
one’. That is, there are no general laws of social life; ‘on the contrary, in [Marx’s]
opinion, every historical period possesses its own laws’.96This comparisonwith
biological organisms stresses two features of the ‘dialectical’ approach to soci-
ety. First, ‘it regards every historically developed form [of society] as being

94 Marx and Engels, The German Ideology, in MECW 5, p. 62.
95 Thus, in the Grundrisse, discussing the cultural changes involved in the transformation

of pre-capitalist into capitalist society, Marx comments that, ‘Considered notionally, the
dissolution of a definite form of consciousness would be sufficient to destroy an entire
epoch. In reality, this barrier to consciousness [for example, to the development of sci-
ence] corresponds to a definite degree of development of thematerial productive forces and
thus of wealth’ (‘Economic Manuscripts’, in MECW 28, p. 464).

96 Marx, Capital I, pp. 100–1.
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in a fluid state, in motion, and therefore grasps its transient aspect as well’.97
Second, it regards each social form as a distinct whole with its own laws; that
is to say its functioning is regulated by a structure peculiar to it, rather than by
general transhistorical properties of society as such or even institutions iden-
tifiable across a range of social systems.

For example, money, a feature of many earlier social systems, acquires par-
ticular features and functions in capitalism because of its centrality to the
processes of production and exchange: once the ability to labour becomes
exchangeable for money, the products of labour, belonging not to the labourer
but to his or her employer, can be acquired only in exchange for money, and
the buying of labour to produce commodities for profitable sale transforms the
money paid for it into invested capital. Again, ‘labour’ itself

seems to be a very simple category … Nevertheless … ‘labour’ is just as
modern a category as the relations which give rise to this simple abstrac-
tion…The fact that the particular kind of labour is irrelevant corresponds
to a form of society in which individuals easily pass from one kind of
labour to another … [a] state of affairs … most pronounced in the most
modern form of bourgeois society …98

Classical political economy took as its task to explain the distribution of the
social product, conceptualised as the joint product of the eternal triangle of
land, labour, and capital (in the sense of means of production), between the
three great classes of society, capitalists, workers, and landed proprietors. For
Marx, in contrast, labour and land-ownership have come to have historically
specific economic forms determined by their relation to capital: ‘the reaction
of capital on the older forms of landed property converts the latter’ into the
modern form that entitles its owner to a money rent; along with this ‘the cotti-
ers, serfs, villeins, copyholders, cottagers, etc’ of pre-capitalist society become
‘wage labourers’ earning amoney income by producing a surplus value that the
owners of capital sharewithmodern land-owners under thenameof rent.Thus
‘wage labour in its classical form, as permeating thewhole extent of society, and
making itself in lieu of the soil the ground on which society rests, is first cre-
ated by modern landed property, i.e. by landed property as a value created by
capital itself ’. In this way, this ‘organic system has its premises as a totality, and
its development into a totality consists precisely in subordinating all elements

97 Ibid., p. 103.
98 Marx, ‘Economic Manuscripts’, in MECW 28, pp. 40–1.
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of society to itself, or in creating out of it the organs it still lacks’.99 Just as bio-
logical species exist as self-reproducing populations distinct from the species
fromwhich they have evolved, so the historical presuppositions of capitalism –
in particular, the expulsion of the agricultural labourers from the land due to
the commercialization of agriculture –

have vanished and therefore belong to the history of its formation but by
nomeans to its contemporary history, i.e., do not belong to the real system
of the mode of production dominated by it. If e.g. the flight of serfs into
the cities was one of the historical conditions and presuppositions for the
development of the medieval city, it is not a condition, a moment, of the
reality of fully developed city life, but belongs to its past presuppositions
…100

Once formed, this systemof interdependent elements is like a biological organ-
ism in being self-regulating and self-reproducing. Thus, as Marx wrote in his
1861–3 draft of Capital, ‘the result of the process of production … now appears
to be above all the reproduction on an ever-increasing scale of the very rela-
tionship of capital and labour, of capitalist and worker’.101 While the product
of transformations operating on earlier systems, societies are identifiable as
the particular entities they are by reference to such reproduced features. The
products of historical transformation, they are now, as historically specific

99 Marx, ‘Economic Manuscripts’, in MECW 28, pp. 206–8.
100 Marx, ‘Economic Manuscript of 1861–63’, in MECW 34, p. 235. An essay by François Mayer

on ‘Situation épistémologique de la biologie’ interestingly furthers the comparison be-
tweenbiological and social evolution: ‘Thewhole biological problem is…concentrated on
its historical dimension. A given biological system is not only a structure currently exist-
ing in space-time, but presents a temporal dimension that exceeds it unimaginably: all its
structural and functional properties can be explained only as the current outcome of the
entire history of a line leading to the first differentiating steps marking the history of life.
That is to say that, if the secret of the functioning of a living being lies in its structure, the
secret of that structure is to be found in the logic which governed its elaboration in the
course of paleontological time’ ([1967], p. 806).

101 Marx, ‘Economic Manuscript’, in MECW 34, p. 234. Marx makes the comparison to biolo-
gical evolution himself: ‘In the same way, the existence of the human race is the result
of an earlier process which organic life passed through … But once man has evolved, he
becomes thepermanent presuppositionof humanhistory, likewise its permanent product
… [In the same way,] labour must separate itself from the conditions of labour in their
previous form … and only thus are its conditions converted into capital …’ (‘Economic
Manuscripts’, in MECW 32, p. 492).
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totalities, governedby lawspeculiar to them. It is ‘the lawof motionof capitalist
society’, not transhistorical laws of economics or of social life more generally,
that is the goal of Marx’s researches.

The Marxian dialectic is neither a theory of history nor a special ‘method’
of theory construction, but the principle of the critique of ideology. This cri-
tique is not primarily logical but anthropological and historical, in that it aims
to demonstrate that the insufficiencies of economic theory (and of philosophy,
for that matter) for the comprehension of capitalist reality are due to its prac-
tice of taking the forms of social interactions – in reality the product of human
history – for ineluctable structures. As a result, ‘something which is only valid
for this particular form of production… namely the fact that the specific social
character of private labours carried on independently of each other consists in
their equality as human labour, and, in the product, assumes the form of the
existence of value, appears to those caught up in the relations of commodity
production … to be just as ultimately valid as the fact that the scientific dissec-
tion of the air into its component parts left the atmosphere itself unaltered in
its physical configuration’.102 The critique of this view is an attempt, therefore,
not to display the ‘self-development of concepts’ but to explain the develop-
ment of concepts by the ‘real individuals’ (as Marx puts it in The German Ideo-
logy) whose activity constitutes the history of society.

Marx’s own development of concepts is part of this history, made possible
by (and limited by) the particular socio-historical context of Marx’s intellec-
tual activities. Marx is at pains to emphasise that at every point in the process
of empirical analysis and subsequent synthesis we are dealing with ‘a product
of the working-up of observation and conception into concepts’, that is, with
‘a product of a thinking head, which appropriates the world in the only way it
can’. A philosopher like Hegel, for whom (as a result of his place in the divi-
sion of labour) ‘the conceptual world as such is the only reality’, and to whom
‘themovement of the categories appears as the real act of production’, may fall
into the illusion of mistaking the resulting system of categories ‘as a product of
the concept which thinks and generates itself ’.103 It was this illusion that Marx

102 Marx, Capital I, p. 167. Further discussion of this principle would lead to Marx’s concep-
tion of the relation between what he called the ‘material foundation’ and the ‘ideological
superstructure’ of social reality; see my Social Knowledge (1986), especially Ch. 5.

103 Marx, Capital I, p. 101. Marx did not, of course, deny that the phenomena conceptualised
by the simpler categories may ‘have an independent historical or natural existence pred-
ating’ the more complex ones. Thus money, basic to the capitalist system of production,
existed before capital came into being. But it is not in general the case that ‘the path of
abstract thought, rising from the simple to the combined, [corresponds] to the real his-
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wished to ward off in writing Capital by correcting ‘the idealist manner of the
presentation’. In understanding the origin of capitalism as a system, it ‘must
be kept in mind that the new productive forces and relations of production
do not develop out of nothing, or out of thin air, or from the womb of the Idea
positing itself, but within and into the existing development of production and
inherited, traditional property relations’.104 Similarly, it was not the concept of
capital that demanded dialectical development in the form of theMarxian cri-
tique; it was people’s experience of the limits of capitalism that suggested the
limits of political economy. Marx looked not to the study of Hegel but to the
experience of economic crisis ‘to drum dialectics’ even into the heads of the
ruling classes.105

torical process’. Thus the explanatory priority of concepts relative to the analysis of one
or another specific social system neither reflects nor explains the historical sequence of
social institutions but is entirely a function of the nature of the specific system under
investigation (see ibid., p. 102).

104 Marx, ‘Economic Manuscripts’, in MECW 28, p. 208.
105 Marx, Capital I, pp. 100, 103.
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chapter 4

Theory as Critique

Already during Marx’s lifetime marginalism and general equilibrium theory
were on their way to victory over classical political economy, deeply engaged
with the labour theory of value. The effect of this victory on the evaluation
of what Schumpeter called ‘Marx the Economist’ is evident from the repres-
entative sample of opinions in the preceding chapter. Critics reject him as the
pupil of Ricardo, while the faithful accept him as the heir, developer, and per-
fector of the classical theory. For Rudolph Hilferding, who wrote the classic
marxist reply to Böhm-Bawerk, Marx ‘was able to take up the analysis at the
point where the investigations of the classical economists had been arrested’.
Because of his socio-political viewpoint, historical materialism, he was able to
clarify theoretical issueswhich the outlook of the classicals left them incapable
of solving. Marx’s interpretation of the labour theory of value in terms of the
materialist conception of history put the capitalist economy in its historical
place as a specific form conferred on economic activities by capitalist social
institutions. This demonstration ‘signifies the close of political economy as a
bourgeois science and its foundation as a proletarian science’. This view, which
is the ancestor of Sweezy’s attempt to integrate marxism into academic eco-
nomics – a goal finally achieved by a younger generation with the post-1970s
creation of academic ‘marxist economics’ – compared marxism with margin-
alism as alternative economic theories, acceptance of the subjectivist theory of
value signifying for Hilferding ‘the repudiation of economics’.1

It is more surprising to see this picture of Marx as a Ricardian among the
marxists than among their critics.2 Marx gave the name ‘classical’ to the Eng-
lish tradition which in the theory of Ricardo ‘reached the limits beyond which
it could not pass’, to contrast it with its later ‘vulgarization’, its transformation
from science into apologetics.3 For Marx, not he but ‘Ricardo … gave to clas-
sical political economy its final shape…’4 as a science. Even theworks of social-

1 Hilferding, ‘Böhm-Bawerk’s Criticism of Marx’ (1949 [1904]), pp. 195–6.
2 For a fundamental discussion of this question, extended into a critique of neoclassical

economic theory, see Henryk Grossmann, ‘Marx, Classical Economics, and the Problem of
Dynamics’ (2007 [1941]), pp. 6–31.

3 Marx, Capital I, p. 96.
4 Marx, Contribution to the Critique of Political Economy [1859], in MECW 29, p. 301.
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ist writers like Thomas Hodgskin and Percy Ravenstone, whom Marx praised
for seeing certain matters more clearly than Ricardo, nevertheless constitute
‘writingswhichdefend the interests of theproletariat from theRicardian stand-
point, basing themselves on his assumptions’.5 A deeper understanding of cap-
italismwould require, not the further perfecting of a theory already essentially
brought to its limits, but thinking of a different sort.

Classical political economy, its Ricardian-socialist critique, and the vulgar
economicswhich followedonwhatMarx called ‘the disintegrationof theRicar-
dian school’ all share the assumption that basic features of capitalist society are
necessary features of every social system of production. From this, in Marx’s
eyes, stemmed the limit to the development of economics as a science. The
rise of modern industry, however, brought with it, on the one hand, recurrent
economic crises, raising awkward questions about the naturalness of capitalist
institutions, and, on the other, the working-class movement, which answered
them with talk about the construction of a new social system. As he put it
in his polemic against Proudhon’s attempt to create that very combination of
Ricardian economics, French socialism, andHegelian philosophy that has been
claimed for Marx, ‘[j]ust as the economists are the scientific representatives of
the bourgeois class, so the socialists and the Communists are the theoreticians
of the proletarian class’.6

It was the crisis-stimulated upheavals of 1830 and 1848which, inMarx’s eyes,

sounded the knell of scientific bourgeois economics. It was thenceforth
no longer a questionwhether this or that theoremwas true, butwhether it
was useful to capital or harmful, expedient or inexpedient, in accordance
with police regulations or contrary to them.7

Marx explained the poverty of economic thought in Germany, his native coun-
try, in terms of the relation between the evolving capitalist economy and the
theories about it. Germany was in Marx’s time an underdeveloped country:
there ‘the living soil from which political economy springs’ – a self-confident,
expanding industrial system– ‘was absent’. Capitalismwas coming toGermany
at a time when class struggle between labour and capital wasmaking scientific

5 Marx, ‘Economic Manuscript of 1861–63’, in MECW 32, p. 394. See also, Marx, Contribution, in
MECW, p. 301.

6 Marx, The Poverty of Philosophy [1847], in MECW 6, p. 177. See Lenin, ‘The Three Sources and
the Three Component Parts of Marxism’, (1967 [1913]), pp. 41–5.

7 Marx, Capital I, p. 97.
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economics impossible. This historical circumstance forbade, in that country,
‘any original development of “bourgeois economics” ’, but not ‘its critique’.8

This – the critique of political economy, not its development or refinement –
was the taskMarx assignedhimself. Immanuel Kant hadused thewordKritik in
his trilogy of majorworks to denote an inquiry into the limits of application of a
set of concepts.9 The question of limits arises when the application of a system
of concepts in some area of inquiry leads to problems unsolvable in the terms
set by this system (thus, according to Kant, unresolvable disputes inmetaphys-
ics arise from the attempt to apply the vocabulary of empirical knowledge to
a domain lying outside all possible experience). Hegel’s conception of dialect-
ical Aufhebung – translated variously, but always hopelessly, as ‘supercession’,
or ‘sublation’ – was a development of this idea. The verb aufheben has a double
meaning, as Hegel points out: ‘(1) to clear away, or annul …; (2) to keep or pre-
serve …’10 That is, the critique of a system of concepts (or theory) requires the
construction of a new systemwhich replaces it but at the same time ‘preserves’
it, in that it explains both the phenomenawhich form the subjectmatter of the
original theory and the limitations of that theory.

With respect to the ‘preservative’ aspect of critique, J.Witt-Hansen hasmade
an example of physics, pointing out, in an interesting comparison of Kant and
Marx, that ‘[m]odern epistemology in the field of physics has taught us that
the limits of application of a physical theory can be determined in an exact
way only on the basis of a more general theory which includes the theory in
question as a special case’.11 On the other hand, the element of what Hegel
called ‘negativity’, the aspect of destruction, lies in the circumstance that a
demonstration that the paradoxes which arise on the basis of a theory are not
solvable within it points to the existence of difficulties in the theory’s founda-
tions. Removing these difficulties therefore requires the redefinition of essen-
tial concepts, or at any rate new sets of assumptions associatedwith them.Thus
the sense in which a critique or Aufhebung ‘preserves’ the content of the ori-
ginal theory is problematical. To continue the comparison with physics, this

8 Ibid., pp. 95, 98.
9 See Kant, Critique of Pure Reason (1998 [1781]), pp. 149ff. For a penetrating comparison of

Marx’s procedurewith theKantianKritik, seeGideon Freudenthal’s essay, ‘Marx’s Critique
of Economic Reason’ (1997), pp. 171–98; see in particular the discussion on p. 186, where
Freudenthal develops the significance of a particular Kantian usage in Marx’s argument.

10 Hegel, Logic, BeingPartOne of the Encyclopaedia of the Philosophical Sciences (1975 [1830]),
§96, p. 180.

11 Witt-Hansen, Historical Materialism: The Method, the Theories. Exposition and Critique,
Book One (1960), pp. 9–10.
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issue arises, for instance, with respect to the concept of ‘mass’, constant under
changes of velocity in classical mechanics, but variable, because intertrans-
formable with energy, in relativistic mechanics.12 We will see the same kind
of issue in the transformation which the classical concept of ‘value’ undergoes
in the Marxian critique of Ricardian theory.

As the comparison with the history of physics suggests, the concept of ‘cri-
tique’ is thus related to themore recent one of ‘scientific revolution’, and indeed
we findMarx speaking of his work, in a letter to a friend, as a scientific attempt
‘to revolutionise a science’.13 What did he mean by this? Commentators, as we
have seen, tend to understandMarx’s theory of capitalist society, in relation to
its bourgeois predecessors (and contemporaries), on the model of rival theor-
ies of the same basic sort. Extended to the present this conception underlies
the idea of ‘marxist economics’, as a school of economic theory contending
with others. From this point of view – the dominant one, I believe – Capital
presents a critique of political economy in the same sense as that inwhich gen-
eral relativity may be taken as a critique of classical mechanics. This is all the
more truewhenMarx is thought of, and again I think this is the dominant view,
as having adopted, from his theoretical forbears, the labour theory of value.
From this viewpoint – essentially that of Hilferding, with which we began this
chapter –Marx’s version of this theory may be an improvement over Ricardo’s,
and it may be deployed in a scientifically superiormanner, but its fundamental
place in his systemmakes him an heir of classical economics, in the same way
that Einstein can be seen as an heir of classical physics.14

In his Contribution to the Critique of Political Economy of 1859, the first pub-
lished fruits of the labours undertaken in the Grundrisse, Marx described the
situation in classical economics at the time of his writing:

Since the determination of exchange value by labour-time has been for-
mulated and expounded in the clearest manner by Ricardo, who gave to
classical political economy its final shape, it is quite natural that the argu-
ments raised by economists should be primarily directed against him.

12 For a detailed example of the process of conceptual change within theoretical devel-
opment, see Nersessian’s study of the ‘field’ concept, Faraday to Einstein: Constructing
Meaning in Scientific Theories (1984).

13 Marx to Ludwug Kugelmann, 28 December 1862, in MECW 41, p. 436.
14 For a contemporary example of this view, from an author particularly sympathetic to

Marx, see Duncan Foley, ‘The Long-Period Method and Marx’s Theory of Value’, in Volker
Caspari (ed.), The Evolution of Economic Theory: Essays in Honour of Bertram Schefold
(Abington: Routledge, 2011), pp. 15–38.
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There follows a list of four points to which the disagreements of the post-
Ricardian economists could be reduced:

One…given labour-time as the intrinsic measure of value, how are wages
to be determined on this basis? …

Two … how does production on the basis of exchange value solely
determined by labour-time lead to the result that the exchange value of
labour is less than the exchange value of its product? …

Three … The exchange value of commodities is … determined not by
the labour-time contained in them, but by the relation of demand and
supply. In fact, this strange conclusion only raises the question how on
the basis of exchange value a market-price differing from this exchange
value comes into being [this is what was to become known as the value-
price transformation problem] …

Four … how does the exchange value of natural forces [which are not
products of labour] arise?15

A striking fact about this list of problems is that it adds up to the main prob-
lem to which classical political economy had addressed itself : an explanation of
the distribution of the social product among the three great classes of workers,
capitalists, and landlords, to bemade possible by an explanation of themarket-
price systemas a regulator of social production. Apart from the degree towhich
his diagnosis of a political basis for the loss of faith in Ricardian concepts is cor-
rect,16 what Marx describes in this passage is evidently a situation of the sort
that Thomas Kuhn famously analysed in his The Structure of Scientific Revolu-
tions as a ‘crisis’ in a scientific theory, in which an accumulation of important
problems in a field leads to a general loss of confidence in the set of categories
andmethods guiding research and discussion in the field. Yet, althoughMarx’s
revolution aimed to solve problems that had arisen in the practice of political
economy as a ‘normal science’ (to use Kuhn’s vocabulary), his intention was
not to create an improved political economy, any more than the communist

15 Marx Contribution to the Critique of Political Economy [1859], in MECW 29, pp. 301–2.
16 That this degree is not negligible is suggested by comments by turn-of-the century eco-

nomists, such as J.B. Clark’s defence of the marginalist theory of the distribution of
income: ‘if [the workers] create a small amount of wealth and get the whole of it, they
may not seek to revolutionize society; but if it were to appear that they produce an ample
amount and get only a part of it, many of them would become revolutionists and would
have the right to do so’ (The Distribution of Wealth: A Theory of Wages, Interest and Profits
[New York: Macmillan, 1902], p. 4), cit. Hausman, Capital, Profits, and Prices (1981), p. 190.
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revolution he envisaged was supposed to solve problems (poverty, inequality,
unemployment, trade crises) produced by the normal functioning of capitalist
society by reforming that society.

Classical economic theory hadnot, like nineteenth-century electromagnetic
field theory, thrown up unsolvable problems in the course of yielding powerful
explanatory and predictive results. It had failed at the basic task it had set itself.
Marx was the inheritor of Ricardo’s economics only in that his starting-point
was the inability of the classicals to solve the problems which their analytic
work had posed. What Marx did with his inheritance was to demonstrate that
this inability was due not to some accidental shortcomings of Ricardo or to the
purely intellectual difficulty of the problems, but to basic assumptions of the
classical approach. Marx promised to solve the problems produced by classical
theory by his own approach: the first by ‘the theory of wage labour’; the second
by ‘our analysis of capital’; the third by ‘the theory of competition’; and the last
by ‘the theory of rent’.17 This approach would not constitute an improved eco-
nomics but wasmeant to break the spell of economic concepts and theories on
the minds of modern people.

This kind of radical alteration in theory, involving a fundamental reconcep-
tualisation of its objects, is not peculiar to social science: the abandonment
of Aristotelian for Galilean physics and the related early-modern replacement
of Aristotelian biology by mechanicism were similarly profound Both these
examples involved rethinking the similarities and differences between living
beings and the rest of nature: in the first case, the dropping of an anthro-
pomorphic concept of movement and force, in the second a basic remodel-
ing of the conceptualisation of animate being.18 In Marx’s case, the change
involved the reconceptualisation of ‘the economy’ as an historical social con-
struct, dependent for its existence on humans’ perpetuation of certain modes
of conceptually mediated action. The scientific revolution effected by Marx
therefore involved not only a redefinition of economic categories but the con-
struction of another sort of categories, explicitly social and historical ones.19

17 Marx, Contribution to the Critique of Political Economy [1859], in MECW 29, p. 302.
18 It was the remodeling of human beings as machines, in the context of Christianity, that

produced the mind-body problem, which did not arise in the Aristotelian system.
19 The ideological – i.e., systematicallymisrepresentational – character of the economic cat-

egories is at the heart of ‘the striking analogy between metaphysics, in a narrow sense,
according to Kant, and ideology in the Marxian sense’, to which Witt-Hansen draws our
attention. Because it was precisely the great metaphysical questions which could not be
answered by pure Reason, Kant claimed to be the author not of a new metaphysic but of
the outline of an entirely new science, the science of Reason and its limits, which would
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Moreover, these categories bear on the social constructions – including modes
of behaviour and forms of conscious reflection on that behaviour – on which
the continued existence of the economy as a mode of social life depends.

Thus more is at stake in Marx’s work than a relation between two theor-
ies. Since in Marx’s conception theories are to be understood as representa-
tions of socially regulated experience, theoretical critique here echoes Hegel’s
remark that dialectical consciousness is not ‘peculiarly confined to the philo-
sopher’, so that it ‘would be truer to say that dialectic gives expression to a law
which is felt in all other grades of consciousness, and in general experience’.20
In this, Hegel’s formulation of dialectic goes well beyond Kant’s conception
of Kritik. Marx’s represents a further, and distinct, development of the idea,
since he regards his theoretical Aufhebung, the critique of political economy,
as a response not to some necessity inherent in the inadequacy of the con-
ceptual structure of classical economics – an inadequacy that had not on its
own provoked a theoretical advance among the economists – but as called for
and rendered possible by the experienced crisis tendency of capitalism and the
workers’ movements responding to it.

Although Capital is recognised to be a critique of political economy, this is
generally not taken to have important implications for the structure of Marx’s
argument. It is only natural, then, for discussions of that structure, what he
called the ‘method of presentation’ of his theory, to proceed primarily in terms
of various logics of theory construction; for example, by searching for analogies
to theprogressionof concepts inHegel’s logic or,more generally, by noting such
features as a movement from relatively abstract to relatively concrete descrip-
tions. I will argue that the architectonic of Marx’s work cannot be adequately
understood without direct reference to its character as a critique not just of
rival theories but of what I will call economic discourse.

Political Economy as Text and Discourse

Writing to Lassalle in 1858, Marx described the manuscript he was completing
as ‘a Critique of Economic Categories or, if you like, a critical exposé of the sys-
tem of the bourgeois economy. It is at once an exposé and, by the same token,
a critique of the system’. He goes on to say that ‘generally speaking the cri-

provide a solution to all metaphysical problems by redefining them (Historical Material-
ism [1960], p. 28).

20 Hegel, Logic (1975 [1830]), pp. 149–50 (§81).
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tique and history of political economy and socialism would form the subject
of another work, and, finally, the short historical outline of the development
of economic categories and relations yet a third’.21 It is clear that ‘economy’
is meant differently in Marx’s description of his current project (and his pro-
jected third book) and of his planned second book. In the first, Marx speaks
of a critique directed at a system of social relations, in the second of a cri-
tique of economic theory. And yet, the ambiguity of Ökonomie appears also
in the reference to Kategorien as objects of critique. It is in fact essential to
Marx’s conception of his theoretical project that economic categories be both
what Durkheim would call ‘social facts’ and what some later French thinkers
would call ‘mentalités’. Cultural, embodied in linguistic behaviour along with
other modes of action, these categories, as symbolic representations of certain
modes of social action, function to organise and can therefore be seen in those
modes of action.

A couple of examples may clarify this central element of Marx’s thinking:
‘Art’, once it came to be used in the later eighteenth century to classify a range
of objects and performances valued as collectible objectifications of creat-
ive activity, both defined a type of production and could also be projected
backwards into history to classify objects – Greek tableware, Egyptian temple
statues, medieval altarpieces – originally produced with very different social
purposes and significations.22 Perhaps an even better example, because of its
confusion of social-historical and scientific aspects, is the concept of ‘race’, like
the categories of economics a product of early modern society. Although the
consensus of scientific thought has long been that there are no races in bio-
logical reality, the concept continues to function, however roughly and even
paradoxically (so that, for instance, in the United States a ‘white’ woman can
bear a ‘black’ child, but a ‘black’ woman cannot have a ‘white’ child) so per-
vasively that it is almost indispensable in daily life in modern countries. As
we will see in some detail, concepts like ‘value’, ‘labour’, and ‘capital’ have
this culturally-constructed character; speaking of historically variable ‘forms
of social life’ in the first volume of Capital, Marx wrote that ‘The categories of
bourgeois economics consist precisely of forms of this kind. They are forms
of thought which are socially valid and therefore objective, for the relations of
production belonging to this historically determined mode of social produc-
tion, i.e., commodity production’.23

21 Marx to Lassalle, 22 February 1858, in MECW 40, p. 270.
22 See my Art in Its Time: Theories and Practices of Modern Aesthetics (2003), Chs. 1–3.
23 Marx, Capital I, p. 91.
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The economists’ category of ‘value’ was produced in the attempt to under-
stand commodity exchange, which had long since developed as a social prac-
tice. It corresponds to the vernacular concept of value invokedwhen it is asked
what some good is ‘worth’ or if payment for it will receive ‘value for money’.
What makes it appropriate to describe features of that practice themselves
as categories is, in Marx’s conception, that they amount to a historically spe-
cific mode –whatMarx calls a ‘social form’ – of organising the nature-imposed
task of production. They embody, so to speak, a view of the labour process.
In the exchange of commodities the kinds of labour that have produced them
are, necessarily, treated as interchangeable. Exchange establishes their inter-
changeability. This involves a different way of classifying, dealing with, and
thinking about labour than one in which the products of different kinds of
labour are not treated as interchangeable.

Further: interchangeability of products makes the labour that has produced
them social. In capitalism, it is the exchange process that by realising the
social character of commodity-producing labour signifies this mode of social-
ity. Other kinds of labour can have a social character as well, of course – for
instance, much of the work performed in the household. But this can be expli-
citly recognised as social, by the use of such categories as ‘chores’. Commodity-
producing labour has a special status in capitalist society (namely, it is ‘product-
ive’ labour, productive of surplus value). It is a special kind of social labour, and
this character also needs to be signalled in some way. It is the act of exchange
against money that in this case classifies the labour performed as social labour.
As Marx explains it in the Grundrisse, money as ‘sign of exchange value’ is a
‘symbol’ that ‘represents’ the social labour contained in a particular commod-
ity.24The vocabulary of value – the equation of a commodity to a sumof money
in answer to the question, how much is it worth? – provides a signifier for this
particular type of social labour.

There are thus two levels of representation to be distinguished under the
heading of economic categories. First, commodity exchange ‘transforms every
product of labour into a social hieroglyphic’. In the exchange process, each of
two commodities exchanged represents the labour that has gone into themak-
ing of the other product, and by doing so marks that labour as social. Because
equation to a sum of money is the only form in which labour is so marked,
‘value’ as an expression in everyday language is used to refer to an (apparent)
property of commodities.

24 Marx, ‘EconomicManuscripts of 1857–58’, inMECW 28, p. 82. Though aswe saw in Chapter
2, it is not just a symbol.
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On the second level, that of economic theory, ‘value’ so used is a phe-
nomenon to be explained; it is asked what determines the value of a commod-
ity, or in what the value of commodities consists. ‘Later on, men try to decipher
the hieroglyphic, to get behind the secret of their own social product: for the
characteristic which objects of utility have of being values is as much men’s
social product as is their language’.25 According to Marx, the classical econom-
istswere not able finally to ‘decipher the hieroglyphic’, specifically because they
were unable to recognize the representational – the cultural-historical – char-
acter of value.

To recognise this character, as Marx did, is to transform the conditions of
theorisation. From his point of view (though not in his words), to understand
value is to understand a social practice and the discourse that is part of it.
‘Political economy’, Marx wrote, ‘has indeed analyzed value and its magnitude,
however incompletely, and has uncovered the content concealed within these
forms. But it has never once asked the question why this content has assumed
that particular form, that is to say, why labour is expressed in value …’26 To ask
this is to ask a social-historical question, one not answerable within econom-
ics: under what conditions did people come to represent social labour in the
form of exchange value? It is to ask a question about the historical conditions
of economic discourse, about the circumstances under which the categories of
economics have a use.27 Marx’s ‘critique’ is thus an expansion of the Kantian
idea of a demonstration of the limits of applicability of some theory or, more
broadly, some discourse: an historical critique of economic theory is also a cri-
tique of the social practice in relation to which economic discourse exists.

Capital is, in accord with the intentions expressed in Marx’s letter to Las-
salle, not a study of political economy as a set of texts (‘the critique and the
history of political economy’, which was to come later). It is an investigation of
economic discourse – the field of categories defining amode of conceptualisa-
tion and discussion of social experience. For this reason,Marx refers to specific

25 Marx, Capital I, p. 167.
26 Ibid., 174. See also Marx’s comment in the manuscript later published as Theories of Sur-

plus Value (Marx, ‘Economic Manuscript of 1861–63’, in MECW 31, pp. 389–90): ‘… Ricardo
does not examine the form – the peculiar characteristic of labour that creates exchange
value or manifests itself in exchange values – the nature of this labour. Hence he does not
grasp the connection of this labourwithmoney or that itmust assume the form of money’.

27 This – a question about the systemic conditions of existence of a capitalist economy –
should be distinguished from the strictly historical question about the process that
brought those systemic conditions into existence (the topic of Marx’s projected third
book, in the letter to Lassalle quoted above).
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texts in Capital for the most part in footnotes, as illustrations of his analysis.
Because social experience itself has a discursive aspect – because the categor-
ies fundamental to economic theory are (relative) theorisations of categories
describing, as they have a part in, structures of social practice – the critique of
the categories deployed in political economy raises questions about the soci-
ety reproduced by way of that social practice. This is why Capital is a critique
of economic categories, as determinants of social practice, by way of an invest-
igation of the conditions of applicability of economic theory.

Representation and Reality

In the ‘General Introduction’ that heads the Grundrissemanuscript, Marx con-
cludes a discussion of the sequence in which topics should be taken up in a
critical study of capitalist economics by declaring that

The order obviously has to be (1) the general, abstract determinations
which obtain in more or less all forms of society … (2) The categories
which make up the inner structure of bourgeois society and on which
the fundamental classes rest. Capital, wage labour, landed property. Their
interrelation … (3) Concentration of bourgeois society in the form of the
state … (4) The international relation of production… (5) The worldmar-
ket and crises.28

The preface to the Contribution to the Critique of Political Economy, the first
published work to emerge from these manuscripts, restates this plan as the
series of topics ‘capital, landed property, wage-labour; the State, foreign trade,
world market’.29 This evidently corresponds to the contents of (2)–(5) in the
Grundrisse plan (which in this form Marx never changed).30 Abandoned is
what had earlier seemed the ‘obviously’ proper beginning with a treatment of
‘the general, abstract determinations which obtain in more or less all forms of
society’. The general introduction is omitted since, Marx says, ‘it seems to me
confusing to anticipate results which still have to be substantiated’.31

28 Marx, ‘Economic Manuscripts’, in MECW 28, p. 108.
29 Marx, Contribution [1859], in MECW 29, p. 261.
30 For a discussion of Marx’s evolving writing plan, see Maximilien Rubel, ‘Plan et méthode

de l’Économie’ (1974b).
31 Marx, Contribution, in MECW 29, p. 261.
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A glance at the Grundrisse introduction shows the nature of these ‘results’.
They fall into two main groups. The first Marx describes under the headings
‘1) Production in General; 2) General Relationship Between Production, Dis-
tribution, Exchange and Consumption; 3) The Method of Political Economy’.
The second falls under the heading ‘4) The Means (Forces) of Production and
ProductionRelations; ProductionRelations andRelations of Intercourse, etc’.32
Sections (1) and (2) concern general categories of the discourse of political
economy. In the first Marx emphasises the social and historical nature of the
human relation to nature called ‘production’, thereby criticising the econom-
ists’ attempt ‘to present production … as encased in eternal natural laws inde-
pendent of history, at which opportunity bourgeois relations are then quietly
smuggled in as the inviolable natural laws, on which society in the abstract is
founded’.33 In the second section he focuses on ‘the various categories which
the economists line upnext to’ that of production.34Arguing against bothbour-
geois economists and radical critics of capitalism (notably Proudhon) Marx
insists on the analytical primacy of the category of ‘production’ for social ana-
lysis. Finally, his discussion of method emphasises again that ‘even the most
abstract categories … are… themselves a product of historic relations, and pos-
sess their full validity only for and within those relations’.35

The first group of topics, then, develops a critique of fundamental categor-
ies of bourgeois political economy. Presumably the ‘results which still have to
be substantiated’, therefore, concern the limits and inadequacies of bourgeois
theory. Their substantiation would be the Marxian critique as a whole, and in
fact Marx returns to ‘Relations of Distribution and Relations of Production’ at
the end of the materials published posthumously as Volume III of Capital. On
the other hand, Marx judged it appropriate to give, in the preface to the Contri-
bution, a précis of his conception of the dynamic relation between ‘production
relations and relations of intercourse’, in the form of ‘brief remarks regarding
the course of my study of political economy’.36

These ‘remarks’, removed from their context, as they are in countless antho-
logies, constitute one the best-known passages inMarx’s oeuvre, themost con-
cise statement of what came to be called ‘historical materialism’. It is worth
remembering that they represent a highly abbreviated residue of (the last part
of) Marx’s projected introduction to his critique of economic categories when

32 Quoted from the cover of Marx’s 1857–8 notebook in MECW 28, p. 542 n. 6.
33 Marx, ‘Economic Manuscripts’, in MECW 29, p. 87.
34 Ibid., p. 88.
35 Ibid., p. 105.
36 Marx, Contribution [1859], in MECW 29, p. 261.
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we ask, as is rarely done, what is the significance of their presence at the head
of the Contribution, beyond their announced purpose of demonstrating that
Marx’s views ‘are the outcome of conscientious research carried on over many
years’.37

The central point of Marx’s remarks is made in his statement that ‘It is not
the consciousness of men that determines their existence but their social exist-
ence that determines their consciousness’.38 It was his conviction on this point
that led Marx in the early 1840s away from philosophy to the study of polit-
ical economy. In particular he became convinced that a study of ‘relations of
production’ was required if the prospects for social revolution were to be com-
prehended.

In studying such transformations it is always necessary to distinguish
between the material transformation of the economic conditions of pro-
duction, which can be determined with the precision of natural science,
and the legal, political, religious, artistic, or philosophical – in short, ideo-
logical forms in which men become conscious of this conflict and fight it
out. Just as one does not judge an individual bywhat he thinks about him-
self, so one cannot judge such a period of transformation by its conscious-
ness, but, on the contrary, this consciousness must be explained from
the contradictions of material life, from the conflict existing between the
social forces of production and the relations of production.39

At the timewhenhewrote thesewordsMarx seems tohavebelieved thathewas
living at least near such a period of social transformation. He wished his work
to contribute to the coming social revolution by clarifying the issues at stake.
Wemay remember here the intention stated inMarx’s 22 February 1858 letter to
Lassalle, that ‘another book’ (in addition to the six called for by the plan of his
critique) should address the critique and history of socialism alongwith that of
political economy, contributing to thepolitical debate thatwouldbepart of any
revolutionarymovement. But just as the discourse of political economy is criti-
cised in advance of detailed examination of the history of economic theory, so
socialist ideologies fall already under the same critique insofar as they submit
to the rule of that discourse. Thus Marx wrote to Weydemeyer, in reference to
the chapters on commodities and money in the Contribution, that ‘[i]n these

37 Ibid., p. 265.
38 Ibid., p. 263.
39 Ibid.
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two chapters, the Proudhonist socialism now fashionable in France – which
wants to retain private production while organizing the exchange of private
products, to have commodities but not money, is demolished to its very found-
ations. Communismmust above all rid itself of this “false brother” ’.40 This was
all the more important in Marx’s eyes as he had come, since his move to Eng-
land, to understand that such ideas, far from being peculiar to Proudhon, were
widespread in the English workers’ movement.

Essential to Marx’s project, then, was a distinction between people’s under-
standing of their social activities and the actual processes underway (particu-
larly in a ‘period of transformation’). Such a distinction implies, first, the need
for a redescription of those activities, in terms systematically different from
those in use. Second, it suggests that, in place of the usual procedure of analys-
ing society bymeans of the categories in current use, thenormal understanding
of social life is itself to be explained by reference to features of that life as
redescribed.41 In the case of Marx’s critique, the normal terms are those fur-
nished by economic discourse, taken for granted by political economy. The
workings of this discourse must itself be explained by reference to the categor-
ies of a newly produced social description.

The Starting Point

Marx takes his distance from the economists’ representation of the socialworld
in the first sentence of his text. ‘The wealth of bourgeois society’, the Contribu-
tion begins, ‘at first sight, presents itself as an immense accumulation of com-
modities, its unit being a single commodity’.42 Capital only reformulates this
with more elegance, quoting the earlier version to emphasize the continuity
of thought: ‘The wealth of societies in which the capitalist mode of production
prevails appears as an “immense accumulation of commodities”; the individual
commodity appears as its elementary form’.43 Translation obscures the fact

40 Marx to JosephWeydemeyer, 1 February 1859, in MECW 40, p. 377.
41 For a discussion of the epistemological issues raised by this project, see my Social Know-

ledge (1986).
42 Marx, Contribution, in MECW 29, p. 269. Lest this observation of Marx’s be taken as out-

moded, it is to be noted that Thomas Piketty’s Capital in the Twenty-First Century (2014),
the most celebrated recent work of economic theory, defines ‘capital’ as ‘all forms of
wealth that individuals (or groups) can own and that can be transferred or traded through
the market on a permanent basis’ (p. 46).

43 Ibid., p. 125.
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that Marx uses the same verb in both texts: erscheint, which refers, through
Hegel’s particular treatment of it, to the oldest of philosophical and scientific
distinctions, that between appearance and reality. ‘Appearance’ here indicates
the terrain of economic discourse.

The object of study is that identified by the ‘father of political economy’,
Adam Smith: thewealth of nations, ‘the necessaries and conveniences of life’.44
To begin with the analysis of commodities is to begin with the science of polit-
ical economy Smith initiated, which he defined in opposition tomercantilism’s
equation of wealth with money. From the viewpoint of political economy, as
J.S. Mill explained in his Principles of 1848, money ‘is rightly regarded as wealth’
but so also is ‘everything else which serves any human purpose’. Thus wealth
may be defined as ‘all useful or agreeable things which possess exchangeable
value’45 – i.e., as commodities. In his restatement of Mill’s definition, however,
Marx specifies the wealth under discussion by reference to a specific type of
‘nation’, bourgeois society.This sentence, then, contains in nuce the programme
of theMarxian critique as awhole. The appearance of wealth in the commodity
form is to be explained, in the manner suggested by the preface to the Contri-
bution, by reference to the system of social relations constituting the capitalist
mode of production.

If the mention of social wealth calls Smith to mind, Marx’s initial theme –
use value and exchange value as complementary properties of the commod-
ity – evokes the authorMarx considered the greatest of all economists. The first
chapter of Ricardo’s Principles of Political Economy, ‘On Value’, opens with the
distinction between value in use and value in exchange; this is echoed by the
second sentence of the Contribution’s Chapter 1, and is the main topic of the
version of this chapter in Capital as well. In this Marx is choosing the path of
Ricardo into economic discourse as against that of, say, Mill. Thus he insists in
the Grundrisse that ‘In order to develop the concept of capital, we must begin
not with labour, but with value, or more precisely, with the exchange value
already developed in the movement of circulation. It is just as impossible to
pass directly from labour to capital’ – as Mill does, in the first four chapters
of the Principles, discussing value only in Book III, on Exchange – ‘as from
the different races of men directly to the banker, or from nature to the steam-
engine’.46 The reason is that ‘labour’, which can be used as a transhistorical
concept, does not then pick out an element specific to capitalist society, any

44 Smith, An Inquiry into the Nature and Causes of theWealth of Nations (1976 [1776]), p. 10.
45 J.S. Mill, Principles of Political Economy (1965 [1848]), pp. 7, 10.
46 Marx, ‘Economic Manuscripts’, in MECW 28, p. 190. The passage is repeated in the ‘Eco-

nomic Manuscript of 1861–63;’ see MECW 31, p. 20.
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more than ‘means of production’ does; only when specified as the producer of
value can the category of labour serve in an explanationof thenature of capital,
accumulated surplus value.

Thus it is that the index to the Grundrisse manuscripts which Marx pre-
pared as preliminary to producing a publishable text begins with the head-
ing, ‘I) Value’ (followed by ‘II) Money’ and ‘III) Capital in general’).47 When
he began to prepare that text, Marx still called his first chapter ‘Value’. But
he opened with a sentence recognisably the ancestor of the initial sentences
of the Contribution and Capital: ‘The first category in which bourgeois wealth
makes its appearance is that of the commodity’.48 ‘Commodity’, strikingly, is not
among the ‘simplest determinations’ – the thinnest abstractions to be reached
through analysis of the concrete phenomena of economic life, such as ‘division
of labour, money, value… exchange value’ – listed in the ‘General Introduction’
to the Grundrisse.49 The analogous passage in the preface to the first edition of
Capital speaks of ‘the power of abstraction’ as revealing ‘the commodity form
of the product of labour, or the value-form of the commodity’ as ‘the economic
cell-form’ of bourgeois society.50 This idea led, as we know, to the writing of the
chapter on the commodity,which replaced value as the starting-point of Marx’s
study of capital,51 or rather which provided the theme in relation to which he
developed the theory of value.

This might seem to be a minor point. Yet in his notes on Adolph Wagner,
written in 1879–80, Marx stressed that ‘for me neither “value” nor “exchange
value” are subjects, but the commodity’.52 One significance of this change is
suggested by a passage in the Grundrisse written before it was made. Discuss-
ing the exchange relation, in the ‘Chapter on Capital’, Marx calls the ‘pure form’
of exchange ‘the economic aspect of the relationship’, contrasting it with ‘the
content’ which ‘lies wholly outside the specifically economic form’, and is ‘the
different use value of the commodities to be exchanged’.53 This is the same con-
trast made in Capital by distinguishing the value form of the commodity from

47 Marx, ‘Index to the 7 Notebooks’, in MECW 29, pp. 421–3.
48 Marx, ‘Economic Manuscripts’, in MECW 29, p. 252.
49 Marx, ‘Economic Manuscripts’, in MECW 28, pp. 37–8.
50 Marx, Capital I, p. 90.
51 See Marx’s letter to Engels, 29 November 1858, in MECW 40, p. 358. For a detailed and illu-

minating discussion of this transformation of Marx’s plan, see Fred Schrader, Restauration
und Revolution (1980), pp. 196ff.

52 Marx, ‘Marginal Notes on Adolph Wagner’s Lehrbuch der politischen Ökonomie’, in
MECW 24, p. 534.

53 Marx, ‘Economic Manuscripts’, in MECW 28, pp. 173, 174.
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its use value, ‘thematerial content of wealth, whatever its social formmay be’.54
To begin with value as such would have been to begin inside the discourse of
economics; to beginwith the commodity is implicitly to set the society inwhich
that discourse has its place against other forms of society in which it does not.
Transhistorical content must exist always in one form or another, but there is
no reason why it must eternally exist in this form.55

There is a further aspect of this matter to be noted. What is peculiar to
capitalism is not the phenomenonof exchange value, but the fact that the com-
modity is the dominant formof product, so thatwealth appears as an ‘immense
collection of commodities’. This is only the case (as Marx argues in Capital)
when the ability toperform labour is itself a commodity. ‘The capitalist epoch is
therefore characterized by the fact that labour power, in the eyes of the worker
himself, takes on the form of a commodity which is his property; his labour
consequently takes on the form of wage-labour. On the other hand, it is only
from thismoment that the commodity-formof the products of labour becomes
universal’.56 The condition of this is the separation of the producers from the
means of production, including land, which makes it impossible for them to
produce goods either for their own consumption or for exchange. The general-
isation of the commodity form, that is, is an index of the class relation between
capital andwage labour, the relation thatmakespossible the exploitationof the
working class by the owners of capital. Its key point is the appearance of labour
power as a commodity.57

54 Marx, Capital, Vol. I, p. 125.
55 For a related argument about Marx’s choice of the commodity as his starting point see

Martha Campbell, ‘Marx’s Concept of Economic Relations’ (1993), especially pp. 144ff.
56 Marx, Capital, Vol. I, p. 274.
57 Derek Sayer is therefore mistaken in holding that capital ‘in no sense’ remains ‘the start-

ing point as well as the finishing point’ of Marx’s investigation. According to Sayer, ‘The
hidden exegetical structure of Capital is that of a hierarchy of conditions of possibility.
Thus the commodity is analyzed before money, and money before capital, the first form
in either pair being a condition of the second; the concept of value is developed before
that of surplus value, and that of surplus value before those of its transmuted forms (profit,
rent, interest) for the same reason’ (Marx’s Method: Ideology, Science and Critique in Cap-
ital [1983], p. 101). The hierarchy Sayer has in mind is one of logical conditions, a structure
that givesCapital a ‘quasi-deductive’ form for good reason reminiscent of the ‘dialectically
necessary’ sequence of categories in Hegel’s logic.Without returning to the topic of Marx
and dialectic, it can be pointed out that Sayer’s purported logical chain of categories in
Capital does not exist.

While Marx indeed defines capital – at least, initially – in terms of money and, obvi-
ously, surplus value in terms of value, the commodity cannot be ‘analyzed before money’
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The Argument in Capital

The first chapter of Capital presents the general form of Marx’s argument as
a whole, within the limits set by its position in the book. Beginning with the
commodity as the historical form in which wealth appears in capitalist soci-
ety, Marx proceeds to describe exchange value as it ‘appears’ in the exchange
ratio between two commodities. ‘Value’ is then defined as the reality, which
thus appears, although Marx is quick to emphasise that it can only appear in
this form. ‘We may twist and turn a single commodity as we wish; it remains
impossible to grasp it as a thing possessing value’. This is because value is
a ‘purely social’ property, a relation between people engaged in commodity
exchange, and therefore ‘can only appear in the social relation between com-
modity and commodity’.58 This reference to a ‘social relation’ between things
is at once ironic, hinting at the topsy-turvy character of a world in which
people represent their mutual relations by relations between things, and liter-

since the analysis of money is part of that of the commodity. Under capitalist conditions
money and commodities exist together as elements of market exchange. As Marx argues,
even if we imagine the simplest, exchange of good against good, eachmust function, if the
other is to be a commodity, as the value equivalent of the other – and thus functionally as
already money. The commodity is discussed before money not because it is a condition
of the latter’s existence but because, as a unity of use value and exchange value, it repres-
ents the double character of capitalism, as a particular form of the general imperative of
production, whose historically specific aspect is exhibited in money.

Further, as this suggests, capital is the condition for the dominance of the commodity
form,Marx’s starting point: in thewords of the draft ‘sixth chapter’ of Capital, ‘Only on the
basis of capitalist production does the commodity actually become the universal element-
ary form of wealth’, the cell form (Marx, ‘Results of the Immediate Process of Production’,
in Capital I, p. 951). The initial discussion of the commodity is thus already – as the open-
ing sentence of Capital suggests – a discussion of capital. Finally, the concept of surplus
value, as we shall see, is developed ‘before those of its transmuted forms’ not because it
is logically prior but because it is epistemically posterior. It constitutes Marx’s theoret-
ical explanation of the phenomena of profit, rent, and interest, which, as well-established
elements of economic practice anddiscourse, occupy a radically different epistemological
status than theirMarxian explanation. Here, too, it is the relation of reality (surplus value)
to appearance (profit et al.), the relation of social-theoretical explanation to ideological
form, that is represented by the structure of the argument.

For the relation between the focus on the commodity andMarx’s discovery of the two-
fold nature of commodity-producing labour, on the one hand, and his abandonment of an
Hegelian mode of conceptual development in the presentation of his ideas, on the other,
see Schrader, Restauration und Revolution (1980), pp. 204–13.

58 Marx, Capital I, pp. 138–9.
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ally true, for as exchange is a social act, exchange relations are social relations.
It becomes ironic when the actual exchangers are left out of the depiction of
the act (and the irony is doubled when, in Chapter 2, the exchangers appear
as the ‘bearers’ of commodity relations, as persons who ‘exist for one another
merely as representatives, and hence owners, of commodities’).59

Irony is the appropriate rhetorical mode here, for it is the particular set of
social practices that go under the name of exchange that the discursive rep-
resentation of those practices as an exchange of commodities conceals.60 Cap-
italism, like any other mode of society, must, whatever else it does, organise
the labour process by which human life is maintained. It is clear that, in the
absence of any other mechanism for doing this, it is – as the classical eco-
nomists already realised – the practice of market exchange that regulates the
production and distribution of goods. For this reason ‘the private producer’s
brain reflects [the] … social character of his labour only in the forms which
appear in practical intercourse, in the exchange of products’.61 This is what
Marx calls the ‘fetishism’ of commodities, the treatment of the historical pecu-
liarities of capitalist society, in everyday life and economic theory alike, as
though theywere ‘asmuch a self-evident and nature-imposed necessity as pro-
ductive labour itself ’.62 Ending with the discussion of this ‘fetishism’, Marx’s
chapter has begun with a set of appearances – the phenomena of commodity
exchange – which are then redescribed in terms of a novel theoretical vocabu-
lary (notably, the distinction between abstract and concrete labour) thatmakes
possible a social-historical explanation of the appearances and their place in
economic discourse.

Marx is at pains in his chapter on the commodity to demonstrate the odd-
ness, even the ‘absurdity’ of economic discourse. But the demonstration of its
inability to account for fundamental aspects of capitalism comes only in Part II
of the first volumeof Capital, whichexplicitly introduces the concept of capital.
Capital is money advanced tomakemoney. Considered ‘in the form in which it

59 Ibid., pp. 178, 91.
60 Ibid., p. 169. For a stimulating discussion of irony in Marx’s deconstruction of economic

discourse, see Wolff, Moneybags Must Be So Lucky. On the Literary Structure of ‘Capital’
(1988). Despite its excesses and errors this is an interesting little book. Its treatment of
Marx’s critique of economics is all themore remarkable given its description of Capital as
‘a work of theoretical economics’ and its author’s own insistence, in an earlier book, on a
neo-Ricardian reconstruction of Marxian theory – a project quite incompatible with the
picture of that theory given in the later volume.

61 Ibid., p. 166.
62 Ibid., p. 175.
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appears (erscheint) directly in the sphere of circulation’,63 its existence is inex-
plicable, for acts of exchange, as Marx argues, cannot produce an increment
of value. As we know, the solution to this riddle is the existence of the com-
modity labour power, embodied in a class of propertyless producers. It is the
purchase and use of this commodity by capitalists thatmakes possible the pro-
duction of value in excess of its own value. ‘The consumption of labour power
is completed, as in the case of every other commodity, outside themarket or the
sphere of circulation’. To understand the production of surplus value, therefore,
we must leave the realm of appearances, ‘this noisy sphere, where everything
takes place on the surface and in full view of everyone’, for ‘the hidden abode
of production’.64

This represents a further break with the Ricardian model, of course. From
Ricardo’s point of view, ‘the principal problem in Political Economy’ is ‘to
determine the laws which regulate [the] distribution’ of ‘the produce of the
earth … among three classes of the community …’65 The second section of
the Grundrisse introduction had such a view in mind, in considering the rela-
tion between production and ‘the various rubrics which the economists place
alongside it’:

Production is determined by general laws of nature, distribution by social
chance, and it may therefore exert a more or less stimulating influence
on production … When looking through the ordinary run of economic
works, one is struck at once by the fact that everything is posited twice
in them, e.g. rent, wages, interest and profit figure under the heading of
distribution, while under the heading of production we see land, labour
and capital figure as agents of production … Economists like Ricardo …
have… regarded distribution as the only object of [political] economy, for
they have instinctively treated the forms of distribution as the most def-
inite expression in which the agents of production are found in a given
society.66

Because of its double nature, the commodity form obscures the class relation
on which its social dominance rests. For when the ability to work appears as a
commodity, its exchange against money seems no different from any other act
of market exchange. (In Ricardo’s words, ‘Labour, like all other thingswhich are

63 Ibid., p. 257.
64 Ibid., p. 279.
65 Ricardo, On the Principles of Political Economy and Taxation (1966 [1817]), p. 5.
66 Marx, ‘Economic Manuscripts’, in MECW 28, pp. 26–7, 32–3.
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purchased and sold, andwhichmaybe increased or diminished in quantity, has
its natural and its market price’.)67 Thus

The sphere of circulation or commodity exchange, within whose bound-
aries the sale and purchase of labour power goes on, is in fact a very Eden
of the innate rights of man. It is the exclusive realm of Freedom, Equal-
ity, Property, and Bentham. Freedom, because both buyer and seller of
a commodity, let us say of labour power, are determined only by their
own free will. They contract as free persons, who are equal before the
law … Equality, because each enters into relation with the other, as with
a simple owner of commodities, and they exchange equivalent for equi-
valent. Property, because each disposes only of what is his own. And
Bentham, because each looks only to his own advantage. The only force
bringing them together [as in Smith’s description of the market] … is the
selfishness, the gain, and the private interest of each … And precisely for
that reason, either in accordance with the pre-established harmony of
things, or under the auspices of an omniscient providence, they all work
together to theirmutual advantage, for the commonweal, and in the com-
mon interest.68

These ideological categories – in their socialist as well as in their bourgeois-
economist use – must be distinguished from the actual ‘economic conditions
of production’. But this is not only to identify a scientific error; the actual con-
ditions explain the appearance, to the common and the educated sense of
bourgeois society, of the categories of economics as appropriate for thedescrip-
tion of those conditions. A passage in theGrundrissemakes clear that this is an
application of the ‘guiding principle’ of Marx’s studies explained in the preface
to the Contribution: ‘equality and freedom are not only respected in exchange
which is based on exchange values but, the exchange of exchange values is
the real productive basis of all equality and freedom. As pure ideas, equality
and freedom are merely idealized expressions of this exchange; developed in
juridical, political, and social relations, they are merely this basis on a higher
level’.69 The centrality of economic discourse to capitalist social life, which
itself reflects the dominance of the commodity form as the general form of the

67 Ricardo, Principles (1966 [1817]), p. 93.
68 Marx, Capital I, p. 280.
69 Marx, ‘Economic Manuscripts’, in MECW 28, p. 176. The last phrase is a striking variant

on the concept of ‘superstructure’, suggesting the error involved in over-literal readings of
Marx’s architectural metaphor.
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product of labour, shapes the vocabulary of politics, along with other systems
of representation, such as philosophy. It is for this reason that ‘the anatomy of
… civil society … has to be sought in political economy’.70 The inadequacies of
political economy, however, will point the way to a radically new understand-
ing of society.

The domain of production provides the solution to the problem of the ori-
gin of surplus value precisely because it does not share the essential features
of the marketplace, the domain of circulation. Freedom and equality are gone:
the exchange of labour power for wage concluded, ‘theworker works under the
control of the capitalist to whom his labour belongs …’71 The nature of capital
becomes clear: what from the point of view of economics is alternatively a sum
of money invested in production or the means of production purchased with
part of that sum is visible, in the activities constituting the production process,
as a social power relation between employer and employee. Later in Volume I
this redescription of capital is deepened, in the course of Marx’s explanation
of capital accumulation. Looked at over time, a capitalist in the present hires
workers with surplus value produced by workers in the past. ‘The relation of
exchange between capitalist and worker becomes a mere semblance belong-
ing only to the process of circulation, it becomes amere form, which is alien to
the content of the transaction itself, and merely mystifies it’.72

In this way the labour theory of value itself, the great theoretical conquest
of classical political economy (and generally reputed the foundation of marxist
economics) is revealed to belong to the appearances of economic discourse. In
the discussion of commodity exchange, ‘the rights of property seemed to us to
be grounded in aman’s own labour’ since ‘themeans of appropriating the com-
modities of others was the alienation of aman’s own commodities … produced
by labour’.

Now, however, property turns out to be the right, on the part of the cap-
italist, to appropriate the unpaid labour of others or its product, and the
impossibility, on the part of theworker, of appropriating his ownproduct.
The separation of property from labour thus becomes the necessary con-
sequence of a law that apparently originated in their identity.73

70 Marx, Contribution, in MECW 29, p. 262.
71 Marx, Capital I, pp. 291–2.
72 Ibid., pp. 729–30.
73 Ibid., p. 730. This idea is developed in themanuscript, ‘Results of the Immediate Process of

Production’: while ‘[c]apitalist production is the first tomake the commodity into the gen-
eral form of all produce’, this system ‘destroys the basis of commodity production in so far
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As the last sentence suggests, this is not an injustice to be corrected by polit-
ical enforcement of the rights of labour, but is essential to the existence of a
social system in which ‘labour’ is the name of a factor of production, and in
which market exchange is an act involving for all practical purposes ‘only the
mutually independent buyer and seller’.74 Were we to examine the exchange
process as one taking place between social classes, rather than between indi-
viduals, ‘we should be applying standards entirely foreign to commodity pro-
duction’75 and its style of self-representation. From the viewpoint implied by
those standards, however, value can be recognised to be a social form for the
exploitation of one part of society by another, in the guise of a principle of
equality in exchange.

While the exchange relation is a ‘mere form’ when it is a matter of explain-
ing the origin of surplus value, according to Marx actual modes of social life
are determined by such forms. In another variation on the basis/superstruc-
ture theme, Marx explains in Volume III of Capital that ‘the specific economic
form in which unpaid surplus labour is pumped out of the direct producers
determines the relationship of domination and servitude’ that differentiates
one form of class society from another, so that ‘[o]n this is based the entire
configuration of the economic community arising from the actual relations of
production, and hence also its specific political form’.76 Therefore Capitalmust
return, as it does in the second volume, to the circulation process with which
the argument began.

The commodity – or, better, the commodity-money pair – remains the cell
form of the specifically capitalist mode of exploitation. Wealth is not, as it
appears, an accumulation of commodities.Wealth is the accumulation of cap-
ital, and capital ‘is not only the command over labour, as Adam Smith thought.
It is essentially the command over unpaid labour’.77 But capital operates only
through the commodity form; it is the commodification of labour power that
makes possible the control over others’ labour in the specific form of surplus
value, as it is the ownership of money, accumulated surplus-labour, that gives
its possessor that control. ‘Capital, as self-valorising value, does not just com-
prise class relations, a definite social character that depends on the existence
of labour aswage-labour. It is amovement, a circulatory process through differ-

as the latter involves independent individual production and exchange of commodities
between owners or the exchange of equivalents’ (Capital I, p. 951).

74 Ibid., p. 733.
75 Ibid., p. 732.
76 Marx, Capital III, p. 927.
77 Marx, Capital I, p. 672.
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ent stages, which itself in turn includes three different forms of the circulatory
process’.78 Hence the material contained in Volume II, while covering a range
of topics, above all demonstrates that the category of themarket – in economic
terms, demand – represents the social form of the reconstitution and growth
of capital as a surplus labour-extracting system.79

This understanding, however, is only available on the basis of the critique of
economic categories effected in the first volume. Indeed, according to Marx, a
reexamination of the circulation process explains why to those whose experi-
ence is defined by its forms in action ‘the conditions of the original production
of value fall completely into the background … Both the restoration of the val-
ues advanced in production, and particularly the surplus value contained in
the commodities, seem not just to be realised only in circulation but actually
to arise from it’.80 The third volume of Capital, synthesising the class relation
at the heart of capitalist production with the specific forms in which capit-
als interact with one another, in explaining the forms taken by surplus value
in circulation – profit, interest, and rent – accounts more thoroughly for ‘the
everyday consciousness of the agents of production themselves’ and for the
economists’ theorisations of that consciousness.81

Volume III concludes, accordingly, with a discussion of theway inwhich the
workings of the economy obscure from view the nature of value, which seems
to be, not a representation of social labour under the control of capital, but a
method for the fair division of the social product among those who have con-
tributed in different ways to its production. The portion of the social product
necessary for the reproduction of the working class appears as wages, the price
of labour, just as the labour required to reproduce the means of production
appears as a portion of the price of the product. The labour performed beyond
that required for reproduction – the surplus labour – appears in the various cat-
egories into which its money-representation (‘surplus value’) is divided: profit,
interest, rent, commercial profit, each the payment for a ‘service’ rendered by
an owner of property. It must so appear, for in real economic life the various

78 Marx, Capital II, p. 185.
79 ‘In so far as the capitalist simply personifies industrial capital, his own demand consists

simply in the demand formeans of production and labour power… In so far as theworker
converts his wages almost wholly into means of subsistence … the capitalist’s demand for
labour power is indirectly also a demand for the means of consumption that enter into
the consumption of the working class’ (Capital II, p. 197).

80 Marx, Capital III, p. 966.
81 Ibid., p. 117.
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claimants to portions of the social product must be satisfied, at least in pro-
portion to their ability to make their claims count for others, if that life is to
continue.

Only at this point in the argument is commodity-exchange,withwhichMarx
began, fully theorised (at least on the relatively abstract level of analysis, dis-
regarding the various particular forms of competition at work in the world
market, undertaken in Capital). AsMarx observes in themanuscript published
long after his death under the title Theories of Surplus Value, ‘to be produced,
to be brought to the market, the commodity must at least fetch [a] market
price’ yielding a satisfactory rate of profit to its capitalist producer, ‘whether its
own value be greater or smaller than that [price]’.82 Since, as was established
in the first volume of Capital, value provides the social form of the product
of labour only when production is dominated by capital, values are defined
for products that are exchanged as products of capitals, not just as products of
‘social labour’. Though the labour input to the product of a given firm counts as
socially necessary only to the extent that the exchangemakes it a part of social
labour time, the commodity is exchanged as part of the social product only as
the private property of a capitalist firm. Its pricemust therefore ideally yield, to
its owner-producer, a rate of profit at least as high as that received by any other
firm.

As a result, according to Marx, ‘just because the value of the commodity is
determined by labour time, the average price of the commodities … can never
be equal to their value although this determination of the average price is only
derived from the value which is based on labour time’.83 Value, which regu-
lates capitalist society as a system of class exploitation, is invisible in market
exchange. Here it appears only in the form of the exchange value, in money
terms, of commodities, determined for all practical purposes by relations of
supply and demand, in which the various divisions of surplus value appear as
so many elements of a commodity’s price.

It is quite natural, Marx concluded, ‘that the actual agents of production feel
themselves completely at home in these estranged and irrational forms … for
these are precisely the configurations of appearance in which they move, and
withwhich they are daily involved’. It is equally natural that those he called ‘vul-
gar economists’ – the ancestors of today’s neoclassical writers – whose theory
is ‘nothing more than a … more or less doctrinaire translation of the everyday
notions of the actual agents of production’, elaborate the same points of view,

82 Marx, ‘Economic Manuscript’, in MECW 33, p. 273.
83 Marx, ‘Economic Manuscript’, in MECW 32, p. 269.
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while even the classical economists ‘remainedmoreor less trapped in theworld
of illusion’ their theorising had attempted to penetrate.84 Thus, at the end of
the third volume of his work, Marx returns to his starting point: the capital-
ist economy as it is represented in economic discourse – both the ‘religion of
everyday life’ and the theology elaborated by economists – as a set of institu-
tions, structured by exchange relations, for the production of goods satisfying
human desires: wealth as an accumulation of commodities.

On the other hand, the consciousness of capitalism’s critics must also be
explained, and even the understanding, however limited, of the system’s struc-
tural difficulties represented by the political economists’ conception of a tend-
ency of the rate of profit to fall. The discussion of the process of capital accu-
mulation in the first volume of Capital concludes with a consideration of ‘the
influence of the growth of capital on the fate of the working class’.85 Discover-
ing the consequences of accumulation in the tendential replacement of living
labour by means of production, on the one hand, and the cycle of expansion
and contraction produced by the need to reorganise the social structure of cap-
ital in response to changing conditions of accumulation, on the other, Marx
argues that ‘in proportion as capital accumulates, the situation of the worker,
be his payment high or low, must grow worse’. In bad times, unemployment
rises, wages fall, and working conditions worsen, but even in good times ‘all
methods for raising the social productivity of labour are put into effect at the
cost of the individual worker … so that they becomemeans of domination and
exploitation of the producers’.86 It was in these terms that Marx accounted for
the workers’ movements of the nineteenth century, arguing that the growth of
‘themass of misery, oppression, slavery, degradation, and exploitation’ brought
with it ‘the revolt of the working class … trained, united, and organized by the
very mechanism of the capitalist mode of production’.87

As the first volume of Capital progresses from an analysis of appearances –
capitalism’s economic representation as a system of commodity exchanges
between individuals – to a redescription of the system as one of class exploit-
ation, it ends appropriately with the effects of the working of this system on
the working class and the promise of ‘the expropriation of a few usurpers by
the mass of the people’.88 In the third volume, which examines the operation

84 Marx, Capital III, p. 969.
85 Marx, Capital I, p. 762.
86 Ibid., p. 799.
87 Ibid., p. 929.
88 Ibid., p. 930.
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of the economic categories that obscure the actual class structure of society,
the same subject is reexamined, this time as it appears in the vicissitudes of
the category of profit.

Profit is defined, in the first two parts of the volume, as surplus value con-
sidered as the ‘return’ to capital invested in labour power and means of pro-
duction. This is to look at surplus value from what one may call the viewpoint
of a schematic capitalist; as experienced by actual capitalists, surplus value
appears under different rubrics – as interest and rent, as well as profit, top-
ics taken up later in Volume III – depending on the particular nature of the
claimmade to it. In Part 3Marx presents his law of the tendential fall of the rate
of profit ‘before depicting the decomposition of profit into various categories
which have becomemutually autonomous’ in order to show ‘how the law in its
generality is independent of that division and of the mutual relationships of
the categories of profit deriving from it’.89

In a letter written to Engels, after publication of the first volume of Capital,
Marx listed as the first of the ‘fundamentally new elements of the book’ that
‘in contrast to all previous political economy, which from the outset treated
the particular fragments of surplus value with their fixed forms of rent, profit,
and interest as already given, I begin by dealing with the general form of sur-
plus value, in which all these elements are still undifferentiated, in solution
as it were’.90 Given the result established in the second part of Volume I, that
the expansion of value definitive of capital cannot be explained on the basis of
exchange relations but only in terms of the expropriation of (unpaid) labour
time – that is, in terms of the class relation between workers and capitalists –
‘surplus value’ is the explanatorily illuminating name for the revenues known
to the agents of production (and distribution) as profit, rent, etc.

As Marx observed to Engels in another letter, the treatment of the struggle
over the length of the working day which follows the analysis of surplus value
in Capital ‘demonstrates ad oculos to what extent those bourgeois gentlemen
comprehend the source and nature of their profit in practice’.91Were economic
theory to employ the concept of surplus value, however, it would have to give
up the idea that capitalism is completely describable as a system of market
exchanges, for this concept involves understanding labour power as unique
among commodities in its capacity to produce, when consumed, more value
than it represents. It is for this reason, Marx argues in Volume III, that the eco-

89 Marx, Capital III, p. 320.
90 Marx, letter to Engels, 8 January 1868, in MECW 42, p. 514. The same point is stressed in a

letter to Engels of 24 August 1867; see ibid., p. 407.
91 Marx, letter to Engels of 27 June 1867, in ibid., p. 391.
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nomists, while they perceived the phenomenon of the tendency of the profit
rate to fall – most spectacularly visible in the recurrent crises that afflicted
capitalism during the nineteenth century – ‘tortured themselves with their
contradictory attempts to explain it’. In Marx’s view, this law, given its import-
ance for the life of the social system, ‘forms themystery aroundwhose solution
the whole of political economy since Adam Smith revolves and … the differ-
ence between the various schools since Adam Smith consists of the different
attempts made to solve it’.92

The insolubility of this mystery arose from the internal structure of the dis-
course of economics: the impossibility of understanding the functioning of
capitalism in terms of economic concepts, which nevertheless are experienced
as ‘natural’ and fundamental categories of social life by those who employ
them.A theory capable of explaining both capitalist accumulation and its crisis
tendency required a redescription of economic relationships as relations of
class exploitation. It is for this very reason that, once having solved the mys-
tery,Marx devotes the remainder of Volume III to the explanation of economic
appearances. Having worked out the forms taken by surplus value (more cor-
rectly: the phenomena redescribed in terms of ‘surplus value’), Marx can then
examine economic reality as it appears in ‘vulgar’ economic theory, as the pro-
duction of wealth by the three factors of production, capital, land, and labour,
to whose owners revenue accordingly (and justly) flows as profit (or interest),
rent, and wages. The entire text of his work to this point has exposed the real-
ity experienced in the form of these categories; here Marx is in a position to
explain their power. For the trinity of economic factors actually are the sources
of their specific revenues ‘in the sense that capital for the capitalist is a per-
petual pumpingmachine for surplus labour, land for the landowner a perman-
ent magnet for attracting a part of the surplus labour pumped out by capital
and finally labour the constantly self-renewing condition and means for the
worker to obtain a part of the value he has produced and hence a part of social
product measured by this portion of value under the heading of wages’.93

The viability of economic discourse is in this way shown to depend on the
fact that ‘the capitalist mode of production, like every other, constantly repro-
duces not only the material product but also the socio-economic relations,
the formal economic determinants of its formation’. Economic theory gains its
plausibility from the conformity of its conceptual apparatus to the assump-
tions embodied in commercial calculations and contracts, and these assump-

92 Marx, Capital III, p. 319.
93 Ibid., p. 961.
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tions maintain their power because people naturally attempt to carry on their
lives within the social relations in which they find themselves caught up, of
which the assumptionsprovide the structural terms.AsMarxput it, in a concise
statement of the culturally-constructed character of social reality, ‘The specific
shape in which the value components [of social wealth] confront one another
is presupposed because it is constantly reproduced and it is constantly repro-
duced because it is constantly presupposed’.94

On the other hand, Marx has argued that the reproduction of capitalist
social relations involves a tendency to economic crisis, and that this, given
themassive degradation of working-class life it entails, contains the possibility
of social crisis. Marx emphasised the historically specific, and so in principle
transitory, nature of economic categories in the Postface to the second edition
of Capital’s first volume, asserting that ‘the fact that themovement of capitalist
society is full of contradictions impresses itself most strikingly on the practical
bourgeois in the changes of the periodic cycle through whichmodern industry
passes, the summit of which is the general crisis’.95 This remark gives a par-
ticular content to the general proposition in the preface to the Contribution,
that ‘an era of social revolution’ begins when ‘the material productive forces of
society come into conflict with the existing relations of production …’96 Marx
uses nearly the same words at the end of Volume III of Capital, when he criti-
cises the notion, particularly associated with J.S. Mill but shared generally by
political economists, that only the relations of distribution are historical, and
not the relations of production. In reality, says Marx – and this can stand as a
summary of Capital’s critique of economics –production is only ever carried on
within the social framework represented by particular relations of distribution,
or claims to the social product. That a ‘contradiction and antithesis between,
on the one hand the relations of distribution, hence also the specific form of
relation of production corresponding to them, and, on the other hand, the pro-
ductive forces, productivity, and the development of its agents, gains in breadth
and depth’ is the sign that a moment of social crisis has arrived, in which the
construction of new forms of social life is possible.97

Marx explained the timid criticism of capitalism he saw in Mill’s differen-
tiation between distribution and production as a reaction to the evidence of
the system’s tendency to such crisis. His own work, as a thorough critique of
the categories of life and thought in which economists like Mill were caught

94 Ibid., p. 1012.
95 Marx, Capital I, p. 103.
96 Marx, Contribution, in MECW 29, p. 263.
97 Marx, Capital III, p. 1024.
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alongside the ‘actual agents of production’, was made possible by his engage-
ment with the working-class movements that Marx believed were working out
new categories of social action. A positive critique of economics,Capital is also,
onemight say, a negative theory of socialism, clarifying the social relations that
need to be abolished for a fundamental break with capitalism to be accom-
plished. Consciousness, both that embodied in economic discourse and that
capable of imagining a newmode of social life, is thus ‘explained from the con-
tradictions of material life’, as the preface to the Contribution demanded and
promised.
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chapter 5

Labour as Activity and as Representation

In a letter to Engelswritten in early 1868,Marx explained a ‘fundamentally new’
aspect of his Capital, of which Vol. I had been published the previous year, by
observing

that the economists, without exception, havemissed the simple fact that,
if the commodity has the double character of use value and exchange
value, then the labour represented in the commodity must also have a
double character; thus the bare analysis of labour sansphrase, as in Smith,
Ricardo, etc., is bound to come up against the inexplicable everywhere.
This is, in fact, the whole secret of the critical conception.1

And this is why he placed first among the strong points of Capital, in an earlier
letter, his discussion of ‘the two-fold character of labour according to whether
it is expressed in use value or exchange value, which is brought out in the very
First Chapter …’ This, he wrote Engels, ‘is fundamental to all understanding of
the facts’.2 Labour conceptualised as productive of objects or services designed
tomeet particular human needs, Marx called ‘concrete’ labour; labour concep-
tualised as productive of goods equivalent to each other as exchangeable (in
corresponding quantities) he called ‘abstract’ labour.

The ‘two-fold character of labour’ was the pivot on which his conception of
value swung away from that of the classical economists. Even Ricardo, Marx
wrote in Capital, ‘nowhere distinguishes explicitly and with a clear awareness
between labour as it appears in the value of a product, and the same labour
as it appears as the product’s use value’.3 Classical political economy identified
social institutions specific to capitalism with social reproduction in general.
Labour as the production of use values is indeed ‘a condition of human exist-
ence which is independent of all forms of society’.4 But since it is the practice
of market exchange that transforms concrete into abstract labour, labour as the
production of value is peculiar to societies in which goods are distributed as
commodities, and this becomes the typical form of labour only in capitalism.

1 Marx to Engels, 8 January 1868, in MECW 42, p. 514.
2 Marx to Engels, 24 August 1867, in MECW, Vol. 42, p. 407.
3 Marx, Capital I, p. 173.
4 Ibid., p. 133.
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Elsewhere Marx expressed his critique of Ricardo by speaking of the eco-
nomist’s failure to examine ‘the form of value – the particular form which
labour assumes as the substance of value’.5 While Marx’s many formulations
of this criticism are often quoted, the connection between this idea and that
of the dual character of labour has been left obscure (though it was discussed,
especially among marxists in the UK, in the 1970s and early 1980s). But only by
explaining this connection canwe understandMarx’s claim that the analysis of
value in terms of labour-time ‘will lead us back to exchange value as the neces-
sary mode of expression, or form of appearance, of value’.6

The opening chapter of Capital has been taken by many to contain an
attempted proof of the labour theory of value. But Marx did not intend to
demonstrate that labour was the substance of value. On the contrary, he star-
ted with the truism that every society exists through the productive activity of
itsmembers.7 Sketching the logical structure of the classical theory of value, he
raised the question of why in capitalism this activity is organised as the produc-
tion of goods for sale atmoney prices, andwhat effects this has on the nature of
social life. Why is labour time dealt with in this system as value (i.e., by means
of price relations), rather than as labour time? It was the economists’ failure to
ask this question that led both to neglect of the forms of value – specifically,

5 Marx, ‘Economic Manuscript of 1861–63’, in MECW 31, p. 399.
6 Marx, Capital I, p. 128.
7 Even, writes Marx in a letter to his friend Ludwig Kugelmann, ‘if there were no chapter on

“value” at all in my book, the analysis I give of the real relations would contain the proof and
demonstration of the real value relation. The chatter about the need to prove the concept
of value arises only from complete ignorance both of the subject under discussion and of
the method of science. Every child knows that any nation that stopped working, not for a
year, but let us say, just for a few weeks, would perish. And every child knows, too, that the
amounts of products corresponding to the differing amounts of needs demand differing and
quantitatively determined amounts of society’s aggregate labour. It is self evident that this
necessity of the distribution of social labour in specific proportions is certainly not abolished
by the specific formof social production; it can only change its formof manifestation. Natural
laws cannot be abolished at all. The only thing that can change, under historically differing
conditions, is the form in which those laws assert themselves. And the form in which this
proportional distribution of labour asserts itself in a state of society in which the intercon-
nection of social labour expresses itself as the private exchange of the individual products of
labour, is precisely the exchange value of these products’ (Marx to Kugelmann, 11 July 1868, in
MECW 43, p. 68). For an attempt to realise Marx’s suggestion by writing an analysis of capit-
alism without using the concept of value, see my Business as Usual: The Economic Crisis and
the Failure of Capitalism (2011), Ch. 3 and passim.
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to unsatisfactory theories of money – and to misunderstanding the nature of
value-constituting labour itself.

Sketching the development of the classical approach to political economy
in Chapter 1 of Capital, Marx noted the economists’ tendency to ignore the
historical specificity of capitalist social institutions. Thus, AdamSmith attemp-
ted ‘to accomplish the [conceptual] transition from concrete labour to labour
which produces exchange value [i.e., abstract labour] by means of the division
of labour. But though it is correct to say that private exchange presupposes
division of labour, it is wrong to maintain that division of labour presupposes
private exchange’.8 Indeed, because they identified value-creating labour with
social labour in general, the classical economists did not really distinguish
between abstract and concrete labour. Ricardo pointed out that we must not
be ‘inattentive to the different qualities of labour, and the difficulty of compar-
ing onehour’s… labour in one employmentwith the samedurationof labour in
another’. But he judged this ‘difficulty’ as of no greatmoment, since the compar-
ison of forms of labour is accomplished ‘in themarket with sufficient precision
for all practical purposes’.9

For Marx, in contrast, the ‘difficulty’ of measuring abstract in terms of con-
crete labour is of the essence of the matter. The abstract labour which is the
substance of value is, to repeat, not a natural phenomenon, but a social and
historical creation. Characteristic of social labour in capitalism is precisely that
the treatment of quantities of various forms of concrete labour as quantities of
homogeneous, abstract labour is a cultural practice, that occurs only through
market exchange. Furthermore, it occurs only when production for sale has
become the dominant social mode of production. In pre- or early-capitalist
times, for instance, when only a small minority of goods – Eastern spices, for

8 Marx, Contribution, in MECW 29, p. 299. That this illusion was not confined to the eighteenth
century is illustrated by the efforts of the distinguished economic anthropologist Raymond
Firth to come to terms with Marx. In a generally appreciative essay, Firth criticised Marx
for making labour the essential defining character of man and for ‘belittl[ing] the primary
character of exchange in human society’. Asked to address the question, ‘What can I say of a
man – any man?’ Firth commented: ‘I could have chosen man’s propensity to symbolize – in
fact I chose his propensity to exchange. All comparative anthropology shows men engaging
in forms of exchange, of immaterial as well as material things, of services as well as goods’
(Firth, The Sceptical Anthropologist? Social Anthropology andMarxist Views on Society [1972],
p. 12). Did it really take two centuries of anthropology to discover that labour in society has
a social character? – though to describe this with the concept of ‘exchange’ is certainly mis-
leading. Firth could with greater modesty have simply referred his readers to Chapter Two of
TheWealth of Nations.

9 Ricardo, On the Principles of Political Economy and Taxation (1966 [1817]), p. 20.
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example – were traded for money, it was not the distribution of social labour-
time but the particular characteristics of the goods and the trouble required to
produce them and bring them to market that appeared in market prices.10 But
as social labour as a whole became oriented towards commodity production,
the allocation of this labour among spheres of production as a whole came to
be regulated by the exchange values of the total set of commodities.

‘Labour’ as such, the concept formed by abstraction from all the sorts of
(‘concrete’) labour that constitute society’s productive work as a whole, de-
scribes productive activity in all social systems. In Marx’s terminology, it des-
ignates just that part of the human interaction with the rest of nature that is
consciously controlled.11 On the other hand, ‘labour’ is – as we saw in an earlier
chapter – the example Marx himself chose to illustrate the fact that ‘even the
most abstract categories, despite their being valid – precisely because they are
abstractions – for all epochs, are … just as much a product of historical condi-
tions, and retain their full validity only for andwithin these conditions’.12 It is no
accident that the concept of labour in the abstract arose in a system in which
individuals could move ‘freely’ from one type of work to another, and in which
their ability to work appeared as a ‘resource’ at the disposal of the controllers
of production – inwhich it could both be conceived of and treated abstractly.13
Once developed, the concept of social labour can be applied to all societies.
If it is to function within an explanation of the organisation and development
of a particular social form, however, it must be defined explicitly in terms of
the institutions specific to that social form. It is the character that productive
activity, organised within the relation between capital and wage labour, has in
capitalism that Marx refers to in Capital as ‘abstract labour’.

10 ‘It should in general be noted that when products are first exchanged as commodities
the quantitative ratio in which they are exchanged is d’abord directly a matter of acci-
dent. They are posited as commodities to the extent that they are exchangeable at all, i.e.
expressions of the same thing. But it is not thereby posited that they are equivalents, in so
far as each contains the same amount of labour time. Continued exchange and therewith
reproduction increasingly eliminates this accidental character’ (‘Economic Manuscript’,
in MECW 33, pp. 13–14).

11 ‘Labour is … a process by which man, through his own actions, mediates, regulates and
controls the metabolism between himself and nature … At the end of every labour pro-
cess, a result emerges which had already been conceived by the worker at the beginning,
hence already existed ideally’ (Marx,Capital I, pp. 283, 284). For further discussion, see the
next chapter.

12 Marx, ‘Economic Manuscripts’, in MECW 28, p. 42.
13 See the history of ‘labour’ in RaymondWilliams, Keywords (1983), pp. 177–79.
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According to Marx, it is ‘the same labour’ that is materialised as use value
and as value.Marx’s critique of political economy can therefore be approached
by way of the question of the relation of that labour to its two modes of
appearance, and so of their relation to each other. This question has a dis-
tinct methodological importance. It is not only that it bears on the question
of the general relation, in Marxian theory, of historically specific social forms
to their historical conditions; it also involves an important issue for the under-
standing of the workings of capitalist society in particular. In Marx’s theory,
value is a culturally-specific treatment of labour – its representation by the
exchange relations between commodities on the market – which renders the
actual labouring activity of production invisible in the social location – the
marketplace – in which that activity acquires its fully social significance. But
just because life in a market society is conducted on the basis of these rep-
resentations, it is essential to Marx’s theory that value is the form in which
definite quantities of abstract labour-time appear. His aim is to elucidate the
‘law of motion’ governing capitalism – the tendencies of the productivity of
labour to rise, of the rate of profit to fall, of the immiseration of the prolet-
ariat, and of the development of class struggle – in the terms of this form.
Value, that is, while a cultural construct, must have causal reality capable even
of posing challenges to the continuing existence of the culture. What is the
relation between the two appearances of labour, such that the dynamic of the
value representation, which shows up in such phenomena as the average rate
of profit and the prosperity or weakness of the economy, is matched by the
class relations between workers and employers at work and in the rest of daily
life?

Value as Representation

‘The categories of bourgeois economics’ – in the first place, value – are, writes
Marx, ‘forms of thought which are socially valid, and therefore objective, for
the relations of production belonging to this historically determined mode of
social production, i.e. commodity production’.14 The value relations between
commodities ‘have absolutely no relation with the physical nature of the com-
modity and the material relations arising out of this. It is nothing but the def-
inite social relation between people themselves which assumes here, for them,

14 Marx, Capital I, p. 169.
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the fantastic form of a relation between things’.15 Labour takes on the character
of ‘value’ in the practice of market exchange, in the course of which ‘by equat-
ing their different products to each other in exchange as values’ people ‘equate
their different kinds of labour as human labour’.16

It is because it is a representation of labour (rather than a property of com-
modities as objects of consumption) that value is visible, and therefore meas-
urable, only in quantities of the money commodity. Labour, Marx asserts, is by
nature measured in units of time.17 While this is true of ‘abstract labour’ also,
as a ‘socially valid’ substance it can be measured in practice only in terms of a
social institution,money. To say that a good has value – contains some quantity
of abstract labour time – is to say that it is exchangeable against some quantity
of money. On the other hand, as Marx insists in his critique of Samuel Bailey’s
polemic against Ricardo, ‘Money is already a representation of value, and pre-
supposes it’.18 Value itself is a representation: a way of ‘treating’ (to use Marx’s
word) labour time. The presupposition of which Marx speaks is explanatory:
it is the analysis of the practice of commodity production that explains what
property of produced goods is signified by the equation of one commodity to
another in exchange.

The merit of the classical economists, Ricardo at their head, was, in Marx’s
view, their identification of this property as that of being the product of labour;
their principal failure was not to see that this labour must be conceived in its
historically specific form of commodity-producing labour.What sort of labour
is this?

First of all, ‘Objects of utility become commodities only when they are
the products of the labour of private individuals who work independently of
each other’ and whose products must therefore be exchanged, so that ‘the
specific social characteristics of their private labours appear only within this
exchange’.19 Second, the labour that counts in commodity exchange is not the
actual amount of time a particular producer has used in creating the good but
the labour time ‘socially necessary’ for its production. ‘The individual commod-
ity counts here only as an average sample of its kind’.20 Its labour-time content

15 Ibid., p. 165; translation amended.
16 Ibid., p. 166.
17 This is, of course, also a feature specific to labour under capitalism, in which the drive for

profit compels the wage-payer to maximize output relative to the labour paid for, and in
which labour processes involve coordination between numbers of people.

18 Marx, ‘Economic Manuscript’, in MECW 32, p. 347.
19 Marx, Capital I, p. 165.
20 Ibid., pp. 129–30.
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is ‘the labour time required, under generally prevailing conditions of produc-
tion, to produce another unit of the same commodity’.21

Why should this be? Labour could, after all, count as social labour without
being reduced to a productivity-defined standard. We can think, for example,
of the particular value that production by a particular person might have for a
fellow familymember. In a collectively run society, an additional hour of labour
beyond the current workday normmight count as an extra effort.

But such situations are not ones involving ‘private individuals’ working
‘independently of each other’. As he announces in the first sentence of Cap-
ital, Marx is investigating ‘societies in which the capitalist mode of production
prevails’; the individuals exchanging produced commodities are here actually
capitalist enterprises. The distribution of social labour, rather than being regu-
lated by custom, the will of social superiors, or collective decision-making on
the part of the producers themselves, is left to themarket, the domain of inter-
capitalist competition. In the third volume of Capital, where Marx completes
his critique of the theory of value, he explains that social labour is constituted
in the market only in so far as goods sold there yield what Marx calls ‘prices
of production’ to their capitalist owners, prices including (ideally) at least the
average rate of profit. While the tendential equalisation of profit rates pro-
duced by competition means that goods will not exchange at ratios equal to
their value ratios, ‘to be produced, to be brought to themarket, the commodity
must at least fetch that market price, that [price of production] to the seller,
whether its own value be greater or smaller than that [price of production]’.22
To yield at least average profit rates, labour power employed by the firms in a
competitive sector of the economy cannot cost more, relative to output, than
the average case in that sector. This means that competing firms in the same
branch of industry will be forced to use labour power of at least average pro-
ductivity, even though the socially-necessary labour time incorporated in the
product will not be accurately represented by its price.

The actual producers of commodities work as wage labourers for employers
who purchase their labour power on the condition that it is of (at least) average
quality. Hence, while ‘the labour time expressed in exchange value is the labour
time of an individual’, that individual is treated in the exchange process as ‘in
no way differing from the next individual and from all other individuals in so
far as they perform equal labour …’23 The individual worker, in other words, is

21 Marx, Contribution, in MECW 29, p. 273.
22 Marx, ‘Economic Manuscript’, in MECW 32, p. 273.
23 Marx, Contribution, in MECW 29, p. 274.
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in principle replaceable by any other producer able to do the samework. He or
she is simply an embodied unit of labour power, a fraction of the labour force.
His or her labour, considered in the form of its representation as value, is a unit
of average labour.

Thus there is a relationship between the exchange process and the produc-
tion process: in both domains the labour of different individuals is treated as
quantities of a uniform substance. From the employer’s point of view, ‘labour’
is the name of a resource embodied in any number of people. In the exchange
of commodities against the universal equivalent, money, ‘[t]he effect is the
same as if the different individuals’ who have produced different products ‘had
amalgamated their labour time and allocated different portions of the labour
time at their joint disposal to the various use values. The labour time of the
individual is thus, in fact, the labour time required by society to produce a par-
ticular use value …’24 Taking commodity exchange for granted as the ‘natural’
mode of social labour, the classical economists did not enquire into the cir-
cumstances under which labour took on the abstract quality signified by its
money representation. Marx’s critique of political economy demonstrates that
the generalisation of wage labour is the historical condition for the generalisa-
tion of commodity production and so for the ‘social validity’ of abstract labour,
or value. Value is a representation of the work performed by waged labour.

Abstract Labour and Value

Abstraction is a cultural process; as Marx puts it, concrete labour becomes
abstract labour as a function of the way it is ‘treated’ or ‘regarded’. This is not
to say that the treatment of labour as abstract is a purely conceptual process,
a mere matter of classification (just as money is not a mere symbol). Marx
emphasises in Capital that the practice precedes its conceptualisation (espe-
cially since buying and selling antedate capitalism):

The forms which stamp products as commodities … already possess the
fixed quality of natural forms of social life before man seeks to give an
account not of their historical character, for in his eyes they are immut-
able, but of their content and meaning. Consequently, it was solely the
analysis of the prices of commodities which led to the determination of

24 Ibid., p. 274.
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the magnitude of value, and solely the common expression of all com-
modities in money which led to the establishment of their character of
values.25

In the act of exchanging two commodities we abstract from their use values
and thereby abstract from the differences between the kinds of labour required
to produce each of them. The abstraction is thus actually ‘made every day in
the social process of production’.26 It is required for goods to change hands
(in accordance with social norms), for those goods to be produced with a view
towards their sale on the market, and for a portion of the product to be appro-
priated by the employers of labour power.

To clarify what he calls the reality of the reduction of concrete individual
labour to abstract social labourMarxmakes use of a curious analogy: ‘The con-
version of all commodities into labour time’, he writes in the Contribution, ‘is
no greater an abstraction, and is no less real, than the resolution of all organic
bodies into air’.27 Marx is not here denying the distinction between natural
and social-historical determinations fundamental to his critique of economics.
What makes possible the dissolution of organic matter into air is the chemical
make-up of the former. Organic molecules, regarded abstractly, are arrange-
ments of atoms of various sorts – sorts also found in air. In the process of
putrefaction these arrangements are undone. Materials lose their specificity
to become simply quantities of atmosphere, revealing their normally hidden
kinship.

Analogously, types of labour, regarded abstractly, have in common that they
are ‘productive expenditure of a certain amount of human muscles, nerves,
brain, etc’.28 No matter what sort of labour is being performed, it will involve
the doing of work in the physical sense, the transformation of energy from one
form to another.29 Sincewe are abstracting fromparticular individuals and par-

25 Marx, Capital, I, p. 168.
26 Marx, Contribution, in MECW 29, p. 272.
27 Ibid., p. 172.
28 Ibid. Compare Capital I, p. 134.
29 Hence it is measured by labour time, ‘just as motion is measured by time’ (ibid., p. 271).

Anson Rabinbach has pointed out the significance, for the historical contextualisation
of Marx’s work, of the mid-nineteenth-century development of thermodynamics. By the
1840s French political economists, like Pelligrino Rossi, whom Marx studied, had bor-
rowed the engineering term puissance du travail to mean the physiological capacity to
work. On the other hand, HermannHelmholtz himself affirmed that ‘The concept of work
for machines or natural processes is taken from the comparison with the work perform-
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ticular types of work, ‘it is the expenditure of … the labour power possessed in
his or her bodily organism by every ordinary person, on the average, without
beingdeveloped in anyway’.30This iswhatMarx calls ‘simple average labour’, as
opposed both to the concrete labour defined by the particular use value it pro-
duces and to the ‘complex’ labour which in his view constitutes skilled labour.
Simple labour is itself not unskilled in any absolute sense, for socialisation is
required to turn any person into a potential contributor to the social product.
What that socialisation encompasses varies historically and locally ‘but in a
particular society it is given’.31

In all societies, according to Marx, ‘the labour time it costs to produce the
means of subsistence must necessarily concern mankind, though not to the
same degree at different stages of development’.32 What is historically pecu-
liar about abstract labour in capitalism is its existence as an object of practical
activity in the form of commodity value. Abstract labour is here represented
in the commodity form, that is, by exchange value and specifically by price
(exchange value against the money commodity). For this reason Isaak Illich
Rubin insists that ‘the characteristics of abstract labour do not in any way
coincide with a physiological equality of different labour expenditures’, even
though he does not wish to deny ‘the obvious fact that in every social form of
economy the working activity of people is carried out through the expenditure
of physiological energy’.33 To take an obvious example, the labour performed
in producing goods that cannot be sold is ipso facto not socially necessary and
therefore doesnot count in this society as abstract labour.YetRubin’s statement
that ‘The expenditure of physiological energy as such is not abstract labour and
does not create value’34 seems to conflict with Marx’s assertion that the value
of a commodity represents human labour pure and simple, the expenditure of
human labour in general.35

However, that value represents abstract labour does not imply that all ab-
stract labour is represented by value. As Marx expresses this point in the Con-

ance of human beings …’ (quoted in Rabinbach, The Human Motor. Energy, Fatigue, and
the Origins of Modernity [1990], p. 59; for Rossi, see p. 70).

30 Marx, Capital I, p. 135, translation amended.
31 Ibid.
32 Ibid., p. 164.
33 Rubin, Essays onMarx’s Theory of Value (1972 [1924]), pp. 133, 136.
34 Ibid., pp. 136–7.
35 Marx, Capital I, p. 135; see p. 137: ‘all labour is an expenditure of human labour power, in

the physiological sense, and it is in this quality of being equal, or abstract, human labour
that it forms the value of commodities’.
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tribution, using the Aristotelian terminology of his university days, labour time
is the ‘substance’ of value; exchange value – specifically, price – is the ‘form’
that turns use values ‘into exchange values and therefore into commodities…’36
‘Average’ or ‘physiological’ labour is itself an abstraction, a way of conceptual-
ising a set of human activities. The average amount of work done in an hour by
each member of the labour force is, at any moment, a particular number, but
it is only accidentally the actual amount of work performed by any particular
person in an hour. The socially necessary abstract labour time that appears as
value, according to Marx, involves a further specification: it is the (physiolo-
gical) work done that an employer can expect to get, on the average, out of any
employee for an hour andwhose product can then be exchanged for a quantity
of money (at the average rate of profit).

As Marx pointed out in the introduction he sketched to the first draft of his
critique of economics, ‘physiologically abstract labour’ is a peculiarly ‘modern’
abstraction, which arose only in a society ‘in which individuals easily pass from
one kind of labour to another’ and inwhich labour has become ‘ameans to cre-
atewealth in general [i.e., in the formof the general equivalent,money] andhas
ceased as a determination to be tied with the individuals in any particularity’,
i.e., as a particular use value-defined kind of labour.37 Nonetheless, it does not
coincide with the practical abstraction of labour effected by market exchange.
Much labour in the physiological sense – familial child-care, for example – is
not represented as value, and labour intended to be so represented (as just
noted) may fail to be. Although the concept of labour in general is a product of
modern society, the labour process, Marx stresses in Chapter 7 of Capital, Vol. I,
as ‘an appropriation of what exists in nature for human requirements’ is ‘com-
mon to all forms of society in which human beings live’.38 The tension between
physiological and economic abstract labour is not only one present within the
capitalist system of production; it also suggests the conflict between human
reproductive activity and its economic representation that points to the his-
torical limits of that system.

36 Marx, Contribution, in MECW 29, p. 272.
37 Marx, ‘Economic Manuscripts’, in MECW 28, pp. 40–1.
38 Marx, Capital I, p. 291; translation amended.
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Abstraction in Practice

There is another reason why Rubin is right to refuse to identify economically
abstract labourwith the abstractly considered expenditure of human energy in
production. They share the element of abstraction from particular (use value-
determined) means and ends of labour definitive of the different species of
concrete labour. But while the physiological abstraction represents work done
as the physiological expenditure of energy (measuring it, say, in ergs per unit of
time) the economic abstraction represents the same (physical) work done as
the production of the exchange value of commodities (measuring it in quant-
ities of the universal equivalent). The system of monetary exchange values
(prices) is not a representation of the distribution of energy among spheres of
production. First of all, the actual expenditure of energy in a given type of pro-
duction counts as ‘socially necessary’, and so as value, only to the extent that it
conforms to the averageproductivitywithin that type.Dynamically, as the com-
petitive pressure through which each firm experiences the drive to expand the
value of its capital alters the structure of production,with the utilisation of new
technologies, increases or decreases in the intensity of labour, and changes in
the mix of use values produced, the same ergonometric relationships come to
have different value representations.

Furthermore, ‘although price, being the exponent of the magnitude of a
commodity’s value, is the exponent of its exchange-ratio with money, it does
not follow that the exponent of this exchange-ratio is necessarily the exponent
of the magnitude of the commodity’s value’.39 In the first volume of Capital
Marx is content to note that the ‘independence’ of the exchanging commodit-
ies inherent in the commodity system means that ‘circumstances’ can allow
a divergence of price from value; in the third volume he argues that this is
the general case and that it is only accidentally that (abstract) labour time
should be accurately represented in exchange relations. This is because the
exchange of commodities against money serves the appropriation of surplus
labour from the class of producers by the class of capitalists, the fundamental
process defining capitalism as a social system. Values are defined for products
that are exchanged as products of capitals, not just as products of ‘social labour’.
Though the labour input to the product of a given firm counts as socially neces-
sary only to the extent that the exchange process makes it a part of the total
social labour time, the commodity is exchanged as a part of the social product
only as theprivate property of a firm. Its pricemust therefore yield, to its owner-

39 Marx, Capital I, p. 196.
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producer, a rate of profit at least as high as that received by any other firm.With
capitals striving to accumulate value, it is the value representation, not the
thermodynamic relationships, that structure the exchange relations on which
the continuation of the social reproduction process depends. That is to say, a
divergence between value and ergonometric representation is inherent in the
system’s functioning.40 In Marx’s words,

The possibility … of a quantitative incongruity between price and mag-
nitude of value … is inherent in the price-form itself. This is not a defect,
but, on the contrary, it makes this form the adequate one for a mode of
production whose laws can only assert themselves as blindly operating
averages between constant irregularities.41

How then does price represent social labour? How does ‘the measure of the
expenditure of human labour power by its duration’ take on ‘the form of the
magnitude of the value of the products of labour’42 if the two diverge? Marx’s
explanation amounts to the assertion that ‘the various proportions in which
different kinds of labour are reduced to simple labour as their unit of meas-
urement are established by a social process that goes on behind the backs of
the producers’.43 It can only happen ‘behind their backs’, because the abstract
labour timequantities as suchare invisible;what is visible is theprice-regulated
movement of goods into and out of themarket. In thismovement commodities
are treated as the products of uniform labour by being exchanged against the
same commodity, the universal equivalent.

E.g., if a yard of linen has a value of 2s. and a price of 1s., the magnitude of
its value is not expressed in its price; and its price is not an equivalent, not
the adequate monetary expression, of its value. Nevertheless, it remains
the monetary expression of its value – the value expression of the yard of
linen – in so far as the labour contained in it is represented as general
social labour, asmoney.44

In this way, despite the fact that prices cannot be expected to correspond to
values, the exchange process, the equationwith the general equivalent, money,

40 For a related discussion, see Mattick, ‘Reflections on Input-Output Economics’ (1967).
41 Marx, Capital, Vol. I, p. 196.
42 Ibid., p. 164.
43 Ibid., p. 135.
44 Marx, ‘Economic Manuscript’, in MECW 34, p. 114.
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‘brings to view the specific character of value-creating labour, by actually redu-
cing the different kinds of labour embedded in the different kinds of commod-
ity to their common quality of being human labour in general’.45

Why is this a ‘reduction’ of particular, concrete labour times to ‘simple, aver-
age’ labour, rather than an arbitrary representation of quantities of labour time
in terms of an imaginary standard?Marx’s answer is that the labour process, at
once a process of value creation and a process of physical transformation of
natural resources into a humanly usable form, ‘is single and indivisible … The
work is not done twice over, once to produce a suitable product, a use value …
and a second time to generate value and surplus value, to valorize value’. This is
(as already mentioned) why the work that is the ‘substance’ of value is socially
necessary labour: ‘the labour process becomes a valorization process by virtue
of the fact that the concrete labour invested in it is a quantity of socially neces-
sary labour … = a certain quantity of average social labour, and by virtue of the
further fact that this quantity represents an excess over the amount contained
in wages’, thus providing a profit for the employer.46 The representation is not
arbitrary because it is required by the nature of social production as a surplus
labour-extracting system. Under capitalist conditions there is no other way in
which the labour process can be represented in economic terms.

The Reduction of Skilled Labour

The one case of reduction of concrete to simple labour thatMarx discusses has
unfortunately had the effect of obscuring rather than clarifying Marx’s idea.
This is the reduction of skilled labour to a multiple of simple labour.

More complex labour counts only as intensified, or rathermultiplied sim-
ple labour, so that a smaller quantity of complex labour is considered
equal to a larger quantity of simple labour. Experience shows that this
reduction is constantly beingmade. A commoditymay be the outcome of
themost complicated labour, but through its value it is posited as equal to
the product of simple labour, hence it represents only a specific quantity
of simple labour.47

45 Ibid., p. 142.
46 Marx, ‘Results of the Immediate Process of Production’, in Capital I, pp. 991–2.
47 Marx, Capital I, p. 135.
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Böhm-Bawerk leaped on this passage as an example of circular reasoning,
taking the place of an adequate account of value determination. Why is a
quantity of skilled labour reducible to a particular quantity of simple labour?
‘Because experience shows that it is so reduced by a social process. Andwhat is
this social process? The same process that has to be explained’, the treatment
of a quantity of skilled labour as equal to a quantity of simple labour.48

The explanation Marx does offer for the particularities of the reduction of
skilled to simple labour seems only to make things worse. In a footnote to the
passage of Capital just quotedMarx notes that ‘we are not speaking here of the
wages or value the worker receives for (e.g.) a day’s labour, but of the value of
the commodity in which his day of labour is objectified’. Yet in another pas-
sage explaining how such a reduction is effected Marx appears to do just this.
Describing the production of commodities as at once a use value-creating and
a value-creating process, Marx asserts that

All labour of a higher, ormore complicated, character than average labour
is expenditure of labour power of amore costly kind, labour powerwhose
productionhas costmore timeand labour thanunskilled or simple labour
power, andwhich therefore has a higher value. This power being of higher
value, it expresses itself in labour of a higher sort, and therefore becomes
objectified, during an equal amount of time, in proportionally higher val-
ues.49

In apparently contradicting the earlier footnote this seemingly violates a
foundational element of Marx’s theory of surplus value, the independence of
the value of labour power from the value created by its exercise as labour. Since
it’s hard to believe that Marx would make an error so stupidly in contradiction
with his own theory, however, it’s worth trying to understand what he might
have had in mind in this passage.

A key is afforded by the discussion of the value of labour power in the
sketch of a theory of wages offered in Capital. (Fuller treatment of this mat-
ter – including, one assumes, the relation of skilled to simple labour power –
was postponed to the Book onWage-Labour thatMarx never wrote.) The value
of labour power is determined, according to Marx, by ‘the value of the com-
moditieswhich have to be supplied every day to the bearer of labour power, the

48 Böhm-Bawerk, ‘Karl Marx and the Close of His System’ (1949 [1896]), p. 83.
49 Ibid., p. 305.
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man, so that he can renew his life-process’.50 This ‘daily value of labour power
is calculated on a certain length of the worker’s life, and this corresponds, in
turn, to a certain length of the working day’.51 What is being purchased by the
employer is the ability to work at a certain rate for a certain number of hours
over a certain period of time (in the course of which, in addition, the worker
must be tendentially replaced by his or her children). This labour power is a
worthwhile purchase if theworkingday is long enough to allow for a quantity of
surplus labour sufficient, given the level of capital accumulation, for accumula-
tion to continue. Such a calculation depends on the truth of Marx’s proposition
that ‘a working-day of a given length always creates the same amount of value
…’52 Thus there is a relation between the value of labour power and the amount
of work, at the average rate, for an average lifetime of standard working-days,
in which that labour power will be realised. What the value of labour power
purchases is, as with other commodities, a particular use value: the ability to
produce a certain quantity of value.

This can be seen, for instance, in regard to the intensification of labour that
accompanied the shortening of theworking day in the course of the nineteenth
century (after having accompanied the lengthening of the working day in the
early period of industrialisation). If the intensification of labour is pushed too
far, as it apparently was in England around 1860,53 the consequent shortening
of the worker’s life limits the value producible by that worker and so the use
value purchased by the wage. Yet intensified labour, ‘increased expenditure of
labour in a given time’,54 producesmore value in that time.Thus the intensity at
which it will be employed becomes an important dimension of labour power,
alongside the length of the working day.55 That increased intensity makes up
for shorter days demonstrates that for a given working day labour of a higher
than average intensity counts as a multiplication of average, simple labour.

To summarise: while the value of labour power is not determined by the
value it creates when set in motion, labour power itself is bought and sold
as a use value whose significant dimensions are an average lifetime’s work,

50 Ibid., p. 276.
51 Ibid., p. 679.
52 Ibid., p. 656.
53 When factory inspectors reported ‘that the shortening of theworking day has already pro-

duced such an intensification of the labour itself as is injurious to the health of theworker
and therefore to his labour power as well’, which loses in average life span (ibid., p. 542).

54 Ibid., p. 660; intensification is relative to a norm: see ibid., p. 661.
55 See ibid., p. 534.
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with a standard workday, at an average intensity; the goods necessary to repro-
duce that labour power, whose value determines its value, are those required
to reproduce that working life. These considerations explain how the labour of
instruction required to create skilled labour is relevant to the value produced
when that skilled labour is set inmotion. Like the intensification of labour, skill
means changes both in the conditions of reproduction of labour and in the
value that labour can produce in a given period of time.56

This interpretation is confirmed by the alteration that Marx himself made
in the passage under discussion, when the issuing of the French translation
of Capital gave him an opportunity to clarify this point (among a number of
others). He substituted for the passage quoted above, at note 49, the following:
‘Let us admit, for example, that, compared with the labour of a spinner, that
of a jeweler is labour of a higher power, that the one is simple labour and the
other complex labour manifesting a force that has required more effort to cre-
ate and which produces more value in the same amount of time’.57 It is not the
size of the wage that accounts for the greater value-creating power of skilled
labour, but the production requirements of labour able to create more value in
a given amount of time that explains the higher wage that can therefore serve
as its index.

We are still left with Böhm-Bawerk’s question: what determines the ratio
at which skilled is reduced to simple labour? As with the representation of
labour-time in the value form generally, it is of the essence of the phenomenon
that there is no way of knowing in any particular case. It happens ‘behind
our backs’. Price relations – which do not reflect value relations anyway –
provide the only functional representation we have of relative labour-times.
Böhm-Bawerk’s objection, that Marx’s explanation of the reduction of skilled
to simple labour is circular, rests on his misunderstanding of Marx’s theory.
Böhm-Bawerk believed that price for Marx is a translation into exchange value
terms of labour-time values knowable as amounts of abstract labour-time (this
is one reason why he believed that Marx’s theory suffers from a problem with
the ‘transformation of values into prices’). He did not understand Marx’s view
that social labour in capitalism is practically quantifiable only in the form of

56 ‘If I buy the services of a teacher … to acquire skills with which I can earn money – or if
other people buy this teacher forme –… these costs of learning form asmuch a part of the
costs of production of my labour capacity as do my subsistence costs’ (Marx, ‘Economic
Manuscript’, in MECW 34, p. 140).

57 Marx, Le capital (1963 [1867]), p. 749.
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price, because market exchange is the process by which, in this social system,
concrete labours of different types and skill levels are equalised to form ele-
ments of social labour.58

The Causal Reality of Value

However misconceived, Böhm-Bawerk’s criticism returns us to the fundamen-
tal problem with which we began: what is the relation between the value rep-
resentation of the labour process and social reproduction as an actual human
activity? To answer Böhm-Bawerk’s question, how doesMarx explain the social
process that effects the socialisation of particular labours? While it happens
‘behind the backs’ of social actors, this process is describable from a theoret-
ical point of view for which the categories of economic activity are objects of
critical analysis, rather than fundamental categories of description. The ana-
lysis of ‘value’ as a representation of social labour is carried out throughout
the three volumes of Capital; it is only with the discussion of the distribution
of surplus value among capitals in the process of competition, discussed in the
third volume (and the topic of mynext chapter), that thebasic discussionof the
relation of the exchange value ‘form’ to the social labour ‘substance’ of value is
completed.

Nonetheless, we can here, for example, examine the question of the effect
on the value of a commodity of an increase in the productivity of labour in a
particular branch of production. Increased productivity, Marx tells us, causes
a decrease in the value per commodity in this branch. Under the conditions
of free competition presupposed by Marx’s idealised model of capitalism, this
will have effects visible in commodity prices: ‘whatever the relation between
the value and the [price] of a commodity, the latter will always change, rise
or fall, according to the changes of value, that is to say, the quantity of labour
required for the production of the commodity’.59 In reality, characterised by

58 ‘It is sufficient to state that this reduction [of qualitatively different kinds of labour to
simple labour] is in fact completed by the positing of the products of all kinds of labour
as values. As values they are equivalent to one another in certain proportions; the higher
sorts of labour are themselves estimated in terms of simple labour. This becomes clear
immediately when it is considered that e.g. Californian gold is the product of simple
labour, and yet every kind of labour is paid with it’ (‘Economic Manuscripts’, in MECW 29,
p. 222).

59 ‘EconomicManuscript’, in MECW 32, p. 272. I have substituted ‘price’ forMarx’s ‘cost price’,
the term he used in 1861–3 to mean what he would call ‘price of production’ in the third
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conditions of ‘imperfect competition’, this decrease may or may not appear
in the price of these goods. Perhaps their producer is in a strong monopoly
position and so able tomaintain the original price even though the cost of pro-
duction per unit has fallen. This would require, in line with Marx’s Volume III
explanation of price formation, the appearance in the price of this commod-
ity of surplus-labour performed by the employees of other capitals and so a
decline of profitability for at least some of those other capitals. An ensuing
movement of capital out of the lower-profit branch(es) and the consequent
reorganisation of the production structure could conceivably lead to increased
competitive pressure on the innovating capital and the lowering of its prices
in the attempt to deal with it; alternatively, the low-profit capitals might seek
employment in new fields of investment, once again altering the production
and price structures as wholes.

The price structure of the economy will change with the alteration of pro-
ductivity in any of its branches, because it is the actual allocation of human
productive activity that the price system serves to organise, albeit under the
constraint that it allow for a tendential equalisation of profit rates among cap-
itals. The reality socially represented in the value form is visible in the fact that
individual economic actors are faced by relatively stable sets of prices:

The given magnitude of value of the commodity, serving as a fund for the
payment of wages and profit, appears empirically to the industrialist in
the form that a definite market price of the commodity holds good for a
shorter or longer time, in spite of the fluctuations in wages.60

If the buying and selling of commodities did not proceed under prices mak-
ing possible, by providing capitalists with the sums of money required, the
renewal of the process that produced them – with the employment of particu-
lar numbers of people, working under specific technical conditions and using
particular materials andmeans of production – social life would not continue.

volume of Capital. Elsewhere, Marx explains in greater detail: ‘If, for example, the worker
can now produce 20 hats in the same period of time which it formerly took him to pro-
duce 10 hats, and if wages accounted for ½ the expense of the hat, then the … costs of
production … of the 20 hats, in so far as they consist of wages, have fallen by half … If the
hat manufacturer were to sell the hats at the same price he would sell them above the
[price of production]. If the profit had previously been 10% then it would now be 46⅔%
…As a result of the fall in value, the new natural price will therefore fall to such an extent
that the price only yields 10% profit’ (‘Economic Manuscript’, in MECW 31, p. 437).

60 Marx, ‘Economic Manuscript’, in MECW 30, p. 403.
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In fact, in situationswhere this renewal is interrupted–most notably, in thedis-
turbances of profitability conditions experienced as economic crises – social
life is radically disrupted. Both the normal continuity of capitalist production
and the crisis cycle bear witness to the work of value – the representation of
labour-time by sums of money – in regulating the production process.

Thus, as Grossmann observed, ‘the discussion of the tendency of the rate
of profit to fall, in the third volume of Capital, when set in relation to the
first volume’s discussion of the development of the productivity of labour,
shows thatMarx developed this category too from the dual character of labour,
namely out of the inverse movement of values and the mass of use values
as the productivity of labour increases’.61 According to Marx, the growth of
labour productivity requires increased quantities of rawmaterials and involves
increased investment in means of production, implying a decreasing quantity
of labour relative to total capital. This increase in the composition of cap-
ital implies declining profitability, whosemanifestation in recurrent periods of
economic depression therefore provides another demonstration of the causal
reality of values despite their invisibility in the form of market prices. By the
same token, it is the tendential fall in the profit rate in which the changing
proportions of invested value and produced surplus value are manifested that
drives ‘machinery-based large-scale industry… to revolutionize the technology
of the labour process and with it the social structure’, a dynamic central to the
‘law of motion’ of capitalist society.62

Basic to Marx’s argument is the idea that capitalism’s systemic processes
cannot be objects of conscious awareness for social actors but must go on
‘behind their backs’. For this reason, the adequacy of Marx’s critique of political
economy, understood not just as an interpretive ethnography of the categor-
ies of economic action and consciousness, but also as a theory of the ‘law of
motion’ of capitalism, must be evaluated by reference not to its treatment of
price movements, which it makes no claim to explain other than generally, in
qualitative terms, but to its explanation of systemic processes. Marx’s theory
cannot specify the factors of the reduction of the skilled labour contained in a
particular type of commodity to simple labour, because it argues the impossib-
ility of knowing the abstract labour content of a commodity otherwise than
by its price representation. Nonetheless, interpreting economic categories in
this way both explains how the system of representations functions to organ-
ise social reproduction and offers an understanding of the periodic crises in the

61 Grossmann, ‘Marx, Classical Economics, and the Problemof Dynamics’ (2007 [1941]) p. 21.
62 Ibid., p. 31.
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system’s functioning that threaten that reproduction by intensifying the condi-
tions of class struggle. This, not the explanation of prices, or even short-term
macroeconomic prediction, is the aim of the critique of political economy.
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chapter 6

Value and Price: Marx’s Resolution of a Ricardian
Conundrum

Classical political economy attempted to understand how commodity ex-
change structures theproduction anddistributionof nationalwealth. InMarx’s
view, these economists had grasped the interconnection between production
and distribution in conceiving of value as labour time. But the economists’
understanding was limited by their failure to inquire into the nature of the
social relations within which the practice of generalised commodity exchange
has its place, the conditions under which the modern concept of economic
value has meaning. Instead, they simply assumed that the economic categor-
ies of modern society could be applied to the analysis of any and every social
system.Marx’s critique of political economy, in contrast, emphasises the social-
historical circumstances under which the practices associated with the con-
cept of value came to provide a basic structure of social reproduction. In this
way, it also pointed to future circumstances under which that reproduction
would break down and those practices might come to an end.

I emphasise this aspect of Marx’s theorising, already discussed in Chapter 4,
because it is generally ignored in the debate, involving marxists and non-
marxists, about the supposed problem of the ‘transformation of values into
prices’, which is then dealt with as a technical issue in economic theory, rather
than as a key point in Marx’s critique of classical economics. This problem, as
earlier noted, emerged in the writing of the classical economists, contributing
to the internal difficulties of classical theory that helped pave the way to its
loss of intellectual authority. Since the publication of Capital, however, argu-
ments originally directed against Ricardo as representative of the labour theory
of value have been directed against Marx.

This is not surprising,whenMarx is regarded (to repeat Schumpeter’swords)
as ‘a “classic” economist and more specifically a member of the Ricardian
group’.1 In addition, the apparent conflict between the labour theory of value

1 Schumpeter, History of Economic Analysis (1954), p. 390. Schumpeter calls Marx ‘Ricardo’s
only great follower’ in the same section of his book in which he points out correctly ‘that the
objections that may be made against Ricardo’s use of the concept of real value do not apply
to Marx’s theory’, thanks to the latter’s denial of the identity of values with average prices
(pp. 396, 398).



124 chapter 6

and the observable realities of the capitalist economy received a particularly
clear statement in Marx’s theory, since Marx’s attention to the explanatory
structure of theory led him tomake a clearer distinction between the concepts
of price and value than that customary in classical economics. This method-
ological clarity, paradoxically, appears to create the problem of the relation
between the two,2 so that the transformation problem has come to be seen as a
problem specifically of Marxian theory, and even – by a bizarre reversal of the
history of the question – to require solution by means of a Ricardian revival.

Referring to the economists’ dispute over value theory, Marx wrote Engels in
1858 that

All objections to this definition of value [in terms of labour-time] derive
either from less developed relations of production or else are based on
confused thinking, whereby the more concrete economic definitions
from which value has been abstracted (and which may therefore also be
seen, on the other hand, as a further development of the same) are upheld
as against value in this its abstract, undeveloped form.3

As this suggests, understanding Marx’s solution to the value-price problem
requires paying attention to Marx’s use of abstraction and idealisation in the-
ory construction, as discussed in Chapter 2 of this book.

The ‘confused thinking’ Marx found to be at work in the classical econom-
ists’ problemswith the labour theory of value reflects their failure todistinguish
between idealised models and economic phenomena. The resulting confusion
appears, for instance, in Adam Smith’s analysis of the social surplus product in
capitalism. Smith introduces his book on TheWealth of Nationswith the highly
abstract idea that ‘the annual labour of everynation is the fundwhichoriginally
supplies it with all the necessaries and conveniences of life…’ He then analyses
the market as a means for the socialisation of individual labour – necessary
if the benefits of a social division of labour are to be attained – through the
exchange of labour-products:

2 See ibid., p. 597: ‘Whereas for Ricardo relative prices and values were essentially the same
thing and whereas hence the economic calculus in terms of values was the same thing as the
calculus in terms of relative prices, values and prices were not the same thing for Marx, so
that he created for himself an additional problem that apparently does not exist for Ricardo,
namely, the relation between the two calculi or the problem of Wertrechnung and Preisrech-
nung’.

3 Marx to Engels, 2 April 1858, in MECW 40, pp. 300–1.
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What is boughtwithmoneyorwith goods is purchasedby labour, asmuch
aswhatwe acquire by the toil of our ownbody.Thatmoney or those goods
indeed save us this toil. They contain the value of a certain quantity of
labour which we exchange for what is supposed at the time to contain
the value of an equal quantity.

Finally, he explains the existence of profit and rent as categories of income in
terms of the appropriation, by capitalists and landlords, of part of the produce
of the nation’s labour. In capitalism,

the whole produce of labour does not always belong to the labourer. He
must in most cases share it with the owner of the stock which employs
him…Hemust give up to the landlord a portion of what his labour either
collects or produces.4

On the other hand, Smith asserts that under just the circumstances of capitalist
social relations – ‘as soon as stock has accumulated in the hands of particular
persons, some of whom will naturally employ it to setting to work industrious
people,whom theywill supplywithmaterials and subsistence, in order tomake
a profit by the sale of their work…’5 – an unmodified labour-embodied concept
of value is inapplicable. The rate of profit is measured on the total amount of
capital employed in production and has no direct relation to labour-input, as
is also the case with rent. Smith suggests the use of ‘labour commanded’ as a
standard of value under these conditions, but this is quite different from defin-
ing value in terms of labour content. (Labour functions in the former case only
as a good of purportedly constant value in quantities of which changes in the
values of other goods can be measured.) In this way Smith treats the value of
commodities in capitalism as formed by the sum of wages, profits, and rents –
the components of price, and hence of ‘labour commanded’ by the commodity
in the market.

This discontinuity in Smith’s value theory is conventionally described as a
move from a labour-content to an additive, cost-of-production theory. While
true, such a formulation fails to draw attention to the heart of the matter. The
cost-of-production version begins by assuming given, ‘natural’ rates of wages,
profit, and rent. But these rates themselves need to be accounted for on the

4 Smith, An Inquiry into the Nature and Causes of theWealth of Nations (1976 [1776]), pp. 1, 47–8,
67.

5 Ibid., pp. 65–6.
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basis of the law of value (the idea that goods exchange in ratios determined by
the ratios of their labour-time contents), if it is to function as a theory for the
dynamics of capitalist society.

Smith, as Marx has it,

moves with great naiveté in a perpetual contradiction. On the one hand,
he traces the intrinsic connection existing between economic categories
or the obscure structure of the bourgeois economic system. On the other,
he simultaneously sets forth the connection as it appears in the phe-
nomena of competition and thus as it presents itself to the unscientific
observer just as to himwho is actually involved and interested in the pro-
cess of bourgeois production.6

There is no attempt to relate the twodegrees of abstraction, to use one as a basis
for explanation of the other. Instead, having stated the labour theory of value
in an attempt to render comprehensible the phenomenon of economic value
dominating the market society, Smith confines it to the pre-capitalist period!

Marx honoured Ricardo for noticing this aspect of Smith’s work.

Adam Smith’s successors, in so far as they do not represent the reaction
against him of older and obsolete methods of approach, can pursue their
particular investigations and observations undisturbedly and can always
regard Adam Smith as their base, whether they follow the esoteric or the
exoteric part of his work or whether, as is almost always the case, they
jumble up the two. But at last Ricardo steps in and calls to science: Halt!
The basis, the starting-point for the physiology of the bourgeois system –
for the understanding of its internal organic coherence – is the determ-
ination of value by labour time. Ricardo starts with this and forces science
to get out of the rut, to render an account of the extent to which the
other categories – the relations of production and commerce – evolved
and described by it, correspond to or contradict this basis.7

In this way Ricardo’s work involved ‘a critique of hitherto existing political eco-
nomy’, in particular, that of TheWealth of Nations.8 First of all, Ricardo observed
that Smith, ‘who so accurately defined the original source of exchangeable
value’ in terms of labour-time, contradicted this position by claiming that

6 Marx, ‘Economic Manuscript of 1861–63’, in MECW 31, p. 390.
7 Ibid., p. 391.
8 Ibid., p. 394.
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labour commanded could be a standard measure of value. Since the value of
labour (i.e., the rate of wages) is as variable as that of other commodities, labour
cannot serve as such an invariablemeasure or standard of value.9 Second, with
respect to the value of commodities, Ricardo pointed out that, while Smith
claimed that the labour theory lost full validitywith the development of private
property in ‘stock’ and in land, he nowhere demonstrated exactly how the law
is modified. Instead he gave it up altogether.10

The question of the validity of the labour theory of value was not of purely
theoretical interest. It bore on the debate raging in England during the first dec-
ades of the nineteenth century over the maintenance or abolition of the Poor
Laws, which hindered the full marketisation of labour power, and the Corn
Laws, which kept up the price of wheat by protectionist means. It followed
from the classical value theory that government interference with the natural
forces – i.e., population growth and its limitation by starvation – regulating the
size of the working class interferedwith themarket equation of wages with the
‘natural price’ of labour; thus ‘instead of making the poor rich, the [Poor Laws]
are calculated tomake the rich poor; and whilst the present laws are in force, it
is quite in the natural order of things that the fund for the maintenance of the
poor should progressively increase till it has absorbed all the net revenue of the
country …’11With respect to the Corn Laws Ricardo argued, against the agricul-
tural interest, that high grain prices produced highwage-costs. For a given level
of production, this meant that more of the social product was consumed by
workers, leaving a smaller amount for capitalists, and so diminishing the rate of
capital accumulation, on which the growth of general prosperity depended.12
Such an analysis of national income as a division of a given social product is
possible with the labour theory of value, but not with Smith’s adding-up sub-

9 See Ricardo, On the Principles of Political Economy and Taxation (1966 [1817]), pp. 13–14.
10 But it is to be noted that for Ricardo too it ‘is in the early stages of society, when few

exchanges are made, that the value of commodities is most peculiarly estimated by the
quantity of labour necessary to produce them, as stated by Adam Smith’. For this reason,
Ricardo further explained in a letter to a friend, ‘I do not, I think, say that the labour expen-
ded on a commodity is a measure of its exchangeable value, but of its positive value. I
then add that exchangeable value is regulated by positive value and therefore is regulated
by the quantity of labour expended’ (Ricardo to Hutches Trower, 4 July 1821, cit. Robert
M. Rauner, Samuel Bailey and the Classical Theory of Value [1961], p. 51).

11 Ricardo, Principles (1966 [1817]), pp. 105–6.
12 For an outstanding analysis of the centrality of these practical interests to the formation

of classical economic theory, see Kanth, Political Economy and Laissez-Faire: Economics
and Ideology in the Ricardian Era (1986), chs. 3, 4, and passim.



128 chapter 6

stitute for it. For if prices were formed, as Smith asserted, by the addition of the
three elements of cost, then if, for example, wages should rise, prices could rise
also, leaving capitalist revenue unaltered.

Preoccupied as he was with the effect of rising wages on the economy,
Ricardo did not investigate as such the conflict between the observable tend-
ency to a uniform profit rate and the labour theory of value. He dealt with it
only in the form of changes in relative values (prices) caused by changes in the
price of labour. The nub of the matter, according to Ricardo, was not the intro-
duction of capital as a (class-owned) factor of production, but the distinction
between fixed and circulating capital – between slowly and rapidly turning-
over portions of investment.13 As a function of the quantity of invested capital,
the given ‘fair’ rate of profit, and time, the profit earned (as they say) on a cap-
ital must vary with the length of time the capital, or some part of it, is used.
Hence, the situation can arise in which capitalists employ

precisely the same quantity of labour annually on the production of their
commodities, and yet the goods they producediffer in value on account of
the different quantities of fixed capital, or accumulated labour, employed
by each … The difference in value arises … from the profits being accu-
mulated as capital, and is only a just compensation for the time that the
profits were withheld.14

Given this disturbing effect of capital on labour-value, ‘the degree of altera-
tion in the relative value of goods, on account of a rise or fall of [the price of
labour], would depend on the proportion which the fixed capital bore to the

13 Cf. Ricardo, Principles (1966 [1817]), p. 30. In his introduction to the Principles, Piero Sraffa
takes pains to show that Ricardo did notmaintain a ‘100% labour theory of value’ even for
pre-capitalist times. He cites a letter to James Mill in which Ricardo asserts that his posi-
tion, in opposition to Smith’s, is ‘that it is not because of [the] division [of the produce of
labour] into profits and wages – it is not because capital accumulates that exchangeable
value varies, but it is in all stages of society owing only to two causes: one the more or
less quantity of labour required, the other the greater or less durability of capital – that
the former is never superseded by the latter, but is only modified by it’ (ibid., p. xxxviii).
Sraffa leaves unmentioned the absurdity of a point of view fromwhich pre-capitalist soci-
ety exhibits not only generalised commodity production (as with Smith) but even capital
itself.

The classical concept of ‘circulating capital’ jumbles togetherwages and the cost of raw
materials; thus Ricardo’s distinction lacks the clarity of Marx’s contrast between ‘constant’
(purchasing all means of production) and ‘variable’ (labour power-purchasing) capital.

14 Ibid., pp. 34, 37.
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whole capital employed’.15Goodsproducedwith ahighproportionof fixed cap-
ital would actually fall in price if wages rose. Those with a lower than average
ratio of fixed to circulating capital would rise in price; on average, the price
level would remain unchanged. As a result, ‘there can be no rise in the value of
labour without a fall in profits’.16

It was in the context of this argument that Ricardo developed his idea of
an ‘invariable standard measure of value’, such as Smith had imagined might
be found in labour. If gold were produced by a capital with an average pro-
portion between fixed and circulating capital, for example, its value would be
unaffected by changes in the distribution of the social product betweenwages,
profits, and rents; prices reckoned in terms of it would give an accurate picture
of the effects of such changes on the relative values of all other commodities.17
In the absence of such a standard, Ricardo’s argument against Smith seemingly
lacks the possibility of verification. Ricardo believed, however, that since the
wage rate determines the profit rate, the differential effect of changes in wages
on capitals with different ratios of fixed to circulating capital must be ‘com-
paratively slight’. This is ‘not so with the other great cause in the variation in
the value of commodities, namely the increase or diminution in the quantity
of labour necessary to produce them’.18

Ricardo’s account of the deviation of price from labour-time value is quite
confused: he ascribes it sometimes to the effect of changes in the wage rate,
given different compositions of capitals, and sometimes directly to ‘the greater
or less durability of capital’. At any rate, asMarx observed, these circumstances
have an effect on exchange value only because capitalists have ‘the fixed idea
that [they should all] draw the same spoils from “the support they have given
to labour” ’. It is capitalists’ requirement of equal profits, and not the wage rate
or the composition of capital per se, that conflicts with the labour-time law of
value. But,

how from themere determination of the ‘value’ of the commodities, their
surplus value, the profit and even a general rate of profit are derived
remains obscure with Ricardo. In fact, the only thing which he proves …
is that the prices of the commodities, insofar as they are determined by
the general rate of profit, are entirely different from their values. And he
arrives at this difference by postulating the rate of profit to be law. One

15 Ibid., p. 35.
16 Ibid.; see also p. 43, and for an earlier formulation, p. 63.
17 Ibid., pp. 43ff.
18 Ibid., p. 36.
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can see that thoughRicardo is accusedof being too abstract, onewouldbe
justified in accusing him of the opposite: lack of the power of abstraction,
inability, when dealing with the values of commodities, to forget profits,
a factor which confronts him as a result of competition.19

With respect to the theory of value as the determinant of exchange value or
price, which is the basis of Ricardo’s critique of Smith, the supposedly minor
character of the effect on price of wage increases is beside the point. Moreover,
as ThomasMalthus pointed out, the progress of ‘civilization and improvement
… tends continually to increase the quantity of fixed capital employed, and to
render more various and unequal the times of the returns of the circulating
capital’. The classes of what Ricardo terms ‘exceptions’ to the labour-time rule
become ‘so numerous, that the rule may be considered as the exception, and
the exceptions the rule’.20

With this judgmentMarx concurred. As a result of his historical approach to
economic phenomena, Marx’s criticism went deeper than any other. The clas-
sical economists, viewing the institutions of capitalism as ‘natural’, applied the
categories of valuewithout hesitation towhat Smith called ‘that early and rude
state of society which precedes both the accumulation of stock and the appro-
priation of land’. The operation of the law of value, in its pure form, as regulator
of exchange was relegated to this far-off period; and the problem for the labour
theorywas to explain the departures from the law caused by the entrance upon
the scene of capital, by capital’s varying fixed-circulating ratio, and by landed
property. For Marx, however, value theory did not describe the ‘natural’ state
of social affairs. It was developed to explain bourgeois society, and its subject
matter – production as (in general) the production of commodities – occurs
only under capitalist conditions. For only under capitalism, with labour power
as well as all other inputs objects of commerce, can the production process be
described generally as structured by the buying and selling of commodities,
just as it is under these conditions alone that all outputs are necessarily com-
modities. Hence the problem is posed in themost perplexing form imaginable:

Thus the law of the commodity is supposed to be valid for a type of pro-
ductionwhich produces no commodities (or only to a limited extent) and
not to be valid for a type of productionwhich is based on the product as a

19 Marx, ‘Economic Manuscript’, in MECW 31, pp. 407, 416.
20 Malthus, Definitions in Political Economy [1827], cit. Marx, ‘Economic Manuscript’, in

MECW 32, p. 224. For Marx’s agreement, see p. 261.
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commodity. The law itself, aswell as the commodity as the general formof
the product, is abstracted fromcapitalist production and yet it is precisely
in respect of capitalist production that the law is held to be invalid.21

If values are defined as embodied labour time, we cannot speak, as Ricardo
does, of alterations in value brought about by varying ratios of fixed and cir-
culating capital. If he wishes to treat profit as a share of the labour time value
contained in a commodity, Ricardo cannot also invoke the principle of equal
profits on equal capitals as another determinant of value, alongside labour
time. It is perhaps in unconscious acknowledgement of these problems that
Ricardo, while he defends the labour theory as a theory of relative prices, uses
it in On the Principles of Political Economy and Taxation exclusively ‘to determ-
ine the lawswhich regulate’ the distribution ‘of the whole produce of the earth’
between the three great classes of workers, capitalists, and landlords.22

Even though the social system is identical with its parts, as an organism can
be identified with the totality of its cellular components, the relations between
those parts determine their operations and experiences. Because of the com-
plexity of those relations, a high degree of abstract analysis is required to focus
on processes central to the system’s reproduction. Marx originally expressed
this methodological point in the Grundrisse – as we saw earlier – by speaking
of ‘capital in general, i.e. the quintessence of the characteristics which dis-
tinguish value as capital from value as simple value or money’, contrasting
this abstraction with ‘a particular form of capital’ – such as industrial, mer-
chant’s, or money capital – and ‘with one individual capital as distinct from
other individual capitals, etc’.23 In Capital, dropping this terminological frame-
work, he identified the general features of capital in the ‘general formula for
capital’, ‘M[oney]-C[ommodity]-M[oney]’ ’, with the superscript indicating an
increased amount, which summarises ‘the process in which, while constantly
assuming the form in turn of money and commodities’ a sum of value ‘changes
its own magnitude’ by generating a surplus value through the exploitation of
labour. This is the form in which capital ‘appears directly in the sphere of cir-
culation’;24 further analysis reveals that the commodities purchased with the

21 Ibid., p. 265.
22 Ricardo, Principles (1966 [1817]), p. 5.
23 Marx, ‘Manuscripts of 1857–58’, in MECW 28, p. 236. This notion reappears in the Preface

to the Contribution: ‘The first part of the first book [of Marx’s projected 6 books], deal-
ing with Capital, comprises the following chapters: 1. The commodity; 2. Money, or simple
circulation; 3. Capital in general’ (in MECW 29, p. 261).

24 Marx, Capital I, p. 255.
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initial investment must be means of production and labour power, whose use
as labour can produce a surplus value. This in turn indicates that the operation
of one capital entity requires the existence of others, producing means of pro-
duction and consumer goods for employed workers; this interdependence of
capitals is explored in the second volume of Capital.

Already in Volume I, however, it is clear that while ‘the growth of the social
capital is accomplished through the growth of many individual capitals’, the
conditions of the latter are determined and so to be explained by properties
of the system of capital as a whole.25 The many capital units form a system,
in the sense that the behaviour of each is subject to and so can’t be under-
stood without reference to its relations with the others, effected through mar-
ket transactions. In addition to the systemic character of value-determination,
which depends (as we have seen) on a (tendential) supply-demand equilib-
rium for all products, the creation of surplus value, while accomplished by
the employees of individual capitals, is conditioned by the capitalist system
as a whole, since the value of labour power, purchased by all capital entities,
is determined in part by the productivity of labour in the consumption-good
industries.

This view of the capitalist systemas awholeMarx contrastedwith economic
phenomena as perceived (to use his description of Smith’s procedure) from ‘the
standpoint of the individual capitalist’, towhom the rate of profit achievable by
other entrepreneurs appears as a givenwhich he seeks tomatch or surpass, just
as the prices of inputs – his expenses – and the price he can ask for his output
are givens at any particular moment. The point of value theory was to explain
the factors that by regulating the system as a whole structure the decision-
making possibilities of the individual firms, or, as the classical economists put
this, to explain the distribution of social income among the different classes
of society. The level of the average rate of profit, a central one of these factors,
is one of the phenomena to be explained by value theory. It cannot, therefore,
simply be invoked to explain departures from labour-determined values. On
the contrary, if the labour theory of value is to have scientific worth, then the
difference between price and value implied by the achievement of equal profit
rates by firms employing different ratios of labour and fixed capital must be
explained without contradicting the concept of labour-determined value. If this
cannot bedone, the ‘lawof value’must be abandoned, as the critics of theRicar-
dian school maintained. Marx claimed boldly to show

25 Marx, Capital I, p. 776.
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that justbecause the valueof the commodity is determinedby labour time,
the average price of the commodities … can never be equal to their value
although this determination of the average price is only derived from the
value which is based on labour time.26

What this required was a critical assault on the classical theory of value itself.
This is the heart of Capital – ‘the critique of political economy’.

Labour and Value

A glance at the history of value theory will reveal the ideological origins of the
theoretical paradox Marx wished to resolve. Classical economics arose in the
seventeenth century as the study of trade: as Barbon defined it in 1690, ‘the
making and selling of one sort of goods for another’. Characteristic was Bar-
bon’s further specification that ‘the chief end of business of trade is to make a
profitable bargain’.27 The body of literature on ‘trade’, growing rapidly since the
sixteenth century, was a response to a real phenomenon. With the growth of
production for the market, the concept of ‘just’ prices gave way to that of ‘nat-
ural’ or normal prices. As more andmore productive activity was pursued with
an eye to profit, the rate of profit claimed status as a component of the ‘natural
price’, the price at which goods tended to sell over time, as did the rent charged
the profit-seeking users of other’s property.

Looking at society as a whole, the determination of the social surplus as a
price-defined value which emerged in trade transformed the study of ‘trade’
into ‘political economy’, with implications for governmental policy. Through-
out the growth of classical political economy three themes express aspects of
one investigation: the need for free trade (laissez-faire); the nature of the con-
nection between the making and the selling of goods; and the dependence of
economic progress on profit-making. Allowed free play, the search for profit in
the market would develop production to satisfy present needs and to ensure
future expansion. It was the exploration of this idea that led to the labour the-
ory of value, even though the viewpoint so defined formed a barrier to this
theory’s satisfactory development.

The solution to the problem – how production is organised by the market,
which, while characterised by fair exchanges, permits the appearance of a sur-

26 Ibid., p. 269.
27 Nicholas Barbon, A Discourse of Trade (1905 [1690]), p. 9.
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plus – was originally sketched without reference to the concept of value. Since
the Physiocrats considered agriculture the basis of the economy (as indeed it
was in eighteenth-century France), it was easy for them to think of the produc-
tion of a surplus in physical terms, as the production of more agricultural goods
than were consumed by the producers. It is true that they treated this surplus
product as a gift of nature rather than as a product of labour. Yet we find in Tur-
got the reflection that ‘As soon as the labour of the husbandman producesmore
thanhiswants, he canwith this superfluity that natureaccordshimasapuregift
over and above thewages of his toil, buy the labour of the othermembers of the
society’.28 To be noted is the account of the surplus as produced independently
of exchange relations, but realised and distributed through them. Exchange is
thus conceptualised as the exchange of different people’s labour, embodied in
products. Through this exchange the surplus produced in agriculture is trans-
formed into control over a portion of the total social product. In contrast to the
case of agriculture,where the existence of a surplus beyond rawmaterial (seed)
and labour (food) replacement costs is visible in physical terms, Marx pointed
out that:

In manufacture the workman is not generally seen directly producing
either his means of subsistence or the surplus additional to his means of
subsistence. The process is mediated through purchase and sale, through
the various acts of circulation, and the analysis of value in general is
necessary for it to be understood.29

The labour theory of value has been traced to the Canonist writers of the
Middle Ages. While it is worth remembering that this theory, like market
exchange, did not emerge ex nihilo in the seventeenth century, its true roots
are to be found in the ideology of ‘possessive individualism’ and its Enlighten-
ment transformations. In his second Treatise of Civil Government, John Locke
founded the right of property on labour. A man has a right to his own person
and to his own labour.

Whatsoever, then, he removes out of the state that nature hath provided
… he hath mixed his labour with, and joined to it something that is his
own, and thereby makes it his property … Thus this law of reason makes

28 Turgot, Réflexions sur la formation et la distribution des richesses [1766], cit. Marx, ‘Eco-
nomic Manuscript’, in MECW 30, p. 363.

29 Marx, ‘Economic Manuscript’, in MECW 30, p. 355.
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the deer that Indian’s who hath killed it; ‘tis allowed to be his good, who
hath bestowed his labour upon it, though before it was the common right
of everyone.30

If one thinks of the social presuppositions of such a view, its resonances with
basic characteristics of the then emerging bourgeois society appear: the idea
that a man’s ‘person’ and so the labour of his body ‘belong’ to him prima facie
rules out slavery or serfdom, as the idea of the labour-earned right to property
threatens the right of the sword. Generally, Locke’s view reflects an oppos-
ition of the ‘productive’ to the ‘unproductive’ groups in society, to use the
terms in which the emergent bourgeoisie conceived of their struggle against
the remains of feudalism.

An idea visible in implicit form in the above citation from Turgot, in com-
bination with the association of labour with property, opened what seemed a
way to a unified theory of exchange and surplus production – to what Marx
would call a theory of surplus value. This was the idea of the social division of
labour, among themost important ideas evolved, in itsmodern form,during the
eighteenth century. The chief intellectual problem raised by the displacement
of the ancien régime in Europe by developing capitalism was how to justify the
emerging social order in the face of the dissolution of earlier social, political,
and religious bonds. As ever in social history, the terms of the problem con-
tained the solution. If humanity consists of individuals characterised by no
social bonds of the traditional types, but only by needs for, or rights to, the
objects and services defining the good life, then the question – what is the
natural basis of society? – takes on a specific form. Condorcet’s version of this
question constitutes a beautiful statement of the conceptual background usu-
ally ignored in studies of classical economics:

Man has certain needs and also certain faculties with which to satisfy
them; from these faculties and from their products … there results an
accumulation of wealth out of which must be met the common needs
of mankind. But what are the laws according to which this wealth is pro-
duced or distributed, accumulated or consumed? … What, too, are the
laws governing that general tendency towards an equilibrium between
supply and demand from which it follows that, with any increase in
wealth, life becomes easier and men are happier? … How, with all the
astonishing multifariousness of labour with all the frightening complex-

30 Locke, Second Treatise of Civil Government (1690), Book I, Chapter V, §30.
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ity of conflicting interests that link the survival and well-being of one
individual to the general organization of societies … how, with all this
seeming chaos, is it that, by auniversalmoral law, the effortsmadeby each
individual on his own behalf minister to the welfare of all, and that the
interests of society demand that everyone should understand where his
own interests lie, and should be able to follow themwithout hindrance?31

It is exactly the division of society’s productive activity among the independent
individuals who make it up that provides the basis for the bond and ‘universal
moral law’ they share.

Fundamental to this view was the identification of the division of labour
with production for a market. Adam Smith in one passage of the Wealth of
Nations founds the division of labour on a natural propensity of humans ‘to
truck, barter, and exchange one thing for another’; in another passage he
explains market behaviour as the natural form of the division of labour, given
the absence of any other social bond:

But man has almost constant occasion for the help of his brethren, and it
is in vain for him to expect it from their benevolence only. Hewill bemore
likely toprevail if he can interest their self-love inhis favor, and show them
that it is for their own advantage to do for him what he requires of them.
Whoever offers to another a bargain of any kind, proposes to do this … It
is not from the benevolence of the butcher, the brewer, or the baker, that
we expect our dinner, but from their regard to their own interest.32

If the basis of the system of production for trade is the division of labour, the
analysis of trade as exchange of labour is but a step away. We can see it being
taken explicitly by Benjamin Franklin: ‘Trade in general being nothing else but
the exchange of labour for labour, the value of all things is …most justly meas-
ured by labour’.33 Thismode of evaluation is just, not only because labour is the
basis of the right to property, but also because this measure ensures the equi-
valence of the individual’s contribution to and his gain from the social treasury.
It is this that assures the harmony of supply and demand and promotes indi-
vidual initiative and the growth of social wealth.

31 Condorcet, Sketch for a Historical Picture of the HumanMind (1955 [1794]), p. 130.
32 Smith,Wealth (1979 [1776]), pp. 25, 26–7.
33 Franklin, A Modest Inquiry into the Nature and Necessity of a Paper Currency [1731], cit.

Marx, A Contribution to the Critique of Political Economy, in MECW 29, p. 296.
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Nonetheless, although value could be analysed in terms of labour, and the
social surplus in terms of social surplus labour, the classical economists were
not able to combine the two strands into a thread of theory strong enough to
bear the strain of the economic facts. In particular, the equality of profit rates,
necessary if each capitalist is to receive fair recompense for his contribution
to production, proved, as we have seen, incompatible with the regulation of
exchange by labour-time content. The labour theory of value had to be aban-
doned as a basis for economic (and social) liberalism.

Marx did not begin his investigation of modern society with the assump-
tion that it is a just one, in which income measures contribution to the social
welfare. As a result, hewas able to see that, preciselywhen the lawof value regu-
lates production, exchange cannot be, as the classical thinkers liked to imagine
it, an exchangeof labour for labour.Not owningmeans of production, thework-
ers cannot exchange their labour in product form, or directly as living labour,
since under capitalism production requires increasing amounts of tools and
materials. So the exchange between capitalists andworkers is not one of labour
for labour, but of labour for labour power. (As in any case the capitalists do no
labour, their exchanges with workers or with each other involve the transfer
of claims to labour, indeed, but of claims to other people’s labour.) In this way
Marx solved the first of the two problems that Engels, introducing Volume II of
Capital, identified as the reefs on which both Ricardian theory and its ‘vulgar’
successors had come to grief: the explanation of the origin of a surplus value
in an apparent exchange of equivalents between capital and labour.34 In the
course of this solution, as is evident, Marx destroyed the attempt to use the
labour theory of value to explain and justify social relations. Value is not the
magic that ties the self-interest of each to the social interest of all; it is the form
in which the exploitation of one part of society by another is carried out.

The productive activities investigated by political economy under the name
of ‘labour’, though carried out for society at large, are exercised under the con-
trol and to the account of privately-owned enterprises. As explained in the
previous two chapters, though the work of production is in fact social labour,
its social character is invisible until the products are sold. Only then can the
place of a given piece of work in social production bemeasured – for only then
does it definitely have such a place. Since, outside of the market, there is no
structure of social coordination uniting all the producers,

34 See Marx, Capital II, p. 101. This corresponds to the first two of the insoluble problems
Marx identified as the causes of the ‘disintegration of the Ricardian school’; see Chapter 4
above, p. 76.
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the specific social characteristics of their private labour appear onlywith-
in this exchange … Men do not therefore bring the products of their
labour into relation with each other as values because they see these
objects merely as the material integuments of homogeneous human la-
bour. The reverse is true; by equating their products to each other in
exchange as values, they equate their different kinds of human labour.35

This is why in capitalism social labour appears not as such, but as value, i.e.,
as the property of commodities signalled by their prices (their capacity for
exchange). Value is abstract labour formed from concrete labour by market
exchange.

To say that abstract labour appears as value is to say that the value of a
commodity cannot be expressed directly in terms of labour hours, but only in
terms of another commodity for which it exchanges. In each act of exchange,
however, we still have a trade of two use values, two products of concrete
labour. How in the act of exchange are these two labours transformed into
(more specifically, treated as though they were) quantities of abstract labour?
This question, unasked by the classical economists, Marx answered with his
theory of money. As we have seen, Marx’s idea is that in exchange, each com-
modity serves as the form of value –which is in this way distinguished from the
natural, use value form of products – for the other. The generalised exchange
of all commodities against each other – which is what gives the labour pro-
ducing them its abstract character – is made possible by the selection of one
commodity specifically for this function of representing by quantities of itself
the exchange values of all other goods. In this way,

Money necessarily crystallizes out of the process of exchange, in which
different products of labour are in fact equated with each other, and thus
converted into commodities. The historical broadening and deepening
of the phenomenon of exchange develops the opposition between use
value and value which is latent in the nature of the commodity. The need
to give external expression to this opposition for the purposes of com-
mercial intercourse produces the drive towards an independent form of
value … At the same rate, then, as the transformation of the products of
labour into commodities is accomplished, one particular commodity is
transformed into money.36

35 Marx, Capital I, pp. 160, 165.
36 Ibid., p. 181.
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Thus, we can expand the definition of ‘value’ given at the end of the previ-
ous paragraph: it denotes abstract labour time contained in a commodity as
represented by a quantity of the money commodity produced (ideally) by an
equal amount of labour time.

This definition exhibits the distinction, as well as the intimate relation,
between value and the form in which it is represented, price. If we do not
assume, as the classical economists did, that a labour theory of value implies
at least a long-term equivalence of exchange ratios and value ratios, there is no
reason to think that the exchange ratios of commodities to gold in particular
should be congruous to their value relations. Representation may be misrep-
resentation: there is nothing in the Marxian theory of the money-form which
implies that prices will coincide with values.37 Perhaps it was the impossib-
ility of perceiving value except in the form of price that led the economists
to identify the two (thus landing themselves in the toils of the transforma-
tion problem). But this at least poses no problems for a theory that makes a
clear distinction between observed phenomena and explanatory concepts. For
Marx, the potential for price to differ from value ‘is not a defect, but, on the
contrary … makes this form the only adequate one for a mode of production
whose laws can only assert themselves as blindly operating averages between
constant irregularities’.38 Uninterested in explaining (and justifying) individual
prices in terms of abstract social labour, Marx makes other use of the concept
of value.

Marx, as already noted, defines the value of a commodity not as the quantity
of labour expanded in its production, but as the ‘socially necessary labour time’
required to produce it. The full implications of this definition have often been
overlooked. In constructing the idealised model described in Chapter 2 above,
Marx adopted from the classical economists the restriction that labour which
forms valuemust be of normal productivity for the industry in which it is used,

37 This point is made clearly in Duncan Foley’s article, ‘The Value of Money, the Value
of Labour Power, and the Marxian Transformation Problem’ (1982): In accordance with
Marx’s conceptualisation of value as a property of system-wide social labour, Foley ob-
serves that ‘[a]ny particular commodity can be seen as embodying a certain fraction of
the total abstract labour expended in producing commodities; it also exchanges for a
certain amount of money (its price), which represents a possible different fraction of
the aggregate abstract social labour expended. This theory thus inherently permits the
possibility of a deviation of the price of a commodity from its labour value, that is, the
fraction of the aggregate abstract social labour embodied in the commodity’ (pp. 37–
8).

38 Marx, Capital I, p. 196.
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and so for the system as a whole. He is careful to spell out another restriction,
that this normally productive labour be allocated to meet the demand for dif-
ferent kinds of goods. To quote one of many expressions of this point:

The total quantity of labour-time used in a particular branch of produc-
tion may be under or over the correct proportion to the total available
social labour, although each aliquot part of the product contains only the
labour-time necessary for its production, or although each aliquot part of
the labour-time used was necessary to make the corresponding aliquot
part of the total product.39

The ‘correct proportion’ for every product is that at which there is no tendency
for producers to expand or contract production in one branch of industry or
another.

The question is, in what quantities the necessary labour-time itself is
distributed among the various spheres of production. Competition con-
stantly regulates this distribution, just as it constantly disorganizes it. If
too large aquantity of social labour-time is used inonebranch… the value
of the total product … is in this case not equal to the labour-time con-
tained in it, but = the proportional amount of labour-time which would
have been used had the total product been in proportion to the products
in other spheres.40

Under-produced goods count as containers of the abstract labour that would
be contained by a demand-balancing supply of these goods, and vice versa
for over-produced goods. In the terminology of modern economics, values are
defined, aswe have already had occasion to note, by reference to a hypothetical
general equilibrium of supply and demand, though without the assumption
that the system actually tends over time towards such an equilibrium.

In the third volume of Capital, Marx reminds us that the relation of supply
to demand is the specifically capitalist form of the general biosocial relation of
production to consumption: it is this general relation as organised through a
market and regulated by competition, i.e., by capitalists’ search for maximum
profit. The ‘socially necessary’ criterion for value-constituting labour can be
expressed, therefore, in this form:

39 Marx, ‘Economic Manuscript’, in MECW 31, pp. 131–2.
40 Ibid., p. 132.
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To be produced, to be brought to themarket, the commoditymust at least
fetch the market price, that [price of production including an adequate
profit] to the seller, whether its own value be greater or smaller than that
[price of production].41

The production of goods that cannot be sold at a satisfactory rate of profit
will be discontinued. This means that a full understanding of the ‘law of value’
requires attention to the competition between individual capitals as an aspect
of the interrelations which form them into one social system.

As the history of capitalism demonstrates, there is no obvious connection
between the conditions determining profitability and the relation between
needs and resources. Bymaking supply-demand equilibrium an explicit condi-
tion for the definition of value,Marx did not, like general-equilibrium theorists,
mean to describe the price system as a mechanism adjusting production to
consumption desires, but to emphasise the subordination of goods-production
and demand-satisfaction to profit-making. As value-production is the organ-
isational principle of production specific to capitalism, values are defined for
products that are exchanged as products of capitals, not just as products of
‘social labour’. Though the labour input to the product of a given firm counts
as socially necessary only to the extent that the exchange process makes it a
part of the total social labour time, the commodity is exchanged as a part of
the social product only as the private property of the firm. Its price must, as we
have seen, yield a rate of profit high enough tomake possible the firm’s contin-
ued operation on a capitalist basis.42

The model of capitalism utilised in Volumes I and II of Capital – let us call
it Model I – idealised by (inter alia) abstracting from the capitalist demand for
the highest possible profit rate. As pointed out earlier, this idealisation allowed
individual capitals to model the total social capital, explaining how surplus
value is created in the individual enterprise as an element of a social totality. In

41 Marx, ‘Economic Manuscript’, in MECW 32, p. 273. At the time when he wrote this, Marx
used ‘cost-price’ or ‘market price’ tomeanwhat he later designated as ‘price of production’:
‘the value of the advances + the average profit’ (ibid.).

42 Here, as in this chapter as a whole, I followMarx (to this point in his book) in abstracting
entirely from the division of surplus value among forms of revenue other than profit of
enterprise – i.e., from rent and interest – and also from the flow of social surplus value
through nonproductive investment. It should be remembered, therefore, that in what fol-
lows, ‘total profit’, ‘total wages’, etc. cannot be identified directly with empirical aggregates
of profit and wages.
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this model it is clear that each capital, and so the total capital of society, gen-
erates surplus value depending on the amount of labour power employed, and
so on the amount of variable capital (this is the ratio Marx calls the rate of sur-
plus value, s

v ). But the distinction between variable and constant capital central
to this explanation is of no importance to the capitalist investor; whatever the
composition of capital, as Marx calls the ratio of constant to variable capital,
the capitalist measures his profit against his total investment.

That capitals of different compositions yield profit at disparate rates in
Model I ‘is true on the same basis as our whole investigation so far: that
commodities are sold at their values’, since in this case each capital receives,
upon sale of the product, the surplus value produced by its workers. In real-
ity, however, ‘ignoring inessential, accidental circumstances that cancel each
other out, no such variation in the average rate of profit exists betweendifferent
branchesof industry, and it couldnot existwithout abolishing the entire system
of capitalist production’.43 An understanding of the dynamics of profitabil-
ity, and so of the competitive organisation of the productive system, requires,
therefore, the construction of a less idealised representation, which I will call
Model II. In this model, developed in Volume III of Capital, Chapter 9, Marx
understands the equilibrium that defines socially-necessary labour time as a
result of profit-maximisation aswell as of thematching of supplywith demand:
capital, given its (ideal) completemobility, stopsmigrating between spheres of
industry when no capital can increase its rate of profit by moving. ‘Value’ then
refers to the allocation of labour time that would obtain if all capitals were to
receive profit at the same rate.

Value and Price

Since price is the only form in which capitalist labour is represented, it is also
the form of representation of surplus labour, of the quantity of labour time
required for the reproduction of the working class, and of the quantitatively
increasing power of the capitalist class, as measured by its control of labour
time embodied inmeans of production. Thus, the sum of all prices is the mon-
etary representation of total abstract labour;44 the total of the sums expended

43 Marx, Capital III, p. 252.
44 Sincewe are still idealising away the existence of credit and landed property, this includes

neither the prices of financial assets nor the price of land, to be later explained in terms of
the appropriation of surplus value by, respectively, financial capitalists and landowners.
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on means of production and in the purchase of labour power represents the
capitalists’ investment of past social labour appropriated by them in the pro-
duction process; and the total of profits expresses in terms of the money com-
modity the capitalist-controlled portion of the labour-time newly expended in
production.

It is of the essence of capitalist commodity production that the social labour
time relationships just described are invisible at the level of the individual firm.
For the firm demands a return on investment determined by the size of that
investment, not by its contribution to social production as a whole. So while
the value of every commodity is a definite quantity of abstract labour time, this
quantity is – as we saw in the previous chapter – in principle not measurable.
Nonetheless, the rate of surplus value, the relation between value invested and
value produced in excess of that investment, affects all capitalists in the formof
the average rate of profit, on thebasis of which theymake investmentdecisions.

Marx opens his exposition of ‘the transformation of surplus value into profit’
in Capital, Volume III, with a distinction between ‘what the commodity costs
the capitalist’, its cost-price, and ‘what it actually does cost to produce it’ in
labour time, including surplus labour time.

When we combine the various portions of commodity value that simply
replace the capital value spent in the commodity’s production, under
the heading of cost price, we express … the specific character of capit-
alist production. The capitalist cost of the commodity is measured by the
expenditure of capital, whereas the actual cost of the commodity ismeas-
ured by the expenditure of labour.45

For the individual capitalist, the portion of society’s labour carried out by his
employees figures only in the form of services that he has bought. Wages are a
cost for him, just like the cost of means of production. His only interest is that
the price of the product he manufactures by combining these ‘inputs’ should
yield as high a return on investment as is possible under given conditions.

Price formation, then, bears no direct relation to the abstract-labour content
of goods but is a function of capital costs and the average profit rate. Therefore,

although the capitalists in the various spheres of production get back on
the sale of their commodities the capital values consumed to produce
them, they do not secure the surplus value and hence profit that is pro-

45 Marx, Capital III, p. 118.
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duced in their own sphere in connection with the production of these
commodities.What they secure is only the surplus value and hence profit
that fall to the share of each aliquot part of the total social capital, when
equally distributed, from the total surplus value or profit produced in a
given time by the social capital in all spheres of production.46

Marx illustrates this conception with a table representing a five-branch eco-
nomy.47 Since compositions differ among the five capitals, their ratios of sur-
plus value to cost-price in value terms differ. Competition for the total surplus
value available ensures that each branch of production receives the average
rate of profit, measured on its total investment, so that the economy is in
supply-demand equilibrium.While the price totals that determine the average
rate of profit will be the ‘money-expressions’ of the labour socially necessary to
produce them, in order to yield equal profit rates the commodities produced
in all branchesmust be sold at prices, differing from their values, equal to costs
plus the average rate of profit measured by the ratio of total surplus value to
total capital.

SinceMarx’s table is intended only as an illustration of this bit of reasoning,
Marx has simplified things by representing cost-prices as equal to the values of
means of production and labour power purchased by individual capitals. He
is careful to point out that this representation does not correspond to reality,
even the Model II version of reality:

for the buyer of a commodity, it is the price of production that consti-
tutes its cost-price and can thus enter into forming the price of another
commodity. As the price of production of a commodity can differ from
its value, so the cost-price of a commodity, in which the price of pro-
duction of other commodities is involved, can also stand above or below
the portion of its total value that is formed by the value of the means of
production going into it. It is necessary to bear in mind this modified sig-
nificance of the cost-price, and therefore to bear in mind too that if the
cost-price of a commodity is equated with the value of the means of pro-
duction used up in producing it, it is always possible to go wrong. Our
present investigation does not require us to go into further detail on this
point.48

46 Ibid., p. 258.
47 Ibid., pp. 255–6.
48 Ibid., pp. 264–5.
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It is peculiar, to say the least, that Marx’s critics have insisted on discussing
the argument as represented by his tables, while treating this and similar pas-
sages not as corrective supplements to that representation but as admissions
of theoretical failure.49 It seems clear thatMarx did not engage in a ‘closer ana-
lysis of this point’ because the aimof his tablewas not to exhibit a computation
of prices from value data – a computation uncalled for as well as ruled out by
his theory of value and price – but to explain the divergence of profit and price
from surplus value and value. Indeed, on the basis of Marx’s theory,

Apart from the fact that the price of the product of capital B, for example,
diverges from its value, because the surplus value realized in B may be
greater or less than the profit added in the price of the products of B,
the same situation also holds for the commodities that form the con-
stant part of capital B, and indirectly, also, its variable capital, as means
of subsistence for the workers … However, this is always reducible to the
situation that whenever too much surplus value goes into one commod-
ity, too little goes into another, and that the divergences from value that
obtain in the production prices of commodities therefore cancel each
other out.50

In reality, of course, the situation is the reverse of that pictured inMarx’s table,
which starts not from reality but from the idealised model of it presented in
Volume I of Capital. What the analyst of the capitalist economy has to start
with as phenomena to be understood is various sets of prices, representing the
costs of production in various industries, on the one hand, and profits earned,
on the other (at this point in Volume III the division of surplus value into
industrial profit, commercial profit, interest, rents, and taxes is still idealised

49 In a recent book, Fred Moseley, concerned in contrast to justify Marx’s approach, main-
tains that ‘[t]his “modification in the determination of the cost price” does not mean a
change in themagnitude of the single, given, actual cost price. The only thing that changes
is the explanation of this … cost price …’ (Money and Totality [2016], p. 163). But in say-
ing that, ‘[a]s the price of production of a commodity can differ from its value, so the
cost-price of a commodity, in which the price of production of other commodities is
involved, can also stand above or below the portion of its total value that is formed by
the value of the means of production going into it’ Marx is clearly describing a quantit-
ative modification of cost-price, an alteration for which, of course, he offers an explana-
tion.

50 Ibid., p. 261; and see pp. 259–60 for another clear statement of the situation.



146 chapter 6

away, as in Volumes I and II; industrial profit is therefore just another name
for surplus value). The theoretical problem is to explain what these prices sig-
nify, and why that content is represented in this particular way in this form
of society. The general answer is that they are representations of social labour
under specifically capitalist conditions. The product of the social system taken
as a whole is ‘a mass of commodities’, and ‘the labour expended on each com-
modity’ cannot be calculated ‘except as an average’ – socially necessary abstract
labour time – ‘reckoned ideally as an aliquot part of the total labour expended
on it’.51 In this way, as discussed in the previous chapter, the concrete labour
times expendedon thedifferent kinds of products are abstracted into a socially-
valid homogeneous abstract labour time by being exchanged against money.
This analysis of prices as the representation of social labour opens the way to
the analysis of profit as the difference between labour newly performed and
the past labour-cost of its performance. In this way Marx has, to use the lan-
guage of the introduction to theGrundrisse, ascended from the concrete to the
abstract.

The part of the argument expounded in the first two volumes of Capital has
as itsmain purpose to explain capital as the appropriation of surplus labour on
the individual and social scales, and to outline the historical consequences of
this. For this purpose, Model I, which ignores the equalisation of profit rates, is
sufficient. In fact, an understanding of the production of surplus value requires
clarity about the distinct roles played by different elements of capital invest-
ment – by constant capital, whose value is simply transferred to the product,
and by variable capital, which buys labour power that can be put to work to
create an amount equal to variable capital plus an increment. To illuminate
the class relation of exploitation between the labouring and capital-owning
classes, Model I abstracts from the competitive struggle between capitalists
over the surplus value produced within the system as a whole.

In Chapter 9 of Volume III, however, Marx begins his ‘return from the
abstract to the concrete’ by discussing, if only schematically, the differences
between capitals – at this point, the differences in composition which, in
Model I, yield (in effect if not terminologically, since the category of ‘profit’
has not yet been defined) differing profit rates for different capitals.52 Compet-
ition is a response to these differences, the changes in supply-demand relations

51 Marx, ‘Results of the Immediate Process of Production’, in Capital I, p. 954.
52 If we ‘assume to start with that all commodities in the various spheres of production were

sold at their actual values… very different profit rates would prevail in the various spheres
of production’ (Capital III, p. 275).
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effected by the flow of capital among industrial sectors in search of higher
profit rates altering prices so that every investment yields (ideally) the aver-
age rate of profit.53 The outcome of this (continuous) process is a situation in
which the cost-price paid prior to production in each industry includes a share
of the surplus value generated during the previous production period, distrib-
uted among the various industries as a function of cost-price and the average
rate of profit. Thus the more-concrete Model II of the third volume explains
the equalisation of profit rates as the redistribution of surplus value among the
whole set of capitals via the formation of market prices.54

The equalisation of profit rates is a real process, in Marx’s conception
(though of course, as he points out, not one that actually begins from cost-
prices in value terms): the differences in the amount of surplus value that

emerge in the particular spheres of capital investment, partly owing to
differences in the ratio of variable to constant capital, partly owing to the
ratio of circulating and fixed capital (let us say owing to all the relations
which emerge from the ratio of production time to circulation time) –
these different rates of surplus value or the diversity of surplus value, con-
tinue to exist, although in the altered form of differences in profit or dif-
ferent rates of profit. These serve as the substance of the general rate of

53 The equalisation of profit rates, Marx points out, assumes a tendency towards the equal-
isation of rates of surplus value across industries. Following the method of idealisation,
‘[w]e assume a general rate of surplus value of this kind, as a tendency, like all eco-
nomic laws, and as a theoretical simplification; but in any case this is in practice an
actual presupposition of the capitalist mode of production, even if inhibited to a greater
or lesser extent by practical frictions, that produce more or less significant local differ-
ences’. The empirical approximation to the theoretical ideal ‘is all the more exact, the
more the capitalist mode of production is developed and the less it is adulterated by
survivals of earlier economic conditions …’ (ibid.). Specifically, the freedom of capital to
migrate across sectors in search of maximum profitability requires ‘the abolition of all
laws that prevent workers from moving from one local seat of production to any other’,
along with the ‘[i]ndifference of the worker to the content of his work’ produced by the
institution of wage labour and the tendential ‘reduction of work in all spheres of produc-
tion to simple labour’, thanks to the division of labour and its consequent mechanization
(ibid., p. 298).

54 Marx clearly distinguishes the two models: ‘In Volumes 1 and 2 we were only concerned
with the values of commodities. Now a part of this value has split away as the cost price,
on the one hand, while on the other, the production price of the commodity has also
developed, as a transformed form of value’ (Marx, Capital III, p. 263).
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profit … They are equalized, reduced to their average magnitude, which
is then the real (normal) rate of profit in all particular spheres … [This]
alters the absolute magnitude of profit – hence of surplus value, which
appears in the form of profit [for each individual capital].55

Nonetheless, ‘considering… the total amount of the social capital … [t]he aver-
age rate of profit is nothing other than the total surplus value related to and
calculated on this total capital, in so far as profit is considered only as surplus
valuewhich has been converted formally’.56 Surplus value is represented by the
sum of profits earned in all spheres of production.

While Model II drops the idealisation consisting in ignoring inter-capitalist
competition, it shares two fundamental features with Model I: (1) the basic
socialmechanism regulating production, that labour-time is practically repres-
ented by the exchange value of products; and (2) the determination of the total
surplus value available for capitalist use at the end of each production period
by the extension of the working day beyond the point necessary to reproduce
the consumption requirements of the producers. This is not changed by the
fact that the price that must be paid, via the payment of wages, to purchase
those consumption goods will differ from the value of those goods, as it will be
increased or diminished by the quantity of surplus value transferred from or
to other spheres of production. Just as in Model I, in Model II the increment
to capital investment is the amount of value produced in excess of the labour-
time cost of reproducing the working class.

AsMarx expresses this relation between the twomodels, ‘[t]he competition
of capitals is nothingmore than the realization of the immanent laws of capital
…’57 In a capitalist economy, in fact, it is the quest for profit that unites indi-
vidual firms in a social totality: It ‘is through the equalization of the profits of
the different capitals that they are connected with each other as aliquot parts
of the aggregate social capital, and as such aliquot parts they draw dividends
out of the common funds of surplus value …’58 Although the magnitude of a
commodity’s value

is not expressed in its price; and its price is not an equivalent, not the
adequate monetary expression of its value [n]evertheless, it remains the

55 Marx, ‘Economic Manuscript’, in MECW 33, p. 97.
56 Ibid., p. 104.
57 Ibid., p. 102.
58 Marx, ‘Economic Manuscript’, in MECW 32, p. 2.
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monetary expression of its value – the value expression of [the commod-
ity] – in so far as the labour contained in it is represented as general social
labour, asmoney.59

Because money can be understood only as a representation of social labour
time in the abstract, its use as the equivalent of a commodity signals the char-
acter of the totality of market exchanges as a regulation of the expenditure of
social labour.

In the economy as represented by the more realistic Model II, prices must
in general differ from values, because they include profits calculated at the
average rate, and because that profit is calculated on cost-prices that them-
selves include profits calculated at (what was during the previous production-
circulation cycle) the average rate. For the individual capitalist, the distinction
between value and price of production is inconsequential; all that matters
to him is that the inputs purchased can be employed to produce a product
yielding the highest possible rate of profit. Thus, ‘[a]s a general rule, the prin-
ciple that the cost price of a commodity is less than its value has been trans-
formed in practice into the principle that its cost price is less than its price
of production’.60 As a result, at the end of the analysis as at its starting point
the theoretically-identifiable values of means of production and consumption
goods have no direct empirical representation, as they are visible only in the
form of production prices. Even though the price of the consumer goods for
whichwages are exchanged does not equal their value, because those goods are
necessary to reproduce the labour force, their price ‘= the value of the labour
capacity for which the variable part of the capital is exchanged’.61

Marx’s Model I, developed in Volumes I and II of Capital, abstracts from the
difference between value and price, and so treats what Marx calls necessary
labour (the amount of abstract social labour required to maintain the labour

59 Marx, ‘Economic Manuscript’, in MECW 34, p. 114.
60 Ibid., p. 265.
61 Marx, ‘EconomicManuscript’, inMECW33, p. 232. It is to be remembered that v is the value

of labour power, and only indirectly of the commodity bundle which sustains it: although
the wage ‘is in fact only the general equivalent form of the worker’s necessary means of
subsistence … [w]hat the capitalist buys is not the worker’s means of subsistence, but his
actual labour power. It is not theworker’smeans of subsistence that form the variable part
of the capitalist’s capital, but his active labour power. What the capitalist consumes pro-
ductively in the labour-process is labour-power andnot theworker’smeans of subsistence’
(Marx, Capital II, p. 245).
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force) as equal to the labour contained in workers’ consumer goods. Model II
abandons this equivalence. At this point, when the distribution of social sur-
plus value among different industries is considered, the value of labour power
must, as Marx says, be treated as equal to the price, not the value, of consumer
goods. To follow the discussion in the Grundrisse, if the value of wage goods
is, say, higher (expressed in money terms) than the social variable capital, the
capitalist producers of these goods will be losingmoney to other capitalists via
the transfer of surplus value, since the ‘necessary wage’, or V, will be equal to
their aggregate price and not to their value.62

Similarly, the total constant capital of society, which reappears in the prod-
uct, is a sum of value that now includes surplus value generated in the previous
production period. Accordingly, it must in practice also be determined by the
prices of means of production, not their values. The reappearance of constant
capital costs in the products of individual firms is an effect of competition,
expressing the demand of capitalists for the highest possible rates of profit rel-
ative to their total investment, irrespective of the difference between the price
representation and the labour-time content of that investment. Thus the fact
that the production of means of production is part of the production of final
goods, even if those processes are carried out by different business entities (a
fact depicted in Model I by the reappearance of the value of constant capital
in the value of output), appears in reality (at least in the Model II version of
reality) in the distorted form of the capitalist counting the price of means of
production as a cost that must be recouped, with a profit, in the sale of his
product. Of course, each capital entitywill have paid not the value but the price
of themeans of production it employs, andwill demand that this be included in
the production price of its own product, because of its practically-necessitated
blindness as to the origin of the surplus value it appropriates as profit. But,
however the surplus value produced in the previous production period is redis-
tributed among branches of production by the formation of production prices,

62 ‘As for the variable capital, the average daily wage is certainly always equal to the value
product of the number of hours that the worker must work in order to produce his neces-
sary means of subsistence; but this number of hours is itself distorted by the fact that
the production prices of the necessary means of subsistence diverge from their values.
However, this too is always reducible to the situation that whenever too much surplus
value goes into one commodity, too little goes into another, and that the divergences from
value that obtain in the productionprices of commodities therefore cancel each other out’
(Marx,Capital III, p. 261). See alsoMarx, ‘EconomicManuscripts’, inMECW 28, pp. 365–66;
cf. ibid., pp. 352–3.
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for the system as a whole the sum of constant and variable capital expresses in
money terms the value-cost of means of production and labour power.63

The rate of surplus value remains the ratio between the amount of time the
proletariat must work to produce its means of subsistence and the length of
the (social average) working-day in excess of that time. But this value relation
is invisible, because the capitalist demand for equal profitability requires the
representation of labour-times by prices differing from values. Thus it appears
only in the form of the average rate of profit, the ratio of surplus value to total
capital investment.

This state of affairs was represented in Model I by abstracting counterfac-
tually from the capitalist demand for the equalisation of profit rates among
different industries. While in Model II individual capitals are represented as
equal to the prices of inputs, the ‘return’ towhich takes the formof profit calcu-
lated at the average rate, the total capital is numerically equal to that inModel I.
The quantities of variable and constant capital differ between the two models
(though their sum remains the same), but this affects only the price relations
of interest to individual capitalist firms in competition with each other. It does
not affect the value relation of interest to Marx: the rate of profit. The rate of
profit remains the ratio between the total surplus value and the sum of social
constant and variable capital. Of course, total value (expressed in money) and
total price are equal, since neither the values (including previously redistrib-
uted surplus value) invested nor the new surplus value distributed among the
various spheres of production have changed. Circulation mediated by prices
does not alter the case, imagined inModel I, of circulationmediated by values,
when,

even if the rate of profit is numerically different from the rate of surplus
value, while surplus value and profit are in fact the same and even numer-
ically identical, profit is still for all that a transformed form of surplus
value, a form in which its origin and the secret of its existence are veiled
andobliterated. Inpoint of fact, profit is the formof appearanceof surplus
value, and the latter can be sifted out from the former only by analysis. In

63 ‘If we consider the total capital, the total surplus value represents the total excess quantity
of labour which is realized in the total surplus produce, over and above the product which
replaces the constant part of capital and is required for the reproduction of the whole of
the working class – a surplus produce which is in part converted back into capital and in
part forms the income of all classes living, under various headings, from their command
over alien labour, from their respective shares in this surplus produce’ (Marx, ‘Economic
Manuscript’, in MECW 33, p. 98).
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surplus value, the relationship between capital and labour is laid bare. In
the relationship between capital and profit, … [i]t appears to conscious-
ness as if capital creates this new value in the course of its movement
through the production and circulation processes.64

In this way, the analytical insight achieved in Model I is preserved in Model II,
even while the ‘illusion generated by competition’, as Marx calls it in the title
of Chapter 50 of the third volume, is explained.

The value relations are not only ignored by individual capitalists; they are
in principle unknowable, because of the fact that in capitalism abstract social
labour is represented only in the form of money prices. Nonetheless, it is the
average profit rate, the relation of surplus value to the total capital investment,
which limits the accumulation possibilities of capital, and not the struggle of
the individual firms to grab asmuchof the social surplus value as possible. (This
is whyMarx’s theory is a theory of monopoly as well as of competitive capital.)
Thus, despite the invisibility of abstract labour time in market transactions, in
the form of the average profit rate the ‘law of value’ – the representation of
social labour bymoney – rules capitalist society. The divergence of production
price from value

does not alter in any way the value of the commodity; it does not alter
the fact that, whether its [production] price is equal to, greater or smaller
than, its value, it [the commodity] cannever be producedwithout its value
being produced, that is to say, without the total amount of materialized
and immediate labour required for its production being expended on it.
This quantity of labour…must be expended on it, and nothing in the gen-
eral relationship between capital and labour is altered by the fact that in
some spheres of production a part of the unpaid labour is appropriated
by ‘brother capitalists’ and not by the capitalist who puts the labour in
motion in that particular branch of industry.65

Such passages suggest that ‘transformation’ is a misleading expression in the
context of Marx’s explanation of the relation between price and value. For
Marx’s recasting of value theory solves the second great riddle of Ricardian the-

64 Marx, Capital III, p. 139.
65 Marx, ‘Economic Manuscript’, in MECW 32, p. 272. To put this in the terms I have intro-

duced in this discussion: the explanation of the origin of surplus value in Model I does
not lose its validity in Model II.
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ory – ‘how on the basis of exchange value a market price differing from this
exchange value comes into being’66 – by showing that the concept of value
applies only to a system in which goods exchange at prices differing from their
values. Values cannot be literally transformed into prices because the two play
different theoretical roles; for each commodity there is both a value (in the the-
oretical analysis of social labour under capitalism) and a price (in economic
reality). Value is an explanatory category, price an empirical one.

Marx had sympathy for the economists, above all Bailey, who found the
Ricardian labour theory of value analytically worthless:

At the same time one perceives how economists who, on the one hand,
observe the actual phenomena of competition and, on the other hand, do
not understand the relationship between the law of value and the law of
[production] price, resort to the fiction … that there is no such thing as
value.67

Only by clarifying the relation between economic phenomena and their the-
oretical explanation could the Ricardian dilemma be overcome. Value is social
labour as represented in the price form. ‘Value’ is a doubly theoretical category:
as a term of economic theory, it refers to the social practice of representing
labour time by money prices.

Donald Clark Hodges makes this point well by observing that ‘value is im-
puted to commodities, but … it is not an objective property of anything’.68 For
‘objective’ we can substitute ‘observable’; for its antonymHodges uses ‘subject-
ive’, but itwouldbe clearer to speak, asMarxdoes, of ‘social existence’.69There is
also (aswe saw in the previous chapter) a physical reality involved: the concrete
labour of production of different sorts of goods and services. And there are the
actual quantities of money for which these goods and services are exchanged
at any moment. What connects the two is an ideology, a social belief system.
As Hodges puts it, ‘commodity values are the alienated mental constructs cor-

66 Marx, Contribution, in MECW 29, p. 302; for Engels’s paraphrase, seeMarx, Capital II, p. 101.
67 Marx, ‘Economic Manuscript’, in MECW 32, p. 273.
68 Hodges, ‘The Value Judgment in Capital’ (1965), p. 299.
69 ‘[T]he objectivity of commodities as values is the purely “social existence” of these things

…’ (Capital I, p. 159); ‘As values, commodities are social magnitudes, that is to say, some-
thing absolutely different from their “properties” as “things”. As values, they constitute
only relations of men in their productive activity. Value indeed “implies exchanges”, but
exchanges are exchanges between men …’ (Marx, ‘Economic Manuscript’, in MECW 32,
p. 316).



154 chapter 6

responding to the unscientific and irrational character of capitalist relations of
production’.70 A non-fetishistic analysis would involve eliminating reference to
‘value’:

To say that only labour creates value is a highly elliptical expression
that needs to be filled in before any formal translation can be accurately
made. In this statement the term ‘labour’ needs to be replaced by the
term ‘labourers’. Thus translating and changing the tenses, we have ‘only
labourers create andpreserve the [technically] standard labour expended
on products’.71

The value analysis of capitalist production depicts the fetishistic character of
the regulation of production and distribution by monetary exchange.

The Marxian analysis connects the distinctive features of capitalism noted
(though not as such) by economists – that goods are produced as commodit-
ies and that profit is the sine qua non of production – with this society’s class
structure, interpreted in terms of the control by some people of other people’s
life-activity.

Although on the basis of capitalist production the social character of
their production confronts the mass of immediate producers in the form
of a strict governing authority … – though this authority accrues to its
bearers, however, only as the personification of the conditions of labour
vis-à-vis labour itself, not to them as political or theocratic rulers as in
earlier forms of production – the most complete anarchy reigns among
the bearers of this authority, the capitalists themselves, who confront one
another simply as owners of commodities, and within this anarchy the
social interconnectionof productionprevails over individual caprice only
as an overwhelming natural law.72

It is the connection between class structure and the organisation of the pro-
cess of social reproduction that explains the puzzles of value: why social labour
is representable not as such but only in the form of quantities of money, and
why nevertheless money prices are not equal to labour-time contents. What
such puzzles indicate is not the disappearance of social labour as the sub-

70 Ibid., p. 305.
71 Ibid., p. 302.
72 That is, the fetishistic ‘law of value’; K. Marx, Capital III., p. 1021.
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stance of production, but only the peculiar character of a system in which,
while ‘labour is valid only as social labour’, on the other hand, ‘the division
of this social labour and the reciprocal complementarity or metabolism of its
products, subjugation to and insertion into the social mechanism, is left to the
accidental and reciprocally countervailing motives of the individual capitalist
producers’.73

The analysis of interfirm competition as the struggle over shares of a given
social surplus value also explains the ‘constantly operating tendency … to
reduce the labour-timeneeded toproduce a commodity, i.e., to reduce the com-
modity’s value, below the existing social average at any given time’.74 At the
same time, it explains the recurrent bizarre combination of overproduction
andmassmisery as a result of this tendency, which, historically peculiar to cap-
italism, translates the sociological class division into a material impossibility
of production outside of capitalist control. The cutting of costs, in price terms,
by raising the productivity of labour through the use of machinery appears a
simple and obvious manoeuvre in the competitive struggle between capitalist
firms. As long as the increase of production, at a lower price per item, makes
possible increased sales and profit for the individual capitalist company, this
seems the soundest of operations from the economic standpoint and not to
exert the least influence on the general rate of profit and the average rate of
profit.

What the capitalist sees, and therefore the political economist as well, is
that the part of the paid labour that falls to each item of the commod-
ity changes with the productivity of labour, and so too therefore does the
value [as price] of each individual article; he does not see that this is also
the case with the unpaid labour contained in each article, and the less so,
as the average profit is in fact only accidentally determined by the unpaid
labour absorbed in his own sphere.75

The decrease in surplus labour, although invisible at the level of the firm due to
the deviation of price from value, is visible on the social level in the tendency
for the average rate of profit to fall, itself visible first of all in a declining rate
of accumulation. Thus, the attempt to increase profitability is connected with
capitalism’s crisis tendency, while the evident healing power of crisis can also

73 Ibid., p. 1020.
74 Ibid., p. 1021.
75 Ibid., p. 272.
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be explained in value terms as an effect of the devaluation of capital and its
accordingly increased profitability. (This will be discussed in Chapter 10.)

Ultimately, therefore, the intuitive plausibility of Marx’s use of the concept
of value is confirmed by his success in explaining (and so predicting) the sys-
tem’s developmental trends. As a theory of the cultural representation (‘value’)
of material realities (‘labour’) – and herein lies its character as a critique of
economic theory – it also explains the difficulties of those who submit to the
laws of economics, and of their theoretical representatives, the economists, to
understand those laws. The continual confusion of phenomenon and explana-
tion in the classical analysis of value, aswell as the vulgar economists’ abandon-
ment of that analysis, is shown to derive from the characteristic of capitalism
which lies at the centre of the category of value, that while production is car-
ried out for society at large, it is controlled by individual firms. If this seems
the ‘normal’ or ‘natural’ way to organise society, then it is an easy slide to the
depiction of the private owners as agents of society.With this comes the iden-
tification of price – the conditions of production as experienced by the firm –
with value – these conditions as envisioned from the point of view of society
as a whole. Keeping these levels of analysis separate would also involve a clear
distinction between surplus value and the income categories of profit, interest,
and rent. Evenwith respect to profit alone, once theprofit of a particular capital
is seen as a share of the total social surplus value, it canno longer be seen as that
capital’s recompense for its contribution to production. And indeed, Ricardo
was unable to distinguish between the two concepts, alternatively speaking of
profit as a deduction from the worker’s product and as a just reward for cap-
ital’s contribution. The analytical superiority of Marx’s treatment of value was
made possible by his resistance to the use of theory to justify the modern class
structure.



© koninklijke brill nv, leiden, 2018 | doi: 10.1163/9789004366572_008

chapter 7

Ricardo Redux

As the difficulties of classical economics were not accidental, neither was the
economists’ failure to work through them. Why were the followers of Ricardo
not interested to adopt and develop Marx’s recasting of their master’s theory?
Despite the ill repute of vulgarmarxism, one is forced to the conclusion that it is
sometimes amatch for reality.Marx’s own analysis of thematter seems correct:
having arrived at an analysis of capitalism that pointed to incompatible class
interests, economists could either accept this or abandon the theory. Accept-
ance was rendered difficult precisely by the rising tide of class struggle during
the second half of the nineteenth century. The labour theory of value and sur-
plus value was duly abandoned, in order to preserve the vision of a system in
which the pursuit of ‘individual self-interest’ produces the greatest happiness
of the greatest number.1 Once the shift in theory had occurred, outspokenly
political opposition to the labour theory gave way to the view of Marx as, at
best, a minor member of a discredited school, or to the (quite correct) feel-
ing that he was not really an economist at all. Until recently it has been left to
marxists to claim membership in the dismal profession.

As a result, discussion of the value-price problem petered out by the end
of the nineteenth century, carried on in the twentieth century only by a small
handful of economists, most, likeMaurice Dobb, RonaldMeek, and Paul Swee-
zy, politically involved with marxism. Interest flared up in the early 1970s. This

1 SeeMarx, Capital I, pp. 96–8. For an extended version of this argument, see Routh,TheOrigin
of Economic Ideas (1977), pp. 22–211. The assertion I make in the next sentence is borne out
by this interesting book. A scathing attack on the whole tradition of economics from Petty
to Keynes, it leaves Marx entirely undiscussed, although quoted as a critical ally. R.K. Kanth
approaches the sudden decline of the intellectual authority of classical economics with a
view to the concept of laissez-faire: ‘But just at the moment of final triumph over the older
vested interests, the new economic order was to be threatened by the ominous stirrings of
the working classes. Ricardo and Mill had hoped that the threat from below could be blun-
ted by education and political socialization, but by the time of John Stuart Mill this wishful
optimism had to give way to a more realistic perception of the nature of the threat and the
ways to circumvent it … [T]he chief raison d’être of laissez-faire economics was its scathing
indictment of the precapitalist and mercantilist past; once the dismantling of these institu-
tions had been achieved, it had outlived its theoretical utility. Certainly, classical economics
was of little use in countering the new threat from postcapitalist forces. For this a new school
of economics was to be better suited’ (Political Economy and Laissez-Faire [1986], p. 174).
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reflected not only the academic residue of 1960s activism, but an internal crisis
of academic economics. On the one hand, the reigning orthodoxy, the ‘neoclas-
sical synthesis’ of post-classical price theory and Keynesian macroeconomics,
foundered with the failure of Keynesian policy marked by the onset of stag-
flation in the 1970s. At the same time, controversy over the microeconomic
foundations of Keynesian theory broke out in the form of the ‘Cambridge cap-
ital controversy’ that pitted English neo-Ricardians against leading American
champions of the neoclassical theory of income distribution as determined
by the contribution of technology to production. Strongly influenced by Piero
Sraffa’s critique of neo-classical theory, which demonstrated that ‘justification
of the distribution of income by reference to technology and technique had
lost its theoretical underpinning’, this tempest in the academic teapot made
‘possible the reintroduction of power and social relations into academic eco-
nomics; it [made] possible a return to political economy’.2 The new interest
in marxist economics and so in the value-price transformation problem thus
had its origin, not in problems suggested by Marxian theory, but in the lim-
itations of policy-oriented academic economics. Subsiding again during the
asset-bubble-stimulated 1990s, it is once again rising to attention in response
to the Great Recession of 2008 and the apparent powerlessness of economic
theory to explain it or to allay its continuing effects.

Within the marxist tradition the transformation problem was first raised
by Marx’s greatest champion as a challenge to bourgeois economists. In his
preface to the second volume of Capital, Engels replied to charges that Marx
had plagiarised the economist Rodbertus. Echoing Marx’s classification of the
difficulties of the Ricardian school Engels identified two central issues: first,
‘the impossibility of bringing the mutual exchange of capital and labour into
accordance with the Ricardian law of the determination of value by labour’
and, second, the problem of ‘how an average rate of profit can and must come
about, not only without violating the law of value, but precisely on the basis
of this law …’3 Since Marx had solved the problem of the apparently unequal
exchange of labour with capital, by introducing the concept of labour power in
Volume I of Capital, that left the value-price problem. ‘Hence those economists
who claim tohavediscovered inRodbertus the secret source anda superior pre-

2 Lebowitz, ‘The Current Crisis in Economic Theory’ (1973–4), p. 387. Lebowitz’s penetrating
critique of Sraffian marxism coexists oddly with his opinion that ‘Sraffa provided the basis
for a correct solution to the transformation problem’ (p. 388). For an extended discussion of
this ‘renaissance of the Marxian system’, see Kühne, Economics andMarxism (1979).

3 Marx, Capital II, pp. 101–2.
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decessor of Marx havenowanopportunity to demonstratewhat the economics
of a Rodbertus can accomplish’ in solving it.4

As it turned out, a number of the economists who rose to this challenge
did not do too badly in anticipating Marx’s treatment of the transformation.5
However, this was probably due not so much to the inspiration of Rodbertus
as to their understanding of the earlier volumes of Capital – an understand-
ing notably higher than that of more recent entrants to the competition, who
throw the challenge back, basing the need for a new formulation of the relation
between price and value on Ladislaus von Bortkiewicz’s 1906 critique of Marx’s
conception.

It is exactly the determination of the average profit rate by value relations
that Bortkiewicz claimed to undermine in the two articles with which he foun-
ded the neo-Ricardian approach to the value-price question.6 In the longer of
these papers, ‘Value and Price in theMarxian System’, he cites the passage from
Marx quoted on p. 144 of the present text, to claim that in its opening sentences
Marx himself shows that his ‘whole construction of prices is useless’. Marx’s
argument that the various divergences of price from value compensate each
other in the aggregate is pronounced incorrect:

The fact that the positive divergences … match the negative ones, or, in
other words, that total value equals total price, ismerely the consequence
of Marx’s having equated certain prices – namely those relating to con-
stant and variable capital and to total profit – to the corresponding values.
Marx himself admits, however, that this equation represents an inaccur-
acy – at least with regard to constant and variable capital – and there
would seem to be no reason why this inaccuracy should fail to have an
effect on the reliability of the numerical expression of the total price.7

Independently of this argument, Bortkiewicz claimed that, even ‘without en-
tering into adiscussionof thedetails of the transformationof values intoprices,
it is possible to bring positive proof that the theory of the equality of total value

4 Ibid.
5 See Marx, Capital III, pp. 98–111.
6 Bortkiewicz’s work, in turn, was based on that of the Russian economist V.K. Dmitriev,

whose 1904 collection Economic Essays on Value, Competition and Utility (1974) was subtitled
‘Attempt at an organic synthesis of the labour theory of value and the theory of marginal
utility’.

7 Bortkiewicz, ‘Value and Price in the Marxian System’ (1952 [1907]), p. 10.
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and total price … is generally wrong’.8 For Marx, gold, considered as the money
commodity, exchanges against other commodities ‘subject to the general laws
of value and price’.9 If we assume that capital producing G (gold) has a lower
organic composition than the average,

the transition from value-calculation to price-calculation should result
in all goods being exchanged for more units of G than formerly, in other
words, all prices would be higher than their corresponding values.10

Bortkiewicz has forgotten that if G is counted among the other commodities,
its price must be included in the price totals, as its value in the value totals.
In Marx’s conception – which Borkiewicz claims to follow, so as to refute the
author of Capitalonhis ownground– as the prices of all other commodities are
measured in quantities of G, so the ‘price’ of G can only bemeasured in terms of
the commodities that it will buy.11 Obviously, this ‘price’ of G would fall, under
Bortkiewicz’s assumption, to the same degree that the prices of all non-G com-
modities would rise. Total price – of G as well as of the other commodities –
would still equal total value.

Bortkiewicz’s own solution to the alleged transformation problem is better
known through his shorter paper, ‘On the Correction of Marx’s Fundamental
Theoretical Construction in the Third Volume of Capital’. His procedure is
essentially the same in both papers, however, and in what follows I will refer
to both. For Marx’s table with five (unspecified) industries, Bortkiewicz substi-
tutes a systemof three industries, producingmeans of production,wage-goods,
and luxury goods respectively. This model, in other words, is a simple repro-
duction scheme like those in Capital, Volume II, in which all surplus value is
spent for capitalists’ consumption, and variable and constant capital are recon-
stituted unchanged in use value as in value terms. Values are defined as the
exchange-ratios, measured in quantities of labour-time, necessary to main-
tain this system in equilibrium, assuming equal rates of surplus value for all
three departments. ‘The problemnow is to convert these value expressions into

8 Bortkiewicz, ‘Value and Price’ (1952 [1907]), p. 10.
9 Ibid., p. 11.
10 Ibid., p. 10.
11 Marx, Capital I, p. 161. As Marx also expresses this idea: ‘money has no price’ because ‘[i]n

order to form a part of this uniform relative form of value of the other commodities, it
would have to be brought into relation with itself as its own equivalent’ (Capital I, p. 189).
Since the price of a commodity is the quantity of themoney commodity equal in value to
that commodity, the ‘price’ of gold would be … an equal amount of gold.
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price expressions which conform to the law of the equal rate of profit’. Marx’s
solution (supposedly) to this problem is rejected, as we saw above, ‘because it
excludes the constant and variable capitals from the transformation process,
whereas the principle of the equal profit rate, when it takes the place of the
law of value in Marx’s sense, must involve these elements’.12 The correct solu-
tion is a wholly new set of prices simultaneously satisfying the conditions of
simple reproduction and the equal profit rate condition.

This set of prices, however, will not be congruent with the values earlier
defined. Value and price aggregates will not be equal, and as a result the rate
of profit in price terms will differ from the rate of profit in value terms. This
is important, because Marx ‘was misled by his wrong construction of prices
into an incorrect misunderstanding of the factors on which the rate of profit
in general depends’.13 Furthermore, it follows from Bortkiewicz’s analysis that,
given the real wage, prices and the rate of profit can be determined, without
reference to labour-time values, directly from the technical conditions of pro-
duction represented here by the reproduction scheme, but more generally by
an input-output table. Finally – to complete the list of themes with which
Bortkiewicz anticipated the current neo-Ricardians – the general equilibrium
theory is held toprovide a standpoint superior to themathematically naivepos-
ition of Marx for the criticism of the concept of the productivity of capital.14

Bortkiewicz’s critique of Marx results from a misinterpretation amounting
to total incomprehension of the latter’s concept of value, confusing abstract
with concrete labour. InBortkiewicz’s attempted reconstructionof theMarxian
theoryMarx’s concept of value as social-labour-in-a-price-system plays no role
at all. It is replaced by the idea of ‘labour content’ interpreted as a technical
datum– i.e., in concrete terms. Exchange values, on theother hand, areherenot
representations of social labour-time but ‘indexes of exchange relations’.While
Bortkiewicz describes them as quantitative expressions of value in Marx’s
sense, they are in fact defined as the equilibrium set of prices determined by
production coefficients and the rate of surplus value. Production prices are
determined by a different set of equilibrium conditions, including the equal-
profit-rate principle; hence the necessary incongruity between the two.

The use of the reproduction schema as a framework for the discussion of
value and price is another manifestation of Bortkiewicz’s misunderstanding of
Marx. These schemas represent an answer to the question, ‘How is the capital

12 Borkiewicz, ‘On the Correction of Marx’s Fundamental Theoretical Construction in the
Third Volume of Capital’ (1949 [1906]), p. 201.

13 Ibid., p. 200.
14 Bortkiewicz, ‘Value and Price’ (1952 [1907]), p. 54.
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consumed in production replaced in its value out of the annual product, and
how is the movement of the replacement intertwined with the consumption
of surplus value by the capitalists and of wages by the workers?’ Marx feels free
to assume for this purpose that all products exchange at their values, because
‘in as much as prices diverge from values, this circumstance cannot exert any
influence on themovement of the social capital’.15 The Volume II schemas rep-
resent relations among capitals as idealised in the first volume’s Model I, not
among actual capitals, or even Model II capitals. That is, they abstract from
the division of the social surplus among the profits of productive capitals (and
interest and rent, as well as the profits of nonproductive capitals), to analyse
market phenomena as phases in the circuit of social capital. For Marx, the
reproduction schemas illustrate not the physical and technical structure of the
economy as a system of goods production, but the reproduction of capital, of
value, as embodied in different kinds of goods. Thus, workers’ consumer goods
enter the picture only as the material substrate of variable capital; any differ-
ence between their value and their price is here irrelevant.With respect to this
analysis, nothingwould be gained by presenting these inter-capital relations in
price rather than in value terms.

What lurks behind this Bortkiewiczian confusion is well explained by Paul
Samuelson:

Although this was not brought out by Marx and his pre-1957 comment-
ators, it is absolutely necessary to pick up from somewhere the physical
and technical data of the model. Without them no formulation of equi-
librium is possible and no valid comparison between the two regimes [of
values and of prices]. Bortkiewicz recognized that if we happen first to
have given the value totals for the industries, we can use them to calcu-
late information about the [technical conditions], after which the values
are indeed abandoned in the computation of prices.16

Samuelson draws from this the conclusion that the value quantities are an
unnecessary detour: prices can be calculated directly from the technical con-
ditions of production, as in the Sraffian approach.

15 Marx, Capital II, p. 469. For further discussion of the reproduction schemas, see Chapter 8
below.

16 Samuelson, ‘Understanding the Marxian Notion of Exploitation: A Summary of the So-
called Transformation Problem between Marxian Values and Competitive Prices’ (1971)
p. 426.



ricardo redux 163

But this is to look at the matter exactly backwards. The focus on the repro-
duction schema for the discussion of value and price has nothing to do with
the role of this tableau économique in Marx’s theory. The schema (or, gener-
ally, an input-output analysis of the economy) is important for Bortkiewicz
as the source of an equation set that determines a set of equilibrium prices.
In contrast, a set of prices of production simply cannot be mathematically
derived from Marx’s five-industry table. As the neo-Bortkiewiczian Alfredo
Medio reminds us,

prices and the rate of profit cannot be determined only by a knowledge of
values, that is, only by a set of numbers which designate the amounts of
labour-time embodied in various commodities. Obviously, in these terms,
the transformation problem is not solvable. However, it seems tome clear
that Marx always assumed that the technical conditions of production
were a datum of the problem.17

The technical conditions for the production of a commodity – its labour and
means-of-production requirements – seem toMedio tobe impliedby thedefin-
ition of ‘value’ as ‘socially necessary labour time’. While Marx’s definition of
value does refer to the existence of technical norms (as factors affecting the
productivity of labour), these, however, play no role in the determination of
price except as represented by cost-price. But, when we speak of cost-price,
the sought-after transformation has already occurred! To repeat, forMarx there
is no direct relation between individual prices and values. Medio is wrong to
assert that ‘in this context, the first proposition due toMarx to be tested is that
prices of production and the associated rate of profit can be fully determined
as functions of values of commodities’.18 This proposition is due, not to Marx,
but to Bortkiewicz. For Marx, ‘the problem’ is not ‘to convert value expressions
into price expressions’, because (pace Bortkiewicz) ‘the principle of the equal
profit rate’ does not ‘take the place of the law of value’ but constitutes its mode
of operation. The problem discerned by Marx at the bottom of the Ricardian
transformation problem is that of explaining how price formation masks the
source of surplus value, so that the profitability principle expresses the ideolo-
gical fiction of ‘fair exchange’.

17 Medio, ‘Profits and Surplus Value: Appearances and Reality in Capitalist Production’
(1972), p. 331.

18 Ibid.
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Bortkiewicz and others who have presented similar critiques of Marx’s the-
ory are thus wrong to interpret Marx’s ‘derivation’ of price from value as a
mathematical relation between two systems, one of prices and one of values,
each interpreted as a general equilibrium or linear production model of the
economy. There is only one system, of prices and values, in Marx’s account,
since abstract labour time is defined only by the production and sale of com-
modities at prices of production. (Hence both what I call Models I and II are
framed in terms of values and prices, with the two coinciding in the first,
focused on the system as a whole, with the individual capital treated as a rep-
resentative of the total social capital.) Or, rather, the word ‘system’, stemming
fromgeneral-equilibriumand linear-production analysis, doesnot belonghere.
Marx’s derivation is conceptual, not mathematical (this is why he remarks, at
the conclusion of his brief explanation of the divergence of cost-prices from
the values of commodity inputs into production, that ‘Our present investiga-
tion does not require us to go into further detail on this point’). Amathematical
description is particularly ill-suited, of course, to a domain like that of capital-
ist production, in which ‘it is only in a very intricate and approximate way, as
an average of perpetual fluctuations which can never be firmly fixed, that the
general law [of value and surplus value] prevails as the dominant tendency’.19
The absence of the mathematical model-building apparatus of linear produc-
tion theory marks not the limitation but the superiority of Marx’s value theory
as an analysis of the real world. By constructing his theory of capitalism on the
basis of concepts defined in dynamic terms, he is able tomake sense of a social
system in which fluctuating value relations determine continuous change in
technical conditions and income distribution alike.20

After Sraffa

It is in their devotion to equilibrium analysis and their attendant failure to deal
with capitalism as a dynamic, disequilibrated surplus value-accumulating sys-
tem that today’s neo-Ricardiansmost clearly appear to share the general fate of
the bourgeois ideology that they attack so roundly in its neo-classical form.21

19 Marx, Capital III, p. 261.
20 This is not to say that a mathematical version of Marx’s Model II is impossible; but it is

unnecessary, andwould aid the understanding of the theory only for a very smallminority
of people.

21 In fact, as Daniel Hausman demonstrates, ‘Everything Sraffa shows is consistent with
a suitably restricted general equilibrium model. Indeed, Sraffa’s production equations
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Piero Sraffa’s Production of Commodities byMeans of Commodities ‘is concerned
exclusively with such properties of an economic system as do not depend on
changes in the scale of production or on the proportions of factors’.22 Prices
are defined (in abstraction from the nature of capital as self-expanding value)
as exchange values making possible the reproduction of a given structure of
use values. Like the classical economists, Sraffa begins his analysis with the
conception of a subsistence economy, which produces for exchange but in
which the demand for profit has not yet raised its complexifying head. Then
a rate of profit, ‘whichmust be uniform for all industries’, appears.23 This raises
the problem noted earlier by Ricardo, that the resulting transformation of
zero-profit price (‘value’) into positive-profit price seeminglymakes impossible
the choice of a commodity to serve as a ‘standard of value’, i.e., in terms of
which the changes in relative value of all other commodities could be meas-
ured.

Sraffa expends much ingenuity on the framing of a theoretical standard
commodity, and on its use in calculating the effect on the price system of vari-
ation in the distribution of the national income. This yields the major goal of
Sraffa’s work, a critique of neoclassical capital theory, for he is able to show,
using amodel compatible with that theory, that the quantity (inmoney terms)
of capital cannot be defined prior to the distribution of income between the
owners of capital and the sellers of labour that the quantity of capital owned
is supposed to justify.

The analysis of price as a structure of exchange-ratios permitting the repro-
duction of a given physical input-output system entails, in the words of a
Sraffa enthusiast, that ‘the functions of money other than the medium of
exchange function are not discussed’.24 Among the undiscussed functions is
that of money as a store of value, that is, money that can serve as capital. We
have thus in the Sraffian system an analysis of capitalism in which capital,
self-expanding value, plays no role at all! The basic error lies exactly in ‘the

appear to be a fragment of a general equilibriummodel’ (Capital, Profits, and Prices [1981],
p. 167).

22 Sraffa, Production of Commodities by Means of Commodities (1966), p. v. Sraffa thus con-
forms toMarx’s dictumthat classical economics ‘has always liked to conceive social capital
as a fixed magnitude of a fixed degree of efficiency … This dogma in fact renders the
commonest phenomena of the production process, for instance its sudden expansions
and contractions, and even accumulation itself, absolutely incomprehensible’ (Capital I,
pp. 758–9).

23 Sraffa, Production of Commodities (1966), p. v.
24 Steedman, Marx After Sraffa (1977), p. 20.
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procedure of starting an analysis from relations between physically specified
inputs, amounts of labour-time, and physically specified outputs’.25 This is to
start with an ahistorical conception of ‘production’ – despite its title, Sraffa’s
book actually describes the production of use values by means of use values –
ignoring the specific social forms of the processes of production and distri-
bution under different historical conditions. Most fundamentally, as the first
sections of Capital demonstrate, this leads to ignoring the fact that capitalist
production is the production of commodities, exchanged goods, only in so far
as this makes possible the production and accumulation of surplus value. In
capitalism, use value exists for the sake of value, and value for the sake of sur-
plus value.

Sraffa’s work differs strikingly from its Ricardian ancestor in dispensing
entirely with the labour theory of value. Value appears in Sraffa’s system, as
in Bortkiewicz’s, only in the form of relative value or price. ‘Labour’ appears
only in the form of what Marx called labour power, the commodity bought
from workers; in the classical sense of ‘substance of value’ it plays no role. The
interest of Straffa’s work thus lies withinmodern economic theory, in its rehab-
ilitation of distribution as a fundamental analytical category. It marks a return
to the interests of classical theory in amanner less confused than Ricardo’s, but
achieved at the cost of abandoning the latter’s finer appreciation of the nature
of capitalist society.

In the light of this, it is disappointing to find marxists looking to Sraffa for
a solution to the ever-resurrected transformation problem. Alfredo Medio and
Mario Cogoy, for instance, both attempt to solve the difficulty diagnosed by
Bortkiewicz with the aid of Sraffa’s standard commodity. They follow Bortkie-
wicz’s example in defining an equilibrium set of values, determined by input-
output data, homologous to the Sraffian price system. The two sets are shown
to coincide for the case where the profit rate equals zero (‘in that early and
rude state of society which precedes both the accumulation of stock and the
appropriation of land’) and to diverge with a positive profit rate. The standard
commodity (or the standard industry in which it is produced) ties these Sia-
mese twins together by representing the features of the system as a whole in a
subsystem for which value equals price.

Mario Cogoy interprets the nonequivalence of input values and prices that
follows from the Bortkiewiczian analysis as a critique of ‘Marxian capital the-
ory’ parallel to Sraffa’s critique of neoclassical theory. But he finds the value
concept essential to provide a link between Sraffa’s price theory and the social

25 Ibid., p. 17.
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organisation of the labour process. In this regard he attempts to demonstrate
that the value analysis, ‘with the help of the Sraffian instrumentarium’, yields
laws regulating ‘the divergence of the average profit rate from the value rela-
tion between surplus value and capital’.26 In a later work, Cogoy amplified this
defence of Marx, arguing that the value set of equilibrium prices can be con-
strued as an ‘inner structure of price’, in the sense that ‘it changes only with
alteration of the production-conditions, while the price structure changeswith
the alteration of distribution-conditions and criteria, even with unchanging
technology’.27 On the other hand, he shows that under certain conditions ‘joint
production’ (i.e., the production of heterogeneous output) may rule out the
applicability of value analysis. Marx’s lack of appreciation of the limits of value
theory has the same root cause as his faulty value-price transformation proced-
ure: the lack of adequate mathematical concepts and tools. Marx’s error is not
a simple error of reckoning, which could be corrected as Bortkiewicz intended,
but originates inMarx’s failure to deal with ‘the economic problem of the com-
plex structure of interdependence between the commodities used as means of
production in various technologies’.28

All this stands or falls with the adequacy of the treatment of Marx’s the-
ory of value and price. Like Bortkiewicz, Medio and Cogoy follow Dimitriev in
defining value as a set of equilibrium prices. In order to do this, labour input
is treated as directly abstract.29 This has, as we have seen, only the use of a

26 Cogoy, ‘Das Dilemma der neo-Ricardianischen Theorie’ (1974), p. 231.
27 Cogoy,Wertstruktur und Preissstruktur (1977), p. 33.
28 Ibid., p. 151.
29 See, for instance, ibid., pp. 23, 30. This matter is discussed more explicitly by Ian Steed-

man, whose argument offers a striking combination of bluster and naiveté. Referring
to another toiler on the transformation problem, Steedman comments that ‘Gerstein …
actually makes the mistake of asserting that abstract labour, as such, never appears in
the Sraffa-based critique, which, he says, considers only concrete labour. This assertion
could hardly be more wide of the mark’. In response, Steadman cites the measurement
of the labour contained in a car as the sum of the various kinds of labour required for
its construction. ‘The very fact that these different labour-times … are added together
means that they are treated as abstract labour-time’ (Steedman, Marx After Sraffa [1977],
p. 19n). For another example, ‘in summing the various labour-times performed in … three
different industries, one evidently treats those labour-times as equal, ignoring the differ-
ent, concrete activities which they perform’ (ibid., p. 39n). But calling concrete labour
abstract does not make it so. One evidently can add concrete labour-times, but this oper-
ation, useful though it may be to an auto manufacturer, has no self-evident connection
with Marx’s concept of abstract labour. This concept is based not on the direct con-
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certain terminology in common with Marx. The implication of the Dimitriev
value equations is that values, calculated in quantities of abstract labour time,
can be defined independently of the realities of the price system. But as we saw
above, ‘abstract labour’ in Marx’s sense is undefined except in relation to a sys-
tem of prices. It is this which, whilemaking a value-price transformation of the
Bortkiewiczian type impossible, also makes it completely unnecessary.

The sympathy of many of these writers to Marx’s work makes their diffi-
culty in escaping the categories of economic theory all the more striking. As
Meghnad Desai, himself approaching Marx from the standpoint of modern
economics, has aptly observed,

Modern interpretations of Marx, whether by economists hostile to his
ideas or by his champions, seem to rely on a technological determinism
based on a physical input-output system … Having thus shorn Marxian
theory of its historical and social content, having stripped it of its qual-
itative dynamics, an emasculated version of his model is retained to be
criticised or worshipped, but not to be used as a tool for advancing our
understanding of the real world.30

Between the Devil and the Deep Blue Sea

This is true even for writers who have sought alternatives to the Bortkiewiczian
framework for the discussion of the value-price problem. For example, Duncan
Foley sees quite clearly that Marx’s version of value theory involves the idea of
‘a strict relation in a commodity-producing economy between the monetary
unit … and abstract social labour time’: The capitalist economymust be under-
stood, to beginwith, not as a physical input-output systembut as dominated by
the form of value, money, as the chief goal of productive activity.31 This allows
him to see that V, the variable portion of total social capital, represents ‘the
fraction of the total abstract social labour time claimed by workers in the form
of the wage’, rather than the labour-time socially necessary for the production

junction of concrete labour-times –which aswe have seen it rules out – but on themarket
exchange of the goods produced.

30 Desai, Marxian Economic Theory (1974), p. 74.
31 Foley, ‘TheValue of Money’ (1982), p. 37. Similar argumentswere presented independently

at the same timebyGérardDumenil andAlain Lipietz; alongwith Foley’s, these have come
to be known as the New Solution, or New Interpretation, of Marx’s value-price transform-
ation procedure.
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of workers’ consumption goods,32 and to accept Marx’s equation of total value
with total price (value represented in money terms) and the equality of total
profit with total surplus value.

On the other hand, he does not see that the same argument applies – as
Marx explicitly says it does – to the total constant capital C of society, insisting
instead, without discussion, that as a result of the fact that ‘the prices of non-
labour inputs to production can deviate from their labour values’, the ‘price rate
of profit’ will be, as in the Bortkiewiczian account, different from the ‘value rate
of profit’, whereas for Marx there is only one rate of profit, in which value rela-
tions are represented by relations between sums of money.33 Foley sees Marx’s
analysis of capitalist production and exchange as framed in terms of ‘two eco-
nomies’ – one in which goods exchange at monetary equivalents of their val-
ues, and another, ‘after the accumulation of stock’, in which goods exchange at
prices differing from their values.34 But this is a misunderstanding; for Marx,
as we have seen, there is only one commodity-producing society, capitalism, in
which the ‘law of value’ dictates the exchange of goods at prices differing from
their values.

The residual Ricardianism in Foley’s treatment of constant capital appears
as well in another idea of his, that with the ‘value of money’ defined as ‘the
ratio of aggregate direct labour time to aggregate value added’, we are enabled

32 Ibid., p. 42. ‘The value of labour power is the claim on abstract labour timeworkers receive
for their labourpower in the formof amoneywage, not anactual physical quantity of com-
modities embodying some particular quantity of labour’ (p. 43). Correct as far as it goes,
this idea unfortunately misses the point, fundamental to Marx’s theoretical construction,
that the wage must suffice to reproduce the working class; instead ‘the value of labour
power is simply an amount of money with no links whatsoever with the prices of the
goods forming the reproductive consumption of the labourer’ (Giussani, ‘Orthodoxy in
Marxian Price Theory’ [1998–9], p. 14).

33 Ibid., p. 45. This inconsistency was early noted by Fred Moseley: see his ‘Marx’s Logical
Method & the Transformation Problem’ (1993), p. 180 and his in-depth discussion of the
New Interpretation in Money and Totality (2016), Chapter 8.

34 Ibid., p. 44. Foley sees his interpretation as improving on Marx by escaping the recourse
to two systems, with its attendant transformation problem, while holding fast to Marx’s
chief insight, the origin of profit in unpaid labour. It should be noted that at least one critic
has argued that ‘the “new solution” unwittingly assumes a proportionality or equation
between prices and values, with the consequence that it is idle to regard it as a solution
of the transformation problem despite its claim to be just this’ (Stamatis, ‘On the “New
Solution” ’ [1998–9], p. 23); and see Sotirchos and Stamatis, ‘A Note on Foley’s Article “The
Value of Money, the Value of Labour Power, and the Marxian Transformation Problem” ’
(1998–9).
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‘to operationalize the concepts of the labour theory of value in terms of the
income statements of capitalist firms’, whose ‘gross profit’ is the money trans-
lation of Marx’s surplus value.35 Since, according toMarx, we can knowneither
the aggregate (abstract) labour time nor – therefore – the aggregate value
added, Foley can only have in mind that by summing the gross profits acknow-
ledged by businesses we would get a total more or less corresponding to total
social profit in Marxian theory.36 It’s hard to see how this would ‘operational-
ise’ the theory, however; we would just know the total profits earned by cap-
ital – which we could know all the time without the theory – without being
able to relate it to the analysis in terms of abstract labour time. Apart from
this fundamental point, the attempt to check Marxian theory against statist-
ical reality in this way, as we will see in a later chapter, amounts to a collapsing
of economic observables into the abstract value-representation of capitalism’s
dynamics in a manner closer to the ‘insufficient abstraction’ of Smith’s and
Ricardo’s accounts than toMarx’s careful distinction between the abstractions
of theory and the concrete phenomena of economic experience.37

A particularly peculiar attempt to save the reputation of Marxian theory
among economists is to be found in the approach called by its inventors the
‘Temporal Single-System Interpretation’. One of the founding articles of this
approach, Andrew Kliman’s and Ted McGlone’s ‘The Transformation Non-
Problem and the Non-Transformation Problem’, begins (after some definition-
less kerfuffle about Marx’s ‘dialectical method’) with an excellent criticism
of the Bortkiewiczian mode of Marx-critique. When it comes to presenting

35 Foley, ‘The Value of Money’ (1982), pp. 41, 42.
36 In his book, Understanding Capital: Marx’s Economic Theory (1986), Foley clarifies: ‘If we

were to try to find operational equivalents for the concepts of the labour theory of value,
wewould have to devise practical methods tomeasure abstract, simple, social, and neces-
sary labour time. As is often the case in theoretical-empirical work, many different meth-
ods can be proposed to accomplish this … Only if it were impossible to find any useful
interpretation of these concepts of labour in terms of practically measurable quantities
would the labour theory of value lose its scientific interest’ (p. 17). He notes thatMarx ‘does
not propose any particular method for the measurement of labour time’ (ibid.) without
remembering that Marx explicitly claims that abstract labour time cannot be measured
otherwise than in its representation by money prices. Marx did not, however – as I have
argued throughout this book – therefore think that the concept of abstract labour had no
scientific interest.

37 ‘Ricardo… consciously abstracts from the form of competition… in order to comprehend
the laws as such’. But ‘onemust reproach him for regarding the phenomenal formas imme-
diate and direct proof or exposition of the general laws …’ (Marx, ‘Economic Manuscript’,
in MECW 31, p. 338).
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their own analysis of the value-price relation, however, we find an interpret-
ation of the transformation of values into prices as an actual event, a ‘real
process’ which transforms the cost-price of inputs into output prices.38 As we
have seen, inMarx’s conception input prices are already production prices, not
monetarily-expressed values; the ‘transformation’ he has inmind goes on in the
socially-institutionalised consciousness of economic actors, not in the form-
ation of prices: it is the fetishistic misdescription of productive activities in
terms of the exchange values of commodities, while profitability is equalised
among firms without regard to the actual production processes that differen-
tiate them. In line with this misunderstanding of Marx’s argument is Kliman’s
later (Foley-like) suggestion that in speaking of the difference between value
and price of production, Marx might have in mind a contrast between two
kinds of economy, one ‘in which commodities exchange at values’ and one ‘in
which they exchange at prices of production’.39 But, as we have seen, central
to Marx’s critique of classical political economy is his insistence on the idea
that the labour theory of value applies exclusively to capitalism, inwhich goods
exchange at prices differing systematically from values.

Similarly, Alejandro Ramos M., realising that this sort of argument suggests
that ‘values are determined by production prices, not the opposite’ (as Marx
maintained), argues that the social labour time represented by the prices of
inputs to production can be equated to values, as quantities of social labour
time required for specific production processes. Thus ‘[w]hen workers’ living
labour consumes the use value of themeans of production, the labour time rep-

38 Kliman and McGlone, ‘The Transformation Non-Problem and the Non-Transformation
Problem’ (1988), p. 71. This follows the view of Guglielmo Carchedi, ‘The Logic of Prices
as Values’ (1984) who considered that ‘it is necessary to consider the transformation pro-
cess as a real process’ (p. 442). As with the view of Ramos mentioned in the following
paragraph, this leads to a paradoxical determination of values by production prices: ‘the
value of c as an input is determined by the [production price] of c in the preceding period
… as modified by the change in the average conditions of production of c in the present
period’ (p. 444).While this viewmay seem identical toMarx’s, as presented above (p. 150),
it is not. For Marx c is not ‘an input’ but the sum of money (mis)representing the value
of means of production utilised; the value of this input, from which its price diverges,
remains unchanged by this representation.

39 Kliman, Reclaiming Marx’s ‘Capital’ (2007), p. 109. Moseley has shown that the Temporal
Single-System Interpretation is, with regard to its quantitative results, mathematically
equivalent to Bortkiewicz’s dual-system transformation procedure: ‘Thus the iterative
method [followed by Kliman and McGlone] does not yield an alternative solution, but
instead is merely an alternative method of calculating the same solution as the simultan-
eous determination method’ (Money and Totality [2016], p. 299).
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resented by their monetary production prices (constant capital) is transferred
to the value of the new commodities’.40 But this makes little sense. In Marx’s
conception, true in this to the classical value theory, the value of means of pro-
duction are transferred to the product in the actual process of production: The
social labour expended inmaking tools and rawmaterials is part of the process
of making the final product, a continuous one technically despite the distinct
ownership of the different spheres of activity; as a result the abstract labour as
which the former figures when represented by money reappears as the value
of the latter. The price of means of production, in contrast, includes a quantity
of surplus value produced elsewhere in the economy, or has lost some of the
surplus value produced in the means-of-production-producing industries. The
fact that the capitalist using those means counts its price as part of his costs
and produces only on the condition that this cost is recouped does not magic-
ally make the labour-time represented by the price of the one ‘reappear’ in the
price of the other.

Once again, such attempts to saveMarx’s theory in the face of criticism have
led to a conflation of value and price categories: to the insufficiency of abstrac-
tion Marx diagnosed as a source of Ricardo’s theoretical difficulties. As Foley
put it in a review of a collection of articles, ‘from this single-system perspect-
ive, there is noneed to calculate a separate accounting systemof “labour values”
… expressing the amount of labour time embodied in individual commodities’

40 Ramos M., ‘Value and Price of Production: New Evidence on Marx’s Transformation Pro-
cedure’ (1998–9), p. 69. Moseley takes a similar view: ‘The prices of the means of produc-
tion re-appear in the price of the product because themeans of production enter the valor-
ization process with existing prices’. In order to claim that this idea is in accordance with
Marxian theory, he is forced to assert, contradictory to Marx’s explicit indications, that
‘[c]onstant capital and variable capital in Volume I do not refer to hypothetical quantities
of money capital, which are assumed to be equal to the values of the means of produc-
tion and means of subsistence … Instead, constant capital and variable capital … refer to
actual quantities of money capital, which tend to be equal to the prices of production of
themeansof productionandmeansof subsistence…’ (Moseley,MoneyandTotality [2016],
pp. 130, 7–8). ForMarx, as we have seen, the Volume Imodel cannot be identified with the
actual capitalist system, as is evident in his definition of all of its basicmagnitudes in value
terms. The inadequate abstraction of Moseley’s version of marxist economics can be seen
clearly in his equivocal use of the concept of ‘value’ in his explanation of the ‘total value-
price of commodities produced by the total social capital’ (p. 31): it is the sum of constant
capital, ‘which tends to be equal to the price of production of themeans of production, and
which is not equal to the labour time required to produce themeans of production’ (p. 30)
plus ‘the “newvalue” (inmoney terms) producedby the labour of the current period’ (p. 31)
and thus equal to the labour time required for production.
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because this approach ‘immediately identifies the observable price based cat-
egories with Marx’s’.41 It is not surprising, therefore, that (as we shall see in a
later chapter) writers like Kliman and Moseley share with Foley the wish to
jump across the explanatory chasm between the value analysis and empirical
economic data, to appeal, for instance, to business statistics to verify Marx’s
‘law of motion’ of the capitalist system.

Classical political economy distinguished principles of distribution as fac-
tors governing economic phenomena alongside technical conditions of pro-
duction. Marginalism ascribed the distribution of income to the operation
of the price system, which supposedly functions to allocate scarce resources
among competing ends in compliance with human wishes. Common to eco-
nomics throughout its history has been a tendencyMarx diagnosed in classical
political economy, ‘to ignore the specifically capitalist form of the production
process, and to present production as such as the purpose of this process – to
produce as much and as cheaply as possible’.42 Value is not recognised as the
form in which class power over social labour is accumulated, but is treated as
the principle of a structure of exchange relations whose function is the organ-
isation of the material production process.

The essential point of the Marxian critique of economics is that value rela-
tions are not primarilymeans of regulating the production of use values; rather
the latter is a means of producing surplus value, as is shown by the fact that
when insufficient surplus value is produced theproductionof use values comes
to a halt. That is, labour power will be allocated by capitalists among possible
branches of production in such a way that each achieves (tendentially) the
average rate of profit on capital value advanced in the form of the prices of
means of production and labour power. This allocation, in turn, is constrained
by the productivity of different kinds of labour, on the one hand, and the
demand for different kinds of product at different prices, on the other, dynamic
factors which together define socially necessary abstract labour time.

The adventures of recent radical economics and academic marxism only
confirmMarx’s judgment that already in Ricardo’s time, ‘the bourgeois science
of economics had reached the limits beyond which it could not pass’.43 The
endless wrestling with the value-price problem on the basis of Bortkiewicz’s

41 Foley, review of Freeman and Carchedi (eds.), Marx and Non-Equilibrium Economics
(1996), p. 493. Of course, for Marx also there is no ‘separate accounting system of “labour
values” ’ because these manifest themselves only in the altered form of production prices;
but there is a clear conceptual distinction between the two.

42 Marx, Capital II, p. 172.
43 Marx, Capital I, p. 96.
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work, the attempt to develop the value theory in a general equilibrium frame-
work, and the inability to escape from the identification of abstract and con-
crete labour – such theoretical toils link the proponents of that odd hybrid
‘marxist economics’ to the tradition of bourgeois economy. Despite the best
wishes of the radical economists, their discipline, even in the form of a revived
political economy, remains (as Korsch put it) ‘first and foremost an enemy
country’ for those who seek to abolish, and therefore to understand, the laws
of motion of capitalist society.44

44 Korsch, Karl Marx (1963 [1938]), p. 90.
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chapter 8

Economic Form and Social Reproduction

Interest in the second volume of Capital, assembled by Engels out of Marx’s
manuscripts and published in 1885, was first focused on a minor element of
Marx’s text, the reproduction schemas with which Marx modelled the capit-
alist process of social reproduction. This interest derived from a question not
directly connected to Marx’s aims in the volume, but important to marxists at
the turn of the century, namely the questionwhether a crisis-free development
of capitalism is possible. The schemas were of particular importance to Russi-
ans – Lenin as well as the less revolutionarily-inclined Legal Marxists – who
were seeking arguments against the Narodniks’ insistence that Russia need not
follow the example ofWesternEurope in the development of a full-fledged cap-
italism. Marx’s model of equilibrated accumulation seemed to explain how a
continuous development of capitalism was possible, even in an industrialising
economy such as Russia. While Lenin was concerned to argue that Russia, like
Europe, would develop a bourgeoisie and a potentially revolutionary prolet-
ariat, the LegalMarxists –most importantlyMichaelTugan-Baranowsky – used
Marx’s schemas to argue against the idea of an inevitable breakdown of the
system as the basis for radical change.1 The interpretation of Marx’s schema of
expanded reproduction as an equilibrium growth model of the capitalist eco-
nomy was facilitated by Tugan’s abandonment of the labour theory of value,
with its implication of a tendency for the rate of profit, source of capital for
accumulation, to fall.2 It was only consistent for Tugan to stress, in his 1905
book on the foundations of Marxism, that ‘the whole breakdown theory must
be unconditionally rejected’.3

Such views provoked an angry response in Rosa Luxemburg’sTheAccumula-
tion of Capital. Tugan, as she put it, ‘with the crude joy of a barbarian destroys
all objective economic arguments in support of socialism …’4 But, according
to Luxemburg, the limitless accumulation depicted in Marx’s schemas is illus-
ory, apparently possible ‘merely becausemathematical equations are easily put

1 Tugan-Baranowski, Studien zur Theorie und Geschichte der Handelskrisen in England (1901),
p. 26.

2 See ibid., p. 18, n. 1.
3 Tugan-Baranowski, Theoretische Grundlagen des Marxismus (1905), p. 236.
4 Luxemburg, The Accumulation of Capital (1951 [1913]), p. 236.
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on paper …’5 Marx’s schema of enlarged reproduction, which seemed to show
how a continuous process of accumulation was possible, contradicts both ‘the
actual course of capitalist development’ and ‘the conception of the capital-
ist total process and its course as laid down by Marx in Capital, Volume III’,6
with its emphasis on ‘the deep and fundamental antagonismbetween the capa-
city to consume and the capacity to produce in a capitalist society’.7 Luxem-
burg’s critique of the reproduction schemas was in essence an expansion of
the assertion in her 1899 polemic against Eduard Bernstein, unexceptional in
theMarxist tradition, that ‘crises appear as a result of the contradiction existing
between the capacity of extension, the tendency of production to increase, and
the restricted consumption capacity of the market …’8 Her critique of Marx’s
second volume was meant as a defence of the first and third.

A first problem to be confronted, if we are to reconsider Volume II of Capital
today, is the status of the text itself. Even while honouring Engels’s achieve-
ment in creating the canonical text of Capital’s second volume out of the mass
of manuscripts Marx left at his death, Maximilien Rubel remarks on ‘the grave
error of presenting Book II as a work fundamentally complete, with only its
form requiring revision’.9 Despite the fact that Marx worked on this material
until his death, he did not succeed in developing it beyond the stage of drafts of
phases of the argument, on the one hand, and quantities of illustrative mater-
ial, on the other. Nevertheless we have enough to understandMarx’s intentions
and follow his argument.

Capital began life as ‘the first book’ of an examination of ‘the systemof bour-
geois economy’ in six books: ‘capital, landed property, wage-labour, the State,
foreign trade, world market’.10 The book on capital, as an 1857 outline made
clear, was itself intended to have four sections, dealing with capital in gen-
eral, and thenwith particular forms of capital visible in competition, the credit

5 Ibid., p. 119.
6 Ibid., pp. 343, 342.
7 Ibid., p. 347.
8 Luxemburg, Reform or Revolution (1937 [1899]), p. 10. For a discussion, see my ‘Economics,

politics and crisis theory: Luxemburg, Bukharin and Grossmann on the limits of capital’
(2009).

9 Rubel (ed.), Oeuvres de Karl Marx. Économie, Vol. II (1968), pp. 501–2. See also the discus-
sion of Engels as editor onpp. cxxi ff. The same goes forVolume III, of course; an analogous
error can be seen, for instance, in Rosdolsky’s description of Engels’s edition of the last
volume as ‘the final version of Marx’s work’ (Rosdolsky, The Making of Marx’s ‘Capital’
[1977], p. 40).

10 Marx, Contribution to the Critique of Political Economy [1859], in MECW 29, p. 261.
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system, and share-capital.11 The first sectionwas conceived as having three sub-
sections: productionprocess of capital, circulationprocess of capital, andprofit
and interest. In a letter to Friedrich Lassalle (22 February 1858) Marx described
the first of these subsections as containing ‘several introductory chapters’.12
These were originally chapters on value and money; the former later became
‘The Commodity’. They would prepare the theoretical ground for the business
of the first section, the analysis of ‘capital in general’.

This ‘chapter on capital’ was outlined in a draft plan drawn up after the pub-
licationof theContribution to theCritiqueof Political Economy, which contained
the chapters on commodities and money. Here we find again, now elaborated
in some detail, the three subsections described in the letter to Lassalle: produc-
tion, circulation, capital and profit.What becameVolumes II and III of Capital,
that is, grew frommaterial originally conceived of as part of the first section of
the first of six books!

As we know, the story of the next thirty years of Marx’s life, with respect
to his scientific authorship, is a story of continual growth of the material. By
1862, a moment when Marx imagined himself ready to publish the continu-
ation of the Contribution, ‘the third chapter of the first part, that is “Capital in
General” ’, under the title Capital, he was already able to see the unrealisabil-
ity of his grand scheme. He still hoped to complete the treatment of capital,
by writing the chapters on competition and credit, but he seemed resigned to
limiting himself to ‘what Englishmen call “the principles of political economy”
… “the quintessence” ’, which wouldmake possible the completion by others of
the ‘critique of economic categories’ he had undertaken.13

In reality, the publication of Capital was still six years in the future. In 1867,
Marx intended that the first volume, containing the book on the production
process of capital, should be swiftly followed by a second, containing the books
on circulation and profit (that is, what we now know as Volumes II and III),
together with a third on the history of economic theory. Book II (like Book III)
of Capital was imagined as a part of an arc of thought, an element in an ana-
lysis conceived of as an ‘artistic whole’.14 In the face of his evident tendency
towards expansion, Marx saw the task facing him as one of reducing the mass
of materials he hadwritten to a volume’sworth. Since he never did this, one can
understand Engels’s refusal to do it for him. But it is important to remember

11 See the outline in the introduction to the Grundrisse (which still includes as a planned
first section a general introduction, later dropped), MECW, 28, p. 45.

12 Marx to F. Lassalle, 22 February 1858, in MECW 40, p. 270.
13 Marx to L. Kugelmann, 28 December 1862, in MECW 41, p. 435.
14 See Marx’s letter to Engels, 31 July 1865, in MECW 42, p. 173.
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that Volume II collects material intended for the second book of a three-book
analysis of ‘capital in general’, or as Marx also put it, ‘the general nature of cap-
ital’, as opposed to the (relatively) ‘concrete forms of capitalist production’ that
would have been studied in the sections to come on ‘the credit system and
competition on the world market’15 (together with a study of share-capital as
a ‘transition to socialism’).16 It is a highly idealised representation of the social
relationships constituting capital, not a depiction of the actual relations that
obtain in any particular place and at any particular time between firms and
between firms and their employees, with regard to either use value or price
relationships. Further specifying the idealised model of capitalist production
and exchange advanced in Volume I of Capital, it is an explanation of the way
the many firms that constitute the total social capital structure a dynamic sys-
tem, and as such part of an account of the way the nature of this system both
demonstrates and explains the scientific failure of political economy.

Capital

The analysis of capital must be the starting point of Marx’s ‘critique of eco-
nomic categories’ because this concept provides a representation of the aspect
of social structure most important for Marx’s goal of understanding the pos-
sibility of a revolutionary transformation of modern society. While its analysis

15 Marx, Capital, Vol. III, p. 205.
16 It is evident that I am not convinced by Roman Rosdolsky’s discussion of Marx’s concept

of ‘capital in general’ and of the transformation of Marx’s plan for his study of capital
(see Rosdolsky, The Making of Marx’s ‘Capital’ [1977], Ch. 2). First of all, as discussed in
Chapter 3, Marx dropped the concept ‘capital in general’ in the production of Capital, for
good reasons. In addition, without going into the matter at the length it deserves, we can
note, first, that while some of the topics Marx intended to discuss in his Book on Wage
Labour were integrated intoVolume I of Capital, the treatment of rent in the third volume
can be distinguished from the planned analysis of landed property. Second, more to the
present point, the discussion of competition necessary to any analysis of capital, and in
particular to a theory of the tendential increase in labour productivity and as the prin-
ciple of the equalisation of profit rates, must be distinguished – as Marx does distinguish
it, at various points – from an analytic and historical analysis of the phenomena of com-
petition itself. For perhaps the clearest statement of this distinction, see Capital, Vol. III,
the penultimate paragraph of chapter 48, pp. 969–70. (There is a useful collection of ref-
erences in the section, ‘Was bleibt von der Konkurrenz übrig ausserhalb des Rahmens
des “Kapital”?’, in Kuruma (ed.),Marx-Lexikon zur politischenÖkonomie, Vol. I, Konkurrenz
[1973], pp. 37ff.)
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requires an understanding of wage labour and landed property, the othermain
forms of modern property (representing claims to the social product), it is the
dominant category in the sense that its dynamic regulates the history of the
social system as a whole. The living and working conditions of wage labour-
ers are determined by a struggle between the employing and employed classes
within limits set by the profitability requirements of capital; and the rent
claimed by the owners of landed property (and analogous natural resources)
is derived from the surplus labour appropriated by capital in the form of sur-
plus value, and is thus also limited by capital’s requirements.

‘The specific economic form in which unpaid surplus labour is pumped out
of the direct producers’, Marx writes in an already cited passage in the third
volume of Capital, ‘determines the relationship of domination and servitude,
as this grows directly out of production itself and flows back on it in turn as a
determinant’.17 In capitalism that ‘specific economic form’ is surplus value, the
increment of value newly produced over the capital invested in the production
process, which forms the fund out of which are paid all claims to income other
than the payment for labour power. The understanding of surplus value – of its
origin and the conditions of its size – is the main accomplishment of Volume I
of Capital.

That volume begins with the statement, ‘The wealth of societies in which
the capitalist mode of production prevails appears as an “immense collection
of commodities” ’.18 This appearance is due to the fact that the production and
distribution of goods, necessary in capitalism as in any other society for the
reproduction of human life, is in this society regulated by market exchange,
while the labour that produces goods for the market is itself treated as a good
to be bought and sold.However – to summariseVolume I in a sentence –wealth
in this society is not to be identified with commodities in general, but with the
ownership of capital, and capital is not just money that purchases the ability
to perform labour, as one commodity among others, but the means by which
unpaid labour time is extracted when the employee is set to work for a time
period longer than that necessary to reproduce the wage.

A commodity is something produced that is exchangeable for money. That
is, it has a use value (as a particular type of good or service answering a par-
ticular human need) and a strictly economic value measured by the amount
of the money commodity for which it exchanges. More correctly, its having an
exchange value is its exchangeability, its having a place in the social practice of

17 Marx, Capital III, p. 927.
18 Marx, Capital I, p. 125, quoting the opening of the Contribution.
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the exchange of commodities serving to represent and realise the social charac-
ter of the labour producing them(the fact that they areproducedas elements of
a social product, to be consumed by whoever is given access to it by way of the
institution of market exchange). The classical political economists had already
recognised that the apparent independence of commodity-owners disguised
their mutual dependence as participants in a social labour process. Economic
value, the representation of social labour-time as exchange value, is the form in
which the social character of productive activity appears; and, conversely, that
social character can only take the form of value because there is no practice
other than that of market exchange in which it can be given explicit form (as
there would be in a society in which decisions about production and distribu-
tion were collectively and directly made by its members).

What political economy could not see, because of its failure to understand
the historically specific character of such categories as ‘capital’, ‘labour’, and
‘value’ itself, was that the institutional separation of the producers from the
means of production, thus the existence of capital as the dominant social
institution, is the premise of generalised commodity exchange. It is when it
becomes impossible for most people to produce the goods they need, because
they do not have access to land or other means of production – that is, when
their ability to work becomes labour power to be purchased by the owners
of capital, money and the means of production it can buy – that the bulk of
goods constituting the ‘wealth of nations’ become commodities. But, there-
fore, when labour power, with its potential for the production of surplus labour,
is purchased, ‘the two people who face each other on the marketplace, in the
sphere of circulation, are not just a buyer and a seller, but capitalist and worker
who confront each other as buyer and seller. Their relationship as capitalist and
worker is the precondition of their relationship as buyer and seller’.19

The commodity is the fundamental modern form of wealth – the social cell
form–because ‘as the product of capital’ it ‘can be said to contain both paid and
unpaid labour’.20 The outcome of a labour process constituted by the employ-
ment of labour power and means of production purchased as commodities by
a capitalist, it represents a form of capital’s existence, embodying the value
expended in its production along with the surplus value created in the pro-
cess. Furthermore, the commodity character of the product indicates that the
labour process in question, though it is localised in the activities carried on
within individual capital units, is at the same time a social one. This is as true

19 Marx, ‘Results of the Immediate Process of Production’, in Capital I, p. 1015.
20 Ibid., p. 954.
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of the surplus value product as of the value that represents the reproduction
of the animate and inanimate conditions of production. Conversely the treat-
ment of social labour as the property of individuals explains why labour time
(as argued in the previous two chapters) is not representable directly in capital-
ism, but appears only in the form of prices shaped by the competitive struggle
of capitalist firms for shares of the social surplus.

Both aspects of the phenomenon are crucial to an understanding of the
social system: the commodity form that structures economic transactions, and
the social class relationpresupposed and reproducedby those transactions. For
this reason, the analysis of capital cannot conclude with the revelation of the
class relation that hadbeenoccludedby the economists’ descriptionof the eco-
nomic system as structured by commodity exchange. This would be to fail to
give its due to ‘the specific economic form in which unpaid surplus labour is
pumped out of the direct producers’ and would therefore conflict with the aim
of Marx’s work, to provide both a description of capitalist society and a critique
of its self-understanding.

‘Capital exists and can only exist as many capitals, hence its own charac-
ter appears as their reciprocal action on each other’, Marx explains in the
Grundrisse.21 But Marx’s initial goal is to explain the origin of surplus value
in unpaid labour, the mode of class exploitation historically specific to cap-
italism. Accordingly, the theory of capital constructed in Volume I focuses on
the relation between capitalists and wage-labourers by abstracting from fea-
tures differentiating particular industrial capitals – with respect to use value,
the various products and methods of production; with respect to value, differ-
ing proportions of variable to constant capital and differing turnover times;
with respect to competitiveposition, degrees and formsof monopoly andoligo-
poly. More particularly, ‘capital’ in what I have called Model I designates what
in Volume II Marx distinguishes as productive capital (industrial capital), in
contrast to commodity and money capital.

The ‘General Formula for Capital’ examined in Chapter 4 of the first volume
of Capital has the form M-C-M: a sum of money (M) is exchanged for commod-
ities (C) in turn exchanged for money. More accurately, it is M-C-M’, a circuit of

21 Marx, ‘EconomicManuscripts of 1857–58’, in MECW 29, p. 341. ‘Appears’ here has the same
significance as in the first sentence of Volume I of Capital: it signals the form in which
a social reality is represented in the categories of economic thought and action. Marx
uses the word in its Hegelian sense: appearance is not illusion. Capitalists (and those who
deal with them) experience real systemic constraints on their activities in the form of the
activities of other capitalists, just as it is only in this form that these constraints make
themselves felt.



182 chapter 8

value leading to an increase in money (M’), without which the process would
lack a point. As Marx argues (in Chapter 5, ‘Contradictions in the General For-
mula’), the increase of value can only be explained in terms of the surplus value
added by wage labourers in the production process. Thus the General Formula
must be expanded to the form studied in Volume II: M-C (LP + MP) … P… C’-M’.
Here the initial conversion of money into labour power (LP) andmeans of pro-
duction (MP) makes possible the creation of a surplus value in the production
process (P), realised when the product is sold.

Since the production of value and surplus value, their realisation through
market exchange, and their reinvestment in another round of production are
(when all goes well for capital) a continuous process, the circuit of capital can
be usefully examined, Marx shows, as a cycle starting from any of its three
formally distinct elements, M, C, and P. What this makes clear is that the cir-
cuit of value through all three forms is necessary to the existence of capital, as
opposed to the simple existence of money or commodities, which have existed
(as well, of course, as production) in non-capitalist societies. ‘The capital that
assumes these forms in the course of its total circuit, discards them again, and
fulfills in each of them its appropriate function, is industrial capital – indus-
trial here in the sense that it encompasses every branch of production that
is pursued on a capitalist basis’.22 Industrial capital must move through the
moneyandcommodity forms.Given its existence, however, firms can specialise
in the advancing of money or the selling of commodity products, in exchange
for a portion of the surplus value generated by an industrial concern. ‘Money
capital and commodity capital, in so far as they appear and function as bear-
ers of their own peculiar branches of business alongside industrial capital, are
now only modes of existence of the various functional forms that industrial
capital constantly assumes and discards within the circulation sphere, forms
which have been rendered independent and one-sidedly extended through
the social division of labour’.23 Thus only industrial capital possesses all the
necessary features of capital as a social relation of production and distribu-
tion.24

22 Marx, Capital II, p. 133.
23 Ibid., p. 136.
24 The existence of industrial capital,Marx explains, ‘includes the class antagonismbetween

capitalists and wage-labourers. To the degree that it takes hold of production, the tech-
nique and social organization of the labour process are revolutionized, and the economic-
historical type of society along with this. The other varieties of capital which appeared
previously, within past or declining conditions of social production, are not only subor-
dinated to it and correspondingly altered in themechanism of their functioning, but they
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In a social system in which the relations between entities (persons and
firms) have the form of commodity exchanges, individual economic decision-
making is constrained by the system as a whole, in the form of mutually-
determining supply and demand conditions expressed in the form of prices.
An understanding of the system requires recognition of the ‘real existence’ of
capital ‘distinct from particular real capitals’, that is, of the total social cap-
ital as an actual quantity of value and a set of social relationships.25 To begin
with, the social capital can be considered as constituted by ‘the totality of the
movements of [its] autonomous fractions, the [circuits] of the individual cap-
itals’.26 This totality is not simply a sum; ‘the circuits of the individual capitals
are interlinked, they presuppose one another and condition one another, and
it is precisely by being linked in this way that they constitute the movement
of the total social capital’.27 Money advanced in one industry purchases means
of production from another, while the workers employed buy their means of
existence from yet other firms.

The unity of the social capital has a reality beyond the interaction of indi-
vidual firms; it is visible in themoney form that all capitals periodically take on,
and that makes it possible for capital to flow from one sphere of investment to
another. The value given form in money, as already noted, is a representation
of the productive labour of society as a whole. Thus the connection between
(industrial) capital conceptualised as a set of common features and the social
capital as unitary entitymay be seen in the necessity of considering the system
as a whole in order to understand the nature of value and the origin of surplus
value. Conversely the social capital’s magnitude in value terms, and the mag-
nitude of the total surplus value produced collectively by its constituent parts,
together with its character as a set of particular use values, set the conditions
of decision-making imposed on each firm as an exemplar of capital in general.
Marx brings this out in Volume II by reference to the effects on individual cap-
itals of the changes in value conditions brought about by capital movements
between spheres of investment and alterations in the labour process:

The movements of capital appear as actions of the individual industrial
capitalist in so far as he functions as buyer of commodities and labour,

nowmove only on its basis, thus live and die, stand and fall together with this basis’ (ibid.,
p. 136).

25 Marx, ‘Economic Manuscripts’, in MECW 28, p. 378.
26 Marx, Capital II, p. 427.
27 Ibid., p. 429. Here we return explicitly to the mode of analysis Marx identified as appro-

priate for the study of social systems, with their organism-like internal complexity.
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seller of commodities and productive capitalist, and thus mediates the
circuit [of value functioning as capital] by his own activity. If the social
capital value suffers a revolution in value, it can come about that his indi-
vidual capital succumbs to this and is destroyed, because it cannot meet
the conditions of this movement of value.28

Again, what defines capital as a class concept is that the competitive struggle
among capitals for shares of surplus value is – beyond their immediate conflicts
with employees – the form in which they individually experience the social
character of the exploitation process, the fact that in a system structured by
commodity exchange the extraction of surplus labour takes place between cap-
ital and wage labour as social totalities.

In Volume III, in which Marx’s concern is ‘to discover and present the con-
crete forms which grow out of the process of capital’s movement considered as
a whole’, a process constituted of alternating episodes of production and com-
modity exchange, the ‘configurations of capital … approach step by step the
form in which they appear on the surface of society, in the action of different
capitals on one another, i.e. in competition, and in the everyday consciousness
of the agents of production themselves’.29 Volume II lays its part of the ground-
work for this analysis by developing a description of ‘the process of capital’s
movement considered as a whole’ – as social capital – on the basis of the ideal-
ised representation of capital achieved in Volume I.

This is accomplished by a reinvestigation of the process of commodity
exchange with which the first volume opened, but now on the basis of an
understanding of commodities as the products of capitals. ‘And in this respect’,
Marx wrote in the manuscript originally intended as the final, transitional
chapter of the Book I of his plan, ‘their circulation, which is simultaneously
the reproduction process of capital, entails further determinations alien to the
abstract description of the circulation of commodities’ (most importantly, the
concept of turnover time – the total time required for production, sale of the
product, purchase of new elements of production, and renewed productive
activity –which sets limits to the amount of surplus value producible by a given
quantity of capital). Marx thus concluded this chapter with the thought that
‘our next task is to turn to an examination of the circulation process of capital’.30

28 Ibid., p. 185.
29 Marx, Capital III, p. 117.
30 Marx, ‘Results’, p. 975.
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Circulation and Reproduction

Having devoted Volume I to the revelation of the class relation obscured from
view by the market relations structuring economic activity, Marx turns in his
second volume to the way in which the social class system is constituted by
way of those same market relations. An interesting manuscript variant open-
ing of this book, not utilised by Engels for his edition, presents a parallel to the
opening of Volume I (aswell as a link to itsmanuscript conclusion): ‘The imme-
diate result of the process of capitalist production is a mass of commodities’.31
As products of capital, these commodities are intended for sale, transforma-
tion into money. To continue to function as capital, that money (which, if all
has gone well, includes an increment over the initial investment)must be rein-
vested in the elements of production, whichmust be set towork in the creation
of new value- and surplus value-bearing commodities.Where the circulation of
commodities, with which Volume I began, implies relations among buyers and
sellers, or producers and consumers, the circulationof capital in the commodity
form implies relations between capitals, on the one hand, and capital and the
owners of labour power, on the other. It thus clarifies the connection between
the class character of modern society and the relations among the capitals that
constitute the social capital.

Circulation is, according toMarx, the ‘first totality among economic categor-
ies’, since it provides the form for the interaction of all economic units. That
interaction has a particular character. ‘The totality of the social process, cir-
culation is also the first form in which not only the social relation – as is the
case with a coin or with exchange value – but also the movement of society
itself can be seen as a fact independent of individuals’.32 The transformation
of produced commodities into money requires an effective demand for those
commodities; the retransformation – on a larger scale – of this money into the

31 I translate, in the absence of access to the original, from the French translation in Marx,
Oeuvres: Économie, Vol. II, edited byM. Rubel (1968), p. 509. Compare Capital, Vol. I, p. 125:
‘The wealth of societies in which the capitalist mode of production prevails appears as
an “immense collection of commodities”; the individual commodity appears as its ele-
mentary form’; and ‘Results’: ‘The result of the process [of capitalist production] is not
individual goods, but a mass of commodities … each one of which is the incarnation of
both the value of the capital and of the surplus value it has produced’ (ibid., p. 954).

32 Ibid., p. 506. Marx observes that this was already noted by Quesnay, in whose Tableau
Économique ‘[t]he numberless individual acts of circulation are … immediately grouped
together in their characteristic socialmovement as amass circulation betweenmajor eco-
nomic classes of society that are defined by their function’ (Capital II, p. 435).
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elements of production presupposes the existence of the requisite means and
materials of production, on the one hand, and of a sufficient quantity of labour
power (embodied in workers), on the other.

It is this role of circulation in the social reproduction process that gives rise
to the idea of ‘the economy’ as an autonomous systemof forces, to be studiedby
a science of economics. Though the individual exchanges that constitute circu-
lation ‘originate from the consciouswill and particular purposes of individuals’,
wrote Marx in the Grundrisse, ‘nevertheless the totality of the process appears
as an objective relationship arising spontaneously; a relationshipwhich results
from the interaction of conscious individuals, but which is neither part of their
consciousness nor as a whole subsumed under them’.33 The economy, experi-
enced – in the absence of conscious social regulation of production – as a set
of constraints independent of individual wills, seems a general condition of
human existence rather than a feature of a particular form of social life.

Social capital, constituted by the interlinked circuits of individual capitals,
cannot be conceptualised simply as a quantity of value expanded by embodi-
ment, in turn, in money, the factors of the production process, the product of
that process, andmoney again. The social totality has a class structure. The sur-
plus value whose appropriationmeans that a sum of value has functioned suc-
cessfully as capital is the economic representation of surplus labour performed
by wage labourers, and is measured by the excess of the value of their product
over the value of their labour power, itself equivalent to that of the commod-
ities needed for their personal reproduction.34 Of the commodity factors of
production, one, means of production, is the property of capital, the other,
labour power, is the property of labour. The employment of these elements in a
new round of production, again on a larger scale than the first round, brings to
the fore the class relationof exploitation, inwhich theworker’s activity of today
makes possible the expansion of the scale of that activity tomorrow. The over-
all dominance of capital in the system shows up in the fact that in both cases
purchase and sale is ultimately a relation between capitals, for in the case of
the purchase of labour power, the wage flows through the worker’s hands to
the capitalist producer of means of consumption.

Considered without regard for its historical specificity, as an example of
ongoing social life, the reproduction of this social totality is (like that of every
other) a matter of producers’ transformation of raw materials into culturally

33 Marx, ‘Economic Manuscripts’, in MECW 28, pp. 131–2.
34 It should be remembered that it is only with the finer differentiation of individual capitals

undertaken inVolume III that the value of labour power is reconceptualised (as discussed
in Chapter 6 above) as equal to the production price of workers’ means of consumption.
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determined forms of use value. Considered with regard to its specifically capit-
alist form, this reproduction process is organised by a relation between capitals
producing production goods and those producing consumption goods. Here
we see the dual nature of the commodity, as use value and exchange value,
reappearing in the dual character of social reproduction as a renewal of both
the physical requirements of life and value relations.35 The physical require-
ments – means of production and consumption – are produced as commodit-
ies, products of capitals. Hence social reproduction takes the economic form of
an interaction between what Marx calls two departments of capital, in which
the actual producers figure only as an element of the productive form of cap-
ital.

Social class is thus reproduced by way of commodity-exchange relations.
Paradoxically, in consequence of this, the categories of the market with which
Marx’s investigation began lose their independence as explanatory of the state
of the social system at any time. For Marx’s analysis of social reproduction in
terms of the two departments of capital demonstrates that market categories
are just, as he might say in an Hegelian moment, forms of appearance of cap-
ital. Thismust be the case since, asMarx observes, ‘the circuits of the individual
capitals …when considered as combined into the social capital, i.e. considered
in their totality, do not encompass just the circulation of capital, but also com-
modity circulation in general’.36 The circulation of commodities is the circula-
tion of capital.

The demand for means of production at a given time is obviously equal to
that portion of capital investment used to purchase them.37 But the workers’
demand for consumption goods is also equal to a portion of capital, namely
the variable capital that purchases labour power.

In so far as the capitalist simply personifies industrial capital, his own
demand consists simply in the demand for means of production and
labour power … In so far as the worker converts his wages almost wholly
into means of subsistence … the capitalist’s demand for labour power is
indirectly also a demand for the means of consumption that enter into
the consumption of the working class.38

35 See Marx, Capital II, p. 470.
36 Ibid., p. 428.
37 A certain amount of money will also have to be set aside for the eventual replacement

of fixed capital, used up only over time. It will figure as demand for means of production
produced at a later moment – so long as the reproduction process is not interrupted.

38 Marx, Capital II., p. 197.
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Finally, the demand for luxury goods is equal to that amount of surplus
value not accumulated as capital but devoted to capitalist consumption. Thus
demand is constituted entirely by the value of the product of capital, as suc-
cessfully realised in exchange and then reinvested or spent for capitalists’ con-
sumption; its growth is therefore determined by the rate of profit of the social
capital and the conditions determining that profit’s reinvestment.

One important consequence of this is the untenability of underconsump-
tion explanations of economic crisis. AsMarx observes, ‘it is a pure tautology to
say that crises are provoked by a lack of effective demand or effective consump-
tion’.39 The important question is, rather, what determines effective demand,
and the answer to this must be capital accumulation, itself limited by the prof-
itability of capital. It follows from this – and this is a point of great significance–
that economic crisis raises, not the issue of a maldistribution of income (to be
overcome by some redistributivemechanism), but that of the existence of cap-
ital as a class relation.

A related matter is the misunderstanding, shared by various distinguished
commentators on Marx’s work, that Marx intended the reproduction schemas
that are the centrepiece of the third part of Volume II to model equilibrium
conditions for capitalism, so that major crises of accumulation could be ex-
plained as due to divergences from the paths they represent.40 For one thing,
Marx’s schemas cannot depict the exchange relations constituting the actual
circulation of commodities, since these relations are organised in price terms,
not the value terms utilised in the schemas. For another, Marx assumes no
tendency on the part of the economic system towards interdepartmental (or

39 Ibid., p. 486.
40 Partisans of disproportionality explanations of crisis, fromTugan-Baranowski and Rudolf

Hilferding to Ernest Mandel, should join the builders of equilibrium growth models in
pondering Marx’s assertion that ‘[c]apital is just as much the constant positing of, as it is
the constant transcendence of, proportionate production. The existing proportions must
constantly be transcended through the creation of surplus values and the increase of pro-
ductive forces. But to demand that production should be expanded instantaneously, sim-
ultaneously, and in the same proportions, is to impose external demands on capital, which
in no way correspond to anything arising from capital itself ’ (‘Economic Manuscripts’, in
MECW 28, p. 341). Already in his critique of Proudhon Marx had observed that propor-
tionality is ‘nothing but the pious wish of an honest man who would like commodities
to be produced in proportions which would permit their being sold at an honest price.
In all ages good-natured bourgeois and philanthropic economists have taken pleasure in
expressing this innocent wish’ (The Poverty of Philosophy [1847], in MECW 6, p. 136). For a
critique of underconsumption and disproportionality readings of Marx’s crisis theory, see
Mattick, Economic Crisis and Crisis Theory (1981), Ch. 3.
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any other) equilibrium: in his view, the ‘conditions for the normal course of
reproduction, whether simple or on an expanded scale’ represented by the
reproduction schemas ‘turn into an equal number of conditions for an abnor-
mal course, possibilities of crisis, since, on the basis of the spontaneous pattern
of this production, this balance [between departments in the schemes] is itself
an accident’.41

By ‘crisis’ Marxmeans herewhat elsewhere he calls ‘particular crises (partic-
ular in their content and extent)’ in which ‘the eruptions are only sporadical,
isolated, and one-sided’, in contrast with ‘world market crises’, in which ‘all
the contradictions of bourgeois production erupt collectively’.42 In a system in
which goods are produced as commodities offered for sale by individual cap-
itals, ‘too much may be produced in individual spheres and therefore too little
in others; partial crises can thus arise from disproportionate production (pro-
portionate production is, however, always only the result of disproportionate
production on the basis of competition)’.43 Interdepartmental disproportion-
alities, like economic disequilibria generally, are normal to capitalist reproduc-
tion. As Paul Mattick explains, because such disproportionalities

can also in turn be overcome by way of these same crises, the process of
reproduction can be represented [in the schemas] as crisis free, just as an
equilibriumof supply anddemand,which in real life doesnot exist, canbe
imagined. Crises of this kind, arising exclusively from the disproportion-
alities of the system, are only an expression of the anarchy of capitalism
and not of the exploitative character of the relations of production that
underlie this anarchy; they are resolved, therefore, by the redistribution
of surplus value, without the production of additional surplus value.44

To explain ‘world market crises’, the system-wide economic convulsions in
which the duality of use value and exchange value becomes visible in the form
of a conflict between human needs and the demands of capital accumulation,
calls in contrast for an analysis focusing on the conditions of surplus value pro-

41 Marx, Capital II, p. 571. See also K. Marx, ‘Economic Manuscript of 1861–63’, in MECW 32,
p. 124: ‘all equalizations are accidental and although the proportion of capital employed
in individual spheres is equalized by a continuous process, the continuity of this process
itself equally presupposes the constant disproportion which it has continuously, often
violently, to even out’.

42 Marx, ‘Economic Manuscript’, in MECW 32, p. 163.
43 Ibid., p. 150.
44 Mattick, Economic Crisis and Crisis Theory (1981), pp. 101–2.
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duction (treated inVolume I) and the relationsbetween surplus valueproduced
and the quantity required for accumulation (discussed in Volume III).

The function of the reproduction schemas, as of the argument in Volume II
generally, is to demonstrate how the economic forms of value (and so surplus
value) condition the reproduction of society as the organisation of the human
production and consumption of use values. In this way the second volume of
Capital opens the way to the investigation, carried out in the third, of the rate
of profit as determinant of accumulation and so of crisis.
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chapter 9

Class and Capital

The concept of class has never remained a harmless concept for very long.
Ralf Dahrendorf1

∵

Dahrendorf gave a common view dramatic form when he wrote, ‘Marx post-
poned the systematic presentation of his theory of class until death took the
pen from his hand. The irony has often been noted that the last (52nd) chapter
of the last (third) volume of Capital, which bears the title “The Classes”, has
remained unfinished. After a little more than one page the text ends with the
lapidary remark of its editor, Engels: “Here themanuscript breaks off” ’.2 Unfor-
tunately, the colourful picture this suggests, of the pen dropping from the hand
of the dying Marx as he was on the point of completing his masterwork, isn’t
ours to keep: the draft containing this chapter was completed, as is fairly well
known, beforeMarx turned to the preparation of Volume I for publication. Nev-
ertheless, some have taken Marx’s delay in returning to the chapter – until it
was too late – as an admission in actu of failure, attesting to a basic flaw in his
theory. Engels’s explanation is less dramatic: Marx liked to leave conclusions
‘for the final editing, shortly before printing, when the latest historical events
would supply him, with unfailing regularity, with illustrations of his theoretical
arguments, as topical as anyone could desire’.3 Reopening the question of the
relation of Marx’s final page and a half to the rest of Capital, I wish to explore
whatMarx’s willingness to leave thematter in so sketchy a statemight indicate
about the nature, or even the existence, of a Marxian theory of class.

The matter is of importance, since Marx’s critique of political economy
stands from the start under the sign of class. The preface to Zur Kritik, the
publication that began the examination of ‘the system of bourgeois economy’,
promises an analysis of ‘the economic conditions of existence of the three great

1 Dahrendorf, Class and Class Conflict in Modern Society (1959), p. 3.
2 Ibid., p. 8.
3 Marx, Capital III, p. 97.



192 chapter 9

classes into which modern bourgeois society is divided’. This was to be carried
out in the first three of the six books which Marx proposed to write, those on
capital, landed property, and wage labour.4 In this plan Marx echoed Ricardo’s
identification of ‘the principle problem in Political Economy’ as to ‘determine
the laws which regulate’ the distribution of ‘the produce of the earth’ among
‘three classes of the community’, the proprietors of land, the owners of the
capital employed in cultivating it and the labourers who work it.5 The nature
of Marx’s critique of political economy may be indicated elliptically by point-
ing to the replacement of ‘distribution’ by ‘conditions of existence’ as analytical
focal point. The former conceptualisation takes the existence of the ‘three great
classes’ for granted as a feature of society, asking only how the social product
is shared out between them. Marx, in contrast, is interested in the historically
specific conditions under which society can be characterised in terms of these
three groupings: both themechanismof their historical production and (as dis-
cussed in the previous chapter) that of their continuous reproduction.

Marx’s early studies of the dismal science reflected his discovery of the cent-
rality of economic categories to the ideological terms in which bourgeois soci-
ety represents itself. His serious reengagement with economic theory after the
1848 revolutions was more directly provoked by his perception of a relation
between the rise and fall of radical mass movements on the Continent and the
(inverse) movements of the economy. In the ‘Review’ of events he wrote with
Engels, from exile in London, for the Neue Rheinische Zeitung, Marx discussed
in detail the correlation of crisis and revolt, arguing that the prosperity sure to
return to Germany and France in response to renewed expansion in England
would rule out any rapid revival of the movement.

With this general prosperity, in which the productive forces of bourgeois
society develop as luxuriantly as is at all possible within bourgeois rela-
tionships, there can be no talk of a real revolution. Such a revolution is
only possible in the periodswhenboth these factors, themodemproduct-
ive forces and the bourgeois forms of production, come in collision with
each other … A new revolution is possible only in consequence of a new
crisis. It is, however, just as certain as this crisis.6

4 Marx, Contribution to the Critique of Political Economy [1859], in MECW 29, p. 261.
5 Ricardo, On the Principles of Political Economy and Taxation (1966 [1817]), p. 5.
6 Marx and Engels, ‘Review: May to October’ [1850], in MECW 10, p. 510.
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At the time these words were written, Marx was essentially a follower of
Ricardo in economics; a particular motive for a return to his economic studies
was the incompatibility of Ricardian theorywith the course of economic events
in the late 1840s.7These studies,whicheventually resulted in thewritingof Cap-
ital, would lead (aswehave seen) to a fundamental breakwithRicardian theory,
and in fact with classical political economy as a whole. Nonetheless, the state-
ment quoted above can stand as a summary of the central underlying idea of
the work which was to occupyMarx for the 30-odd years that followed its writ-
ing. Its basic elements reappear, for instance, in the summary of ‘the guiding
principle of my studies’, reached by 1845, with which Marx introduced the first
instalment of his study of capital in 1859. Here Marx describes human social
existence as a matter of ‘relations of production appropriate to a given stage
in the development of their material forces of production’. While ‘no social
formation is ever destroyed before all the productive forces for which it is suffi-
cient have been developed’, that development produces a conflict between ‘the
material productive forces of society’ and ‘the existing relations of production’
which have turned ‘into their fetters. Then begins an era of social revolution’.8
In such an era, as Marx envisioned it, what he described with the theoretical
abstractions of ‘forces’ and ‘relations’ would take practical form in the struggle
between classes which he had identified in the Communist Manifesto as the
central drama of history.

Again, in a letter to Engels of 1868, Marx discussed the theoretical advances
at the heart of the third volume of Capital as amatter of relations between eco-
nomic entities: the distribution of surplus value, the differentiation of forms of
capital, the equalisation of profit rates, and the tendency of the rate of profit to
fall. Yet he promised that, at the end of it all, he will show that economic the-
ory constitutes only a set of appearances of a reality to be analysed, ultimately,
in terms of ‘the class struggle, as the conclusion in which the movement and
disintegration of the whole shit resolves itself ’.9

But if Capital, with all its three (or four) volumes, was intended only as the
first book of a study of the ‘three great classes’, why does the chapter on classes
appear at its conclusion? Roman Rosdolsky suggested one answer in his study
of the development of Marx’s theory. Rosdolsky argued that while writing his
magnum opus Marx found that the intended books on landed property and
wage labour ‘had to be incorporated into’ the study of capital because the lat-

7 See the discussion in Schrader, Restauration und Revolution (1980), pp. 15–23.
8 Marx, Contribution, pp. 262–3.
9 Marx to Engels, 30 April 1868, in MECW 43, p. 25.
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ter ‘would have been inconceivablewithout a treatment of the questionswhich
they deal with’.10 This seems amistake, however.11 For one thing, the treatment
of rent inCapital should be distinguished, asMarx himself put it, from ‘the ana-
lysis of landed property in its various historical forms’, which ‘lies outside the
scope’ of Capital.12 As we know, Marx occupied himself to a great extent dur-
ing his last years in collecting information for such an analysis (even learning
Russian to read documents relevant to the history of landed property in Rus-
sia). In Capital, however, he studied, under the heading of rent, not a form of
property but a form of revenue – a claim to income rather than a social relation
mediated by claims to ownership of natural resources; he was concerned with
the former ‘only in so far as a portion of the surplus value that capital produces
falls to the share of the landowner’.13

Second, the discussion (in the first volume of Capital) of wages, the market-
representation of the value of labour power, is similarly to be distinguished
from an analysis of wage labour as a social institution – that is, of the waged
working class, with a variety of characteristics in different periods and loc-
ations, and internally differentiated at every time and place by the distinc-
tion between employment and unemployment, by job status and wage differ-
entials, and by gender, age, and ‘racial’ inequalities. It is true that Volume I
contains a great deal of historical and analytical material bearing on the his-
torical conditions of appearance and the development of waged labour, not-
ably in Chapter 10, ‘TheWorking Day’; Chapter 15, ‘Machinery and Large-Scale
Industry’; Chapter 25, on the effects of capital accumulation on the working
class in the form of unemployment and immiseration; and Part Eight, which
discusses the creation of the preconditions for capitalist production by the sep-
aration of producers from land and other means of production. But all this

10 Rosdolsky, TheMaking of Marx’s ‘Capital’ (1977), p. 23.
11 I leave undiscussed Rosdolsky’s contention that Marx integrated into Capital not just the

books on landed property and wage labour but also the sections of his study of capital
devoted to competition, the credit system, and the stock market, originally planned for
separate books following the analysis of ‘capital in general’. In this I take advantage of
Winfried Schwartz’s essay, ‘Das “Kapital in allgemeinen” und die “Konkurrenz” im öko-
nomischcn Werk von Karl Marx’ (1974). Schwartz argues convincingly that, contrary to
Rosdolsky’s interpretation, the treatment of what Marx originally called ‘capital in gen-
eral’ concludes with Part One of the third volume, the rest of which contains material for
the remaining sections of the analysis of capital.

12 Marx, Capital III, p. 751. For a discussion of Marx’s unwritten book on landed property, see
Shortall, The Incomplete Marx (1994), pp. 170ff.

13 Marx, Capital III, p. 751.
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material considers the working and living conditions of wage-earners primar-
ily as presupposition for and function of the accumulation of capital. Marx is
concerned above all to destroy (as he put it in the unfinished ‘Sixth Chapter’
of Capital) ‘the last vestiges of the illusion … that … in the marketplace, two
equally matched commodity owners confront each other, and that they, like all
other commodity owners, are distinguished only by the material content of
their goods …’ He wishes to demonstrate as well that wage labour is ‘one of the
essential mediating forms of capitalist relations of production, and one con-
stantly reproduced by those relations themselves’.14

The existence of wage labour is in fact a socio-historical requirement for the
production of surplus value and so for the existence of capital. To explain this,
however, is not to provide an analysis of wage labour as a distinct category of
social relations. Marx observes in a brief chapter (22) on national wage differ-
entials that to compare wages in different parts of the world wemust ‘take into
account all the factors that determine changes in the amount of the value of
labour power: the price and the extent of the prime necessities of life in their
natural and historical development, the cost of training the workers, the part
played by the labour of women and children, the productivity of labour, and its
extensive and intensive magnitude’.15 Some fragmentary remarks on trade uni-
onism in the ‘Sixth Chapter’ suggest the topic of workers’ oppositional activity
as a determining factor of the value of labour power.16 Suchmatters, considered
at once historically and analytically, would no doubt have provided the content
of the third book of Marx’s critique of political economy.

If Capitalwas notmeant to absorb the unwritten books on the labouring and
landowning classes, it is all themore remarkable thatMarx’s chapter on classes
concludes it. For the chapter begins in Ricardian fashionwith the listing of ‘the
owners of mere labour power, the owners of capital, and the landowners’ as
‘the three great classes of modern society based on the capitalist mode of pro-
duction’.17Why then didMarx embark on a theory of class structure before the
books to be devoted to the other two class categories, wage labour and landed
property? The answer is to be found in the context: Part Seven, the conclud-
ing section of Volume III, deals with ‘Revenues and Their Sources’, that is, with
‘the estranged and irrational forms’ in which the capitalist production process
appears to those who live by its laws.18 To explain how this section and the

14 Marx, ‘Results of the Immediate Process of Production’, in Capital I, pp. 1062, 1064.
15 Marx, Capital I, p. 701.
16 Ibid., pp. 1069–70.
17 Marx, Capital III, p. 1025.
18 Ibid., p. 969.
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chapter on classes fit into Marx’s argument requires a recapitulation of that
argument, the critique of political economy, as a whole.

Economic Appearances and Social Reality

Capital begins, as it ends, with appearances: the appearance that wealth in
‘societies in which the capitalist mode of production prevails’ is an ‘immense
collection of commodities’. Wealth seems to crystallise in the marketplace, as
the accumulation of commodities (including the money commodity). But, as
Marx quickly demonstrates, wealth in modern society is specifically the accu-
mulation of capital, of money invested in the means of production and labour
power required to produce goods saleable for a larger sum of money. Capital
requires the existence on themarket of the commodity labour power, ownedby
people unable to employ it themselves because of their lack of access tomeans
of production. Indeed, it is only when such people exist that the commod-
ity becomes the general form of wealth, since only then must the producers
purchase a portion of their product, made for the owners of the means of pro-
duction, with the wages paid for their ability to work.

If Marx thereby shows that wealth consists in the control of other people’s
labouring, he emphasises that control is exercised in a particular way in this
particular society: ‘The specific economic form inwhich unpaid surplus labour
is pumped out of the direct producers determines the relationship of domina-
tion and servitude’ in different types of society. In capitalism, surplus labour,
work performed in addition to that which provides for the consumption of
the producers, is appropriated as surplus value, through the medium of mar-
ket exchanges between employers and employees, in which first the latter and
then the former appear as sellers of commodities to each other. Since the
social relation of domination between them is represented in a roundabout
way by the circulation process, the exploitative relationship is hidden behind
the equality of market partners. Hence it is that wealth appears to be a matter
of commodity ownership, or the possession of money, a means to ownership,
rather than a relationship between people manifested in differential access to
goods.

In so far as capital takes the form of produced goods and means for pro-
ducing them, it is wealth whose use yields an income. The owner of capital, as
just observed, is in a position to appropriate that part of the productmadewith
it – translated intomoney terms – that exceeds the reproduction requirements
of the producers. ‘Capital thereby becomes a very mystical being, since all the
productive forces of social labour appear attributable to it and not to labour
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as such’.19 Alternatively expressed, each capitalist ascribes to the productive
virtue of his individual capital the amount he manages to obtain from the sur-
plus labour of employed workers. This appearance is all the more convincing
because the amount of profit extracted by each capital does not in fact depend
on the surplus production of the workers it employs but is drawn in a complex
way from the surplus labour performed for the totality of capitalist employers.

It is only in the process of circulation – the totality of market exchanges
that mediate, on the one hand, the relation between productive labour and
the extraction of surplus value, and, on the other, the relation between capital
investment and producers’ consumption – that surplus labour is crystallised in
a form (money) utilisable for future investment. Surplus labour in capitalism
(unlike non-capitalist forms of society) is therefore a phenomenon definable
only in relation to total social labour, and not firm by firm. Just as the labour
engaged in at an individual workplace only counts as a part of social labour in
so far as its product takes the form of a commodity sold on the market, so the
surplus labour performed at that workplace exists as surplus value – in a form
(money) utilisable for capital accumulation – only as market exchange makes
it a portion of the social surplus produced under the dominance of the total-
ity of capital. This is why that totality (what Marx calls ‘social capital’) is not
just a conceptual aggregate of individual firms, but a fundamental unit in the
functioning of the social system.

Wewill return to this aspect of the economic system below, because it is the
society-wide character of exploitation that, in Marx’s view, provides the basis
for class as the peculiarly modern mode of social stratification. From the cap-
italist’s viewpoint, however, the ratio of the total surplus value produced to the
amount of value required for the worker’s consumption – the socially specific
measure of work done for employers relative to that done for the producers
themselves – is unimportant.What counts is the rate of profit, the ratio of sur-
plus value appropriated by the individual firm to the capital it has invested in
means of production and labour power.

Of course, as Marx restates in Volume III a point demonstrated (in other
terms) in the fifth chapter of Volume I, ‘the capital value advanced cannot form
surplus value simply by means of its having been used up and forming there-
fore the cost price of the commodity’ produced.20 But the ability of a capitalist’s
investment to bear fruit seems to depend just on the willingness of the market
to buy his product at a sufficiently high price. His investment counts for him as

19 Marx, Capital III, p. 966.
20 Marx, Capital III, p. 126.
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an individual gamble, rather than as a contribution to the social production
process, the product of which includes the social surplus that is distributed
among individual firms. A sufficient demand for his goods allows him to collect
a sum causally linked to his investment, since it represents money in excess of
that needed to pay for labour power: ‘surplus value itself does not appear as
having been produced by the appropriation of labour time but as the excess of
the sale price of commodities over their cost price …’21 The latter ‘appears to
each capitalist as a given quantity’,22 the price he must pay for the inputs con-
sumed in his production process, so that the relation between surplus value
and the labour power set in motion as labour disappears from view. Surplus
value is therefore conceptualised as profit, a ‘return to capital’.

In Part Two of Capital, Vol. III, as discussed in Chapter 6 above, Marx traces
the further obscuring of the relation between profit and surplus labour as a res-
ult of competition between the individual firms that constitute social capital.
The attempt by firms to maximise profits through various manners of adjust-
ment between quantities of product and prices involves a shifting of claims
on the social surplus value among firms that conceals any relation between
profits earned by firms and surplus labour performed by their workers. This
effect is redoubled by the fact that some capital is invested in economic activ-
ities – such as commerce and banking – that are themselves unproductive of
surplus value but that claim a share of the social surplus. A special category,
one of great social and political importance in the eighteenth and nineteenth
centuries, is that of rent, a share of surplus value demanded by the owners
of natural resources for the use of their property. The process that obscures
the source of profits, interest, and rent is basic to the operation of the system;
the redistribution of surplus value effected by price competition is an aspect
of the mechanism that effectively socialises the labour performed for various
employers. It is because of this socialisation of their labour by way of its uni-
form representation by money in the marketplace that, despite the fact that
workers are hired by individual firms, they may be more properly said to be
exploited as a group by capitalists as a group.

The last part of Volume III examines forms in which the social organisation
of surplus value extraction appears ‘on the surface of society … in the everyday
consciousness of the agents of production themselves’.23 This ‘everyday con-
sciousness’ provides the material for what Marx calls ‘vulgar economics’, the

21 Ibid., p. 135.
22 Ibid., p. 1010.
23 Ibid., p. 117.
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direct ancestor of the dominant economic theorising of the last hundred years,
which ‘actually does nothing more than interpret, systematize and turn into
apologetics the notions of agents trapped within bourgeois relations of pro-
duction’.24 The annual social product seems to arise through the cooperation
of three factors of production, the trinity of land, labour, and capital. Stand-ins
for natural resources, human activity, and products of previous human activity,
these are historically specific forms of the universal constituents of the labour
process25 masquerading as transcultural universals. Their historically specific
character appears in the asserted link between them as forms of property and
the corresponding forms of revenue – rent, wages, and interest – sums of value
from which seem to arise the prices of commodities.

Capital-profit (or better still capital-interest), land-ground-rent, labour-
wages, this economic trinity as the connection between the components
of value andwealth in general and its sources, completes themystification
of the capitalist mode of production, the reification of social relations,
and the immediate coalescence of the material relations of production
with their historical and social specificity: the bewitched, distorted, and
upside-downworld hauntedbyMonsieur le Capital andMadame laTerre,
who are at the same time social characters and mere things.26

But if the social character of the production process is invisible in the market-
place, where relations between individuals are on view, it makes itself felt not
only in the despotic domain of the workplace but in the impersonal economic
dynamics of the social system as awhole. Throughout the history of capitalism,
as Marx explains at the start of his study, value ‘magnitudes vary constantly,
independently of the will, knowledge, and actions of the exchangers’.27

The social rate of surplus value and the general rate of profit determine the
possibilities for capital accumulation; experienced by capitalist entities in the
formof inter-firm competition, the constraints set on the activities of individu-
als by social relationships unknown to them are represented as the workings of
‘the economy’, as if this were a structure ormechanism independent of human
action. The ‘law of value’ that Marx claims to have discovered regulating mod-

24 Ibid., p. 956.
25 See the discussion in Marx, Capital I, Chapter 9.
26 Marx, Capital III, pp. 968–9.
27 Marx, Capital I, p. 167.
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ern societymakes itself known in daily life ‘the sameway that the law of gravity
asserts itself when a person’s house collapses on top of him’.28

This conflict between the social character of production and the individual
character of property ‘impresses itself most strikingly on the practical bour-
geois in the changes of the periodic cycle through which modern industry
passes, the summit of which is the general crisis’.29 At a time of economic
crisis, the relation of value – the representation of the social character of labour
by the exchangeability of all capitalist products against money – to labour as
actual human activity manifests itself in the form of the existence of unsale-
able products. Produced for sale at a profit, capitalist commodities cannot be
consumed (at least within the framework of the market-exchange system) if
this condition cannot be met; the abstract social labour-time they contain is
revealed to be equal to zero. It is then the (historically specific) social nature of
the labour involved in commodity production that renders its products unus-
able by society, a paradox that exposes the limits capitalism sets to people’s
ability to use their ability to work to meet their needs. Such moments clarify
the choice that exists as soon as capitalism has reached a relatively high stage
of development, between the preservation of the existing society and its trans-
formation into one more adequate to people’s needs.

It is for this reason that Marx devotes much of the argument in Volume III
to demonstrating that the accumulation of capital, the form of exploitation
mediated by commodity exchange, leads to a tendential fall in the rate of
profit, which limits accumulation and, by way of economic crisis, increases the
potential for social upheaval. Economic crisis brings to light the fact that ‘it is
the appropriation of unpaid labour, and the proportion between this unpaid
labour and the objectified [previous] labour [owned as capital] … that determ-
ines the expansion or contraction of production, instead of the proportion
betweenproduction and social needs…’30 It points towards a generalised social
crisis because it is, according to Marx, ‘the direct relationship of the owners of
the conditions of production to the immediate producers … in which we find
the innermost secret, the hidden basis of the entire social edifice, and hence
also the political form of the relationship of sovereignty and dependence’, the
state.31

28 Ibid., p. 168.
29 Ibid., p. 103.
30 Ibid., p. 927.
31 Marx, Capital III, p. 367.
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Economic Class and Social Structure

Just as the value of commodities is the representation inmoney terms of social
labour in capitalism, the rate of profit is the money representation of ‘the pro-
portion between unpaid labour and objectified labour’. As such it represents
in a pair of economic quantities the relationship between the interests of the
producers and those of their employers, for ‘unpaid labour’ is the work the pro-
ducers must perform in addition to that necessary for their own reproduction.
Groups defined by such a relationship are what Marx, using the terminology
that developed gradually during the late eighteenth and early nineteenth cen-
turies, called classes.32 The category of class was produced by bourgeois soci-
ety as a means of stating its distinction from the earlier European system of
juridically-recognised social stratification, conceptualised in terms of ‘ranks’
and ‘orders’ (‘états’, and ‘Stände’ in French and German). The increasing use
of the term reflected ‘not only increased individual mobility, which could be
largely contained within the older terms, but the new sense of a [society] or a
particular social system which actually created social divisions, including new
kinds of division’.33 Unlike pre-capitalist hierarchies, class is not a perman-
ent attribute of individuals but is carried by money, whose possession confers
control over social labour. Class itself thus appears as social power abstracted
from relations between people, incarnated in the symbol of value, something
individuals can acquire and lose, like the commodities with which it is often
equated.34

According to Marx, the ‘historical tendency of capitalist accumulation’ in-
cludes ‘the dissolution of private property based on the labour of its owner’,

32 For a brief history of the concept ‘class’, see Williams, Keywords. A Vocabulary of Culture
and Society (1985), pp. 60ff. An extended historical survey, by an East German historian, is
Herrnstadt, Die Entdeckung der Klassen (1965).

33 Williams, Keywords (1985), p. 62. Rudolph Schlesinger emphasises an important aspect of
this development: ‘Historically, the concept of class arose from the realization that the
mere abolition of legal discriminations did not establish social equality, which had been
demanded by the ideology of the bourgeois-democratic revolutions: the first explanations
of the course of the French revolution in terms of class coincide with the realization that
the expectations of the urban poor, who had borne the main burden of the struggle, were
disappointed by the result, the access of the bourgeoisie to power’ (Marx, His Time and
Ours [1950], p. 213).

34 ‘The two people who face each other on the marketplace, in the sphere of circulation, are
not just a buyer anda seller, but capitalist andworkerwhoconfront eachother as buyer and
seller. Their relationship as capitalist and worker is the precondition of their relationship
as buyer and seller’ (Marx, ‘Results of the Immediate Process’, in Capital I, p. 1015).
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such as that of the peasant, artisan, and small shopkeeper who emerged out
of feudal society, and the transformation of the majority of people into sellers
of labour power to capitalist employers.35 Capitalist social structure is experi-
enced both as a complex systemof social differences and, thanks to the gradual
weakening or extinction of legal rank (‘estate’) differences, as involving a trend
towards social equality.36 The salience of equality derives from the fact that,
in contrast to pre-capitalist societies, ‘the domination of the exploiters loses
the form of a power relationship and makes an indirect appearance, on the
basis of the equality of commodity exchange, which mystifies the capitalist
exploitation relation in an economic form, but also thereby legitimates it’.37
The apparent homogenisation of social personality was clearly stated by Adam
Smith, despite his acute recognition of the persistence of social hierarchy:
‘everyman… livesby exchanging, or becomes in somemeasure amerchant…’38
Because the social character of production is only indirectly acknowledged,
by the exchange of commodities for money, the relations between commod-
ity exchangers – capitalists and workers alike – are represented in the form of
contracts (explicit and implicit) between legal equals.

This kind of equality, understood as legal equivalence or the abstract uni-
formity of civil or human rights, is compatible with the existence of myriad

35 Marx,Capital, Vol. I, p. 927. This view – basic toMarx’s critique of the classical economists’
labour theory of value – should not be confused with a mythical doctrine, often ascribed
to Marx, of the disappearance of the middle classes in capitalism. See the discussion in
Draper, Karl Marx’s Theory of Revolution, Vol. II, ‘The Politics of Social Classes’ (1978),
pp. 613 ff.

36 ‘In this sense, the equality of employers and employees before the law was genuine. The
distinction between them was now based only on their private faculties and resources,
rather than on an enduring juridical privilege; if a wage earner accumulated enough
private property to become an employer, he became an employer with the same rights
as any other. Employers were no longer’, as under the guild system, ‘a permanent body of
privileged masters, but simply the most successful competitors in a free and openmarket
at any particular point in time’ (Sewell, Jr.,Work and Revolution in France: The Language of
Labour from the Old Regime to 1848 [1980], p. 141).

37 Mauke, Die Klassentheorie von Marx und Engels (1970), p. 22. Mauke’s book remains the
best introduction to Marx’s conception of class.

38 Smith, An Inquiry into the Nature and Causes of the Wealth of Nations, Volume I (1979
[1776]), p. 37. It is this homogenisation, in contrast to the pre-modern essentialisation of
status differences, towhich Smith gave expression inhis theory of the ‘impartial spectator’,
the ‘man within’ each person who adjudicates conflicts of interest between individuals
conceived of as fundamentally equal. See Smith, The Theory of Moral Sentiments (1976b
[1759]), pp. 135 ff.
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forms of inequality, both those defined in noneconomic terms, such as gender
and ‘race’, and those defined in terms of level of wealth, the particular good or
service brought to market, or position in the complex hierarchy of production.
The resulting conceptual (and even practical) conflict is typically resolved by
locating the origins of inequality outside social relations proper. For example,
the concept of race, which emerged in Europe in the eighteenth century to
becomeadurable peculiarity of modern thought, serves to explain social inferi-
ority as a function of biological difference, as do explanations of social success
as due to personal characteristics like ‘talent’ or ‘drive’, and of failure as due to
the lack of these characteristics or to participation in social group characterist-
ics like ‘family dysfunction’ and ‘the culture of poverty’. Specifically economic
inequality is seen as the result of differential access to goods rather than as a
product of the functioning of the market-exchange system (thus it can appear
as a ‘problem’ to be solved, by the extension of educational opportunities or
other state action),39 The ability to buy others’ labour power appears due to
the possession of money, rather than to the existence of a form of society in
which social labour is represented by money and in which society is divided
into economically-determined classes.

Thus, Marx says in the fragment on classes that closes Volume III of Cap-
ital, the question ‘what makes wage-labourers, capitalists, and landowners the
formative elements of the three great classes?’ seems ‘at first sight’ to find an
answer – where John Stuart Mill, most famously in the early nineteenth cen-
tury, found it – in ‘the identity of revenues and revenue sources’.40 The classes
are defined by the commodities they own, whose economic utilisation yields

39 A central argument of classical economics was that the operation of ‘commercial soci-
ety’ had the effect of redistributing wealth; thus, in his Theory of Moral Sentiments (1976b
[1759]), Smith asserted that in satisfying their taste for luxury the rich ‘are led by an invis-
ible hand to make nearly the same distribution of the necessaries of life, which would
have been made, had the earth been divided into equal portions among all its inhabit-
ants …’ (iv, i.10). For a discussion of this theme in classical political economy, sec Winch,
Riches and Poverty. An Intellectual History of Political Economy in Britain, 1750–1834 (1996),
Chapter 2 and passim. A modern statistically-based version of this idea was advanced
with great success by Simon Kuznets (‘Economic Growth and Income Inequality’ [1955]).
Thomas Piketty, who contests this (obviously unrealistic) expectation in his Capital in the
Twenty-First Century (2014) sees inequality of wealth and income as due not to historic-
ally specific features of capitalism but to the eternal nature of human production, which
makes ‘[e]conomic growth … quite simply incapable of satisfying this democratic and
meritocratic hope, which must create specific institutions for the purpose and not rely
solely on market forces or technological progress’ (p. 89).

40 Marx, Capital III, p. 1026.
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a particular form of income. The even more ‘vulgar’ conception of class as
income level – probably, in combination with a conception of class as social
status, the dominant folk and social-scientific concept of class in the United
States at the present time41 – abstracts from type of resource brought to mar-
ket to simply compare revenues quantitatively, the differences between which
can then be explained as a function of kinds and amounts of property owned.

As this example suggests, while Marx’s analysis is primarily focused on the
‘classical’ and ‘vulgar’ economics of the nineteenth century, it remains applic-
able to current conceptions of class. A striking case in point is what is probably
the best-known late twentieth-century attempt to produce a marxist theory
of class, that of Eric Olin Wright. Highly elaborated in the form of a sociolo-
gical research programme as well as an abstract economic argument, Wright’s
position is only a recent example of a longstanding tendency within marxism
to distinguish ‘class analysis’ from ‘economic theory’.42 Wright defines class in
terms of exploitation, itself defined following the ‘analytic marxist economics’
of John Roemer, who abandonedMarxian value theory in favour of a combina-
tion of neo-Ricardian economics and game theory.43 In this analysis, one class

41 This folk concept appears both in the replacement of the concept of ‘working class’ by
that of ‘middle class’ and in the contrast between the ‘1%’ and the ‘99%’made prominent
by the Occupymovement of 2011 in the US. AdamTheron-Lee Rensch provides an elegant
critique: ‘To say that class is the difference between income brackets is to again beg the
question of how such a difference is possible … The problem is that … an emphasis on
the abstract quantity of wealth onemight have usually does nothing to criticise the social
relations thatmake such inequality possible in the first place. I may be envious of profess-
ors at my university for living more comfortably than I do, but unless they are using their
money as capital – which is to say, to produce profit, and not merely to consume – my
envy misses the point. I am critiquing privilege, not class, and while these things often go
together they should not be conflated’ (‘WhatWe Talk AboutWhenWe Talk About Class’
[2016]).

42 In the strictly economic literature we may remember, from Chapter 3 above, Joseph
Schumpeter’s division, in his History of Economic Analysis (1954), of ‘the pieces’ into
which Marx’s theoretical structure decomposes: ‘two groups, one sociological and one
economic’, with no essential connection between them (p. 389); Schumpeter’s pupil Paul
Sweezy argued that Marx’s value theory, while unnecessary (given the development of
neoclassical equilibrium economics) for the derivation of his economic results, is worth
saving because in its qualitative dimension it spotlights capitalist class structure (seeThe-
ory of Capitalist Development [1942], p. 129). Thirty years later, Mario Cogoy, responsible
earlier for a devastating critique of Sweezy’s work, came to roughly the same conclu-
sions on the similar but thenmore fashionable grounds of neo-Ricardian theory (see ‘Das
Dilemma der neoricardianischen Theorie’ [1974], pp. 204–63).

43 See Roemer, A General Theory of Exploitation and Class (1982).
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is said to exploit another when, ceteris paribus, consumption would increase
and toil decrease for the latter if the former did not exist. That is, class exploit-
ation consists in the taking of the surplus produced by the exploited class.
Although this seems close toMarx’s analysis, it conceptualises exploitation (in
terms curiously reminiscent of the position of J.S. Mill) as the appropriation of
a produced surplus through the process of distribution. In Marx’s understand-
ing of capitalism, as in reality, the surplus – by definition – belongs to capital as
soon as it has beenproduced; successful capitalist production is the production
of surplus value. ForWright, in contrast, exploitation is ‘market based’.44

According to Roemer andWright, ‘there is complete symmetry in the struc-
ture of exploitation in a system in which capital hires wage labourers and in a
[hypothetical] system inwhichworkers rent capital…’ and thereby exploit cap-
ital owners.45 Labour and capital are, that is, here conceived of as two types of
‘asset’, and classes are defined ‘by the productive assets which [they] control’.46
The kinship of this conception with the vulgar economics Marx criticises in
Capital is evident in the ahistorical understanding of ‘labour’ and ‘capital’ as
‘factors of production’, common to all social systems. This is why Wright can
imagine that feudal exploitation can be analysed in the same theoretical terms
as the extraction of surplus value in capitalism, despite the earlier nonexist-
ence of the system of generalised commodity production that alonemakes the
concepts of value, labour power, surplus value, and capital significant.47

As in this case, so generally inbourgeois thought, the reality of class is hidden
behind economic categories; or rather, it appears only in the form of economic
interest groups, classes of agents defined by their relation to sources (or quant-
ities) of revenue rather than by their relations to each other in the performance
of social labour and surplus labour. Seen in this way, as a collection of interest
groups (or of income levels), a population can be classified into an indefinite
number of classes and subclasses, in a rather arbitrarymanner.48 Asking ‘What
makes a class?’, Marx observes at the very end of Volume III of Capital that the

44 Wright, ‘A General Framework for the Analysis of Class Structure’ (1989), p. 10.
45 Ibid.
46 Wright, Classes (1985), p. 73.
47 For a thorough criticism of Wright’s argument, see Guglielmo Carchedi, ‘Classes and Class

Analysis’ (1989); for another, showing the drawbacks of Wright’s approach from a sociolo-
gical point of view, see Clarke, NewTimes and Old Enemies. Essays on Cultural Studies and
America (1991), pp. 44ff.

48 For an interesting study of the way in which differing conceptions of class structure pro-
duce different categories of statistical information in use by social scientists, seeDonnelly,
‘Statistical Classification and the Salience of Class’ (1997).
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answer at first sight seems to be the ‘identity of revenues and revenue sources’.
For these seem indeed to identify the ‘three great classes’ of Ricardian theory.
But ‘the same would hold true for the infinite fragmentation of interests and
positions into which the division of social labour splits not only workers but
also capitalists and landowners – the latter, for instance, into vineyard-owners,
field-owners, mine-owners, fishery-owners, etc’.49

‘At this point the manuscript breaks off ’, Engels noted. This is because the
essential theoretical point had already been made: that class structure, in the
sense of interest to Marx, cannot be adequately theorised from the standpoint
of political economy – or, more generally, from that of bourgeois ideology, in
which economic thinking has such a central place. ‘Class’ is an unavoidable
category in a culture pervaded by the inequality whose systemic centre is the
relation between worker and capitalist defined by the extraction of surplus
value. But since this relation is represented ideologically by the generalisation
of commodity relations, as one of market exchange between legal equals who
may possess differing assets, class is (so to speak) dispersed throughout the
social system rather than localised at the point of exploitation.

This dispersal of class canbe seen in itsmost sophisticated form in the think-
ing of Pierre Bourdieu, whose book Distinction offers a particularly valuable
contemporary analysis of class difference.50 Bourdieu locates a chief failing of
what he calls the marxist theory of class – the dominant political framework
among those of his fellowFrench intellectualswhose traditionwas shaped over
the past half-century by a range of relationships to the Communist Party – in
its inability to explain ‘all those oppositionswhich structure the social field and
which are not reducible to the opposition between owners and non-owners of
the means of economic production’, such as the ambiguous class position of
intellectuals and other cultural producers.51 In contrast to the two-class system
imagined by marxists, ‘the social space is a multi-dimensional space, an open
set of relatively autonomous fields’, such as the field of culture, within which
wemight distinguish the academic field, the artistic field, etc., ‘fields which are
more or less strongly and directly subordinate, in their functioning and their
transformations, to the field of economic production’.52 Social class position
is therefore multidimensional, as individuals occupy locations in more than
one such field; in each a person’s position can be defined in terms of a rela-
tion to a type of social power, which Bourdieu calls a mode of capital on the

49 Marx, Capital III, p. 1026.
50 Bourdieu, Distinction. A Social Critique of the Judgment of Taste (1984).
51 Bourdieu, ‘Social Space and the Genesis of “Classes” ’ (1991), p. 244.
52 Ibid., p. 245.



class and capital 207

model of the dominant form of social power. For instance, university profess-
ors possess ‘cultural capital’, in the form of degrees, institutional connections,
mastery of certain jargons, etc., which allow them to dominate others, both
in their particular field of action, the university, and outside it, say, as experts
on television or advisors to trade unions or governments. Successful exercise of
this power yields ‘cultural profits’ in the formof increased prestige, higher posi-
tions, etc.; and cultural capital can be converted into economic capital, yielding
above-average salaries and other privileges. This model explains why ‘cultural
capitalists’, who share power and therefore interests with the monied upper
class but base their social advantages on a competing social principle, both
serve the bourgeoisie in various ways and have traditionally seen themselves
as to some degree at odds with it, and even, on occasion, behaved accordingly.

As this example shows, Bourdieu’s theory stays within the explanatory logic
of modern understandings of social classes as ‘sets of agents who occupy sim-
ilar positions and who, being placed in similar conditions and submitted to
similar types of conditioning, have every chance of having similar dispositions
and interests, and thus of producing similar practices and adopting similar
stances’.53 Unlike the comparative study of positions and attributes practised
bybourgeois class analysis,Marx is interested in examining the positions them-
selves. Hence ‘class’ in Marx’s use is not analysed with a set of sociological
descriptions, but with an idealised model (like his value theory) framed to
expose a dynamic structure hidden by the complexity of ‘economic’ and ‘soci-
ological’ phenomena. This structure, he believed, emerges to view (like and
with the law of value) at moments of extreme social crisis, but is normally
obscured by more immediate interests.

Under ‘normal’ conditions – conditions of relative economic prosperity –
the bourgeois discourse of class is the dominant one, because it corresponds to
the immediate problems faced by all sectors of society.54 As Marx and Engels
wrote already in The German Ideology, ‘separate individuals form a class only

53 Ibid., p. 231.
54 As sociologist G.WilliamDomhoff explains, in his excellent study of American class struc-

ture, ‘The opinions of the majority on a wide range of issues have differed from those of
the corporate elite formany generationswithoutmajor consequences for public policy. To
assume that differences in opinion will lead to political activity does not give due consid-
eration to the fact that people’s beliefs do not lead them to opposition or disruption if they
have stable roles to fulfill in the society. Routine involvement in a daily round of activities,
the most important of which are a job and a family, probably is a more important factor
in social stability and acquiescence in corporate-supported policies than any attempt to
shape public opinion’ (Who Rules America? A View for the ’80s [1983], p. 83).



208 chapter 9

insofar as they have to carry on a common battle against another class; in other
respects they are on hostile terms with each other as competitors’.55 The fact
that intra- and inter-class conflict coexist limits the use of the class concept
to focus attention on the relation between capital and wage-labour. Workers
organise their mutual competition by means of craft, industry, ethnic, gender,
national, and other groupings – as well as on a purely individual basis – group-
ings that effectively obscure the commonalities in which Marx was interested.
Similarly, although the shared class interest of capital is expressed in a gen-
eral insistence on the basic rightness and even necessity of the existing social
order, capitalists compete with each other by all convenient means, forming
interest-group coalitionswhere this is helpful.56 Inter-class struggle, themutual
competition for the stakes defined by capitalist property relations, seems to be
just another form of the generalised struggle between individuals and ‘interest
groups’, and does not in itself call society’s conceptions of property into ques-
tion.57

This duality of class awareness and obfuscation can be seen in the way in
which the localisation, spatial and social, of class conflict – kept small scale by
geography, union jurisdictions, and other factors – cohabits with the systemat-
ically maintained unity of the ruling class. The latter is, as Domhoff explains,
discussing the American case,

a business class based in the ownership and control of large corporations
… The fact that the upper class is … intertwined with the corporate com-
munity adds a second dimension to the nature of its cohesiveness. This
cohesion is not only social, based on school and club affiliations [traced in

55 Marx and Engels, The German Ideology, in MECW 5, p. 77.
56 Hal Draper identifies this as one of the features of capitalism that produces a tendency

towards autonomisation of the state: ‘No other ruling class [in history] is so profoundly
criss-crossed internallywith competing and conflicting interest groups, each at the other’s
throat – the dog-eat-dog pattern. Competing national groups (countries) are split by
regional group interests, different industrial interests, antagonisms within an industry,
rivalry between producers of consumers’ and producers’ goods, light and heavy industry,
and so on, aside from religious, political, and other ideological differences. Internally, cap-
italism is a snake-pit’ (KarlMarx’sTheoryof Revolution, Vol. I: StateandBureaucracy [1977],
p. 323).

57 It may be remembered that by his own account Marx first became aware of the central-
ity of economic categories to modern politics when, as a journalist in the early 1840s, he
covered disputes in the Rhineland over ‘thefts of wood and the division of landed prop-
erly’: see Marx, Contribution [1859], in MECW 29, p. 262.
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detail inDomhoff ’s book], but economic, rooted in common stock owner-
ship and most visibly manifested in the complex pattern of interlocking
directorships that unites the corporate community and creates a dense
and flexible communication network.

[Their economic powers] give them a direct influence over the great
majority of Americans, who are dependent upon wages and salaries for
their income. They also give the corporate rich indirect influence over
elected and appointed officials, for the growth and stability of a city, state,
or the country as a whole can be jeopardized by the lack of business con-
fidence in the government.58

This iswhy, as Engels suggested inhis editorial note,Marxwouldhavebeenable
to illustrate his conclusion to Capital, in which the application of economic
categories points to their systematic inadequacy, from reports in any week’s
newspapers.

The correctness of Marx’s understanding of the ideological structure here
in play is demonstrated by the history of social politics since his time, in which
right and left alike have tended to couch their programmes by reference to a
general (classless) social interest and at the same time to conceive of the organ-
isational basis of politics in termsof interest-group formations.59Thebourgeois
discourse of class has thus moved historically between economic apologetics,
which discover in the operation of the market the principle of fair rewards
for each of the factors of production (and, as in such different frameworks
as Smith’s political economy and modern general equilibrium economics, the
optimisation of social welfare), and left-wing demands for a fairer (re)distri-
bution of social wealth. Revolutionary movements, in contrast, represent not
the definition of a new group interest but the calling into question of a form
of society. The abolition of capitalism, though certainly in the interest of the
working class, would mean not the achievement of specifically working-class

58 Domhoff, Who Rules America? (1983), p. 77. The turn of the twenty-first century has
brought more directly exercised influence of business over government, by way of the
gigantic sums of money transferred in the form of campaign contributions.

59 Cf. Domhoff ’s view that ‘an analysis of Marxist books and articles on the nature of the
state demonstrates that the Marxist view does not differ greatly in practice from that of
non-Marxist [pluralist] social scientists … For the Marxists, there are two basic ‘interest
groups’ underlying the many interest groups that pluralists emphasize … Marxists, then,
start out with definitions that sound very different from those of pluralists, but they end
up saying that the state apparatus does what pluralists say it does’ (Who Rules America?
[1983], pp. 213–14).
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interests but the abolition of that class itself – the elimination of the institu-
tional separation between the owners of social means of production and those
who operate them productively – and with it the disappearance of its socio-
historically specific interests.

Moishe Postone has expressed this aspect of Marx’s analysis in an agreeably
provocative way in the statement that, in that analysis, ‘social domination in
capitalism does not, on its most fundamental level, consist in the domination
of people by other people, but in the domination of people by abstract social
structures that people themselves constitute’.60 As Marx himself puts it, while
hedoesnot ‘by anymeansdepict the capitalist and the landowner in rosy colors
… individuals are dealt with’ in his theory ‘only in so far as they are the person-
ifications of economic categories …’ The employer who responds to a business
downturn by laying off workers is caught up in the same abstractmechanismof
value-production as the employees he fires. As this example suggests, however,
the ‘abstract social structure’ in question here does involve ‘the domination of
people by other people’, which is why Marx’s passage continues by specifying
the economic categories in question as structured by ‘particular class-relations
and interests’.61 And it is indeed people who constitute (as Postone says) the
social structures that dominate them, so that it is only their fetishistic attitude
towards their own constructions that maintains that domination.62

It is to illuminate not the existence of conflicting social interests, which
are indeed legion, but the question of fundamental social transformation that
Marx’s analysis abstracts from the myriad occupational groupings and income

60 Postone, Time, Labour, and Social Domination. A Reinterpretation of Marx’s Critical Theory
(1993), p. 30.

61 Marx, Capital I, p. 92.
62 This fetishisation of the economy is visible in Postone’s own account, when he asserts that

‘the form of social domination that characterises capitalism is not ultimately a function
of private property, of the ownership by the capitalists of the surplus product and the
means of production; rather, it is grounded in the value form of wealth itself, a form of
social wealth that confronts living labour (the workers) as a structurally alien and dom-
inant power’ (ibid.). For Marx, as we have seen, the value form of wealth only came into
dominance historically with the expulsion of pre-capitalist producers from the land and
the shift in ownership of manufacturing workshops from artisans to capitalist employers.
The structural dominance of the value form depends on the maintenance of the social
relationship between those who do and those who do not control the means by which
social wealth is produced. Postone’s fetishism of the value form, consistently, leads him to
the conclusion that the working class ‘does not embody a possible future society’ (p. 357),
just as ‘overcoming class society is not the abolition of a set of property relations – hence
of a class of private expropriators’ (p. 366).
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levels to focus attention on the distinction between the producers and appro-
priators of surplus value.With respect to these groups – employees and owners
of industrial capital, enterprises producing capitalist commodities – ‘the class
relation between capitalist and wage-labourer is … already present, already
presupposed, the moment the two confront each other’ in the employment
contract, for ‘although in the act [of exchanging money for labour] the pos-
sessor of money and the possessor of labour power relate to each other only
as buyer and seller … the buyer appears right from the start as the possessor of
the means of production which form the objective conditions for the product-
ive expenditure of labour power by its possessor’.63

The power of this approach is visible in its ability to assimilate social group-
ings outside the definitions basic to the theory of surplus value; this is an essen-
tial aspect of the concretisation of the idealisedmodel of capitalist societywith
which Marx begins in Capital. Surplus value is appropriated not only by the
industrial capitalists inwhose enterprises it is producedbut alsoby commercial
and financial capitalists, owners of natural resources, and the state. Commerce
and money-dealing are, Marx explains, necessary aspects of capitalist activ-
ity, involving as it does the sale of commodities and the handling of money;
just as ‘money capital, commodity capital, and productive capital … do not
denote independent varieties of capital’ but ‘simply particular functional forms
of industrial capital, which takes all three forms in turn’,64 the specialisation of
these functions in specific enterprises does not create new social classes, but
further divisions (in addition to those due to industrial competition)within the
class of exploiters. Workers employed by these non-surplus value-producing
forms of capital encounter the structure of exploitation, since they are wage
earners, participating, along with their employers, in reproducing industrial
capital.65 While they create no surplus value, ‘their unpaid labour … does cre-
ate [their employer’s] ability to appropriate surplus value, which, as far as this
capital is concerned, gives exactly the same result; i.e. it is its source of profit’.66

63 Marx, Capital II, pp. 114–15.
64 Ibid., p. 133.
65 See Marx, Capital II, pp. 210–11.
66 Marx, Capital III, p. 407. Marx’s prescience here is quite striking: ‘The commercial worker

belongs to the better-paid class of wage-labourer; he is one of thosewhose labour is skilled
labour, above-average labour. His wage, however, has a tendency to fall, as the capitalist
mode of production advances, even in relation to average labour, Firstly, because the divi-
sion of labour within the commercial office means that only a one-sided development of
ability need be produced … Secondly, because basic skills, knowledge of commerce and
languages, etc., arc reproduced ever more quickly, easily, generally, and cheaply, the more
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In other words, Marx’s analysis of surplus value production as an operation
carried out on the level of society as a whole, rather than firm by firm, appears
again in the understanding of class as the social relation of wage-labourers to
capitalists. This is clear from the way the concept of ‘labour power’ is intro-
duced in Volume I of Capital, as embodied not in the actual employees of
any moment, but in their families, from which both the individual and his or
her eventual replacement must come.67 Necessary labour, the value of labour
power, is represented by the money required to buy consumption necessities
for the worker’s family as a whole (and by extension, even for the currently
unemployed, in so far as money is advanced to keep them alive).

Similar considerations apply to the economics of the state, a topic not
treated in Capital but reserved for the last of Marx’s intended six books. It is
easy to see how his analysis could be extended, on the one hand, to the mem-
bers of the capital-owning elite who take on state functions, or who enter the
ruling class by way of governmental careers, performing tasks necessary for
capital and rewarded with a share of surplus value;68 and, on the other, to
state employees, also paid out of surplus but with wages and working condi-
tions appropriate to those paid for their labour power. The specific character
of bureaucratic work, the efficiency of which is not measured by the profitable
production of saleable output, suggests an at least partial explanation of the
peculiarly ineffective and slow nature of governmental labour.

We can now understandMarx’s placement of the critique of class discourse
at the end of his treatment of capital, before the projected books on landed

the capitalist mode of production adapts teaching methods, etc. to practical purposes’
(ibid., pp. 414–15).

67 ‘Hence the sum of means of subsistence necessary for the production of labour power’ –
whose price determines the price of labour power – ‘must include themeans necessary for
the worker’s replacements, i.e. his children, in order that this race of peculiar commodity-
owners may perpetuate its presence on the market’ (Marx, Capital I, p. 275).

68 Similarly, Bourdieu’s description of the academic and cultural intelligentsia as ‘the dom-
inated fraction of the dominating class’ may be justified in Marxian terms by reference
to its activity as a sort of class-wide household servitors of the bourgeoisie. The homo-
logy between their position and that of bourgeois housewives might be taken to explain
their traditional gendering as feminine by comparison to the masculinity of business and
financial managers, on the one side, and factory workers, on the other. It also goes far to
explain the relation of cultural to economic capital: it is not their incomes, high in relation
to those of most wage earners butmostly not based on capital ownership, that set cultural
producers in the dominant class; it is their class function that is signalled by the award of
relatively high income or, when this is not convenient (as with an increasing majority of
academics), of status.
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property andwage labour.While from the point of view of ‘everyday life’ – or its
theoretical representative, vulgar economics – three factors, each rewarded by
its own form of revenue, cooperate equally in production, according to Marx
capital has theoretical, because practical, primacy over landed property and
wage labour. Labour power takes the form of a commodity because both the
means of labour and the product of past labour confront theworker in the form
of capital. And ‘the transformation of these conditions of labour into capital
also involves the expropriation of the immediate producers from the land, and
hence a specific form of landed property’.69

This last form is theoretically secondary to capital in that its revenue is a por-
tion of the surplus value extracted from the labour force by the social capital;
the burden of Marx’s theory of rent is just to demonstrate that this is the reality
measured by the appearance of rent as a ‘return’ to land employed in produc-
tion. Here the distinction of classes, in part a residue of the central economic
importance of land-ownership in pre-capitalist society and in part a mode of
inter-capitalist competition, hides the unitary origin of rent and profit (and
interest) alike in surplus value.

As this in itself suggests, things are somewhat different with respect to the
relationbetweencapital andwage labour.AsMarx explains inChapter 26of the
first volume of Capital (‘The Secret of Primitive Accumulation’), ‘in themselves,
money andcommodities arenomore capital than themeansof productionand
subsistence are. They need to be transformed into capital’. For this to happen,
there must be

the confrontation of … two very different kinds of commodity owners;
on the one hand, the owners of money, means of production, means of
subsistence, who are eager to valorize the sum of values they have appro-
priated by buying the labour power of others, and therefore the sellers of
labour…[W]ith thepolarizationof the commodity-market into these two
classes, the fundamental conditions of capitalist production are present.

Even though it is one process ‘which operates two transformations, whereby
the social means of subsistence and production are turned into capital, and
the immediate producers arc turned into wage-labourers’, Marx specifies the
resulting social relation as the ‘capital-relation’.70 Labour is ‘the universal con-
dition for the metabolic interaction between people and nature … and it is

69 Marx, Capital III, p. 1018.
70 Marx, Capital I, p. 874.
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therefore … common to all forms of society in which human beings live’. Spe-
cifically, ‘the general character of the labour process’ – the transformation of
elements of the environment into forms assimilable byhumanbeings – ‘is evid-
ently not changed by the fact that the worker works for the capitalist instead
of for himself …’71 What is changed is that the means of production and sub-
sistence confront the worker as capital, the property of an employer. It is this
that forces him or her to become an employee, and the labour performed to
become wage labour.

In everyday parlance it is the capitalist who is the producer of a product;
from the capitalist point of view, as Marx says, ‘the labour process is a process
between things the capitalist has purchased, things which belong to him’, as
therefore the product will also belong to him.72 Capital is a study of the pro-
duction system as seen from this viewpoint, that of political economy (and
economics), because this is the dominant viewpoint in a society in which cap-
ital is the dominating social category. Accordingly, the category of class arises
at the conclusion of Marx’s study – as in historical reality – as an attribute of
society dominated by capital, and so as it is conceptualised in everyday life and
its social-scientific theorisations, defined by source of revenue. The division of
the social product among the three forms of income both reflects and repro-
duces the distribution of property (and propertylessness) that in reality defines
the ‘three great classes’. ‘The so-called relations of distribution’ that Ricardo
identified as ‘the principle problem in political economy’ thus ‘correspond to
and arise from historically particular and specific forms of the production pro-
cess’.73 This is what Marx had substituted for Ricardo’s problem: that of the
‘conditions of existence’ of the modern classes, whose solution is (the analysis
of) the capital relation.

Class Struggle and Revolution

A deeper – more abstract – understanding of class than that embodied in
the Trinity Formula is required only for theoretical reflection on the possible
replacement of capitalism by a form of society not based on the exploitation
of one social group by another. According to Marx, it is capitalism itself that
generates this possibility, giving the abstraction of class phenomenal reality by

71 Ibid., pp. 290–1; translation amended.
72 Ibid., p. 292.
73 Marx, Capital III, p. 1023.
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‘the concentration of the means of production in a few hands’, by ‘the organiz-
ation of labour itself as social labour: through cooperation, division of labour,
and the association of labourwith natural science’, and by the ‘establishment of
theworldmarket’, whichby globalising capitalismcreates thepreconditions for
a general transformation of social relations.74 Under conditions of acute eco-
nomic crisis, he believed, with the growing inability of commodity exchange to
provide for the needs of large numbers of people, the conflict between the two
aspects of modern society, as a mode of human reproduction and as a mode of
exploitation, would lead to a reconfiguration of the category of class in thought
and action.

The phenomenon Marx called fetishism, the identification of relations be-
tween human beings with relations between commodities, including the as-
cription of social powers of production to the capital owned by employers, is a
particular and central case of what seems to be a general human tendency to
viewhistorically specific institutions as inescapable features of social life. Itwas
Marx’s early view that the dynamism of capitalism would be sufficient to over-
come this tendency. As a result of the ‘constant revolutionizing of production’,
according to The Communist Manifesto, ‘man is at last compelled to face with
sober senses, his real conditions of life, and his relations with his kind’.75 Spe-
cifically those ‘real conditions’ would be faced in the form of ‘the commercial
crises that by their periodical return put on its trial, each time more threaten-
ingly, the existence of the entire bourgeois society’.76

In the decades between the writing of the Manifesto and Capital it became
clear to Marx that the end of this process would not arrive as rapidly as he had
once hoped it would. He also, in the meantime, rethought the nature of crisis.
While the Manifesto still spoke in classical accents of crises of overproduction,
the theory first worked out in the 1850s and spelled out in detail in Capital loc-
ated the origin of recurrent crises in the tendency of the social rate of profit to
fall. The latter was explained as an effect of the process of capital accumula-
tion, which by its tendency to increase the productivity of labour decreases
the proportion of value-producing labour power within the invested capital
against which the rate of profit is measured. Thus accumulation itself gener-
ates a process that ‘would entail the rapid breakdown of capitalist production,

74 Marx, Capital III, p. 375; compare Vol. I, p. 929.
75 Marx and Engels, The Communist Manifesto [1848], in MECW 6, p. 487.
76 Ibid., p. 489. These crises are described as outstanding exemplars of ‘the revolt of modern

productive forces againstmodern conditions of production, against the property relations
that are the conditions for the existence of the bourgeoisie and its rule’.
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if counteracting tendencieswere not constantly atwork…’77 Given these coun-
teracting tendencies – to be discussed, along withMarx’s idea of a tendentially
falling profit rate, in the next chapter – the historical phenomenon of crisis
must be distinguished from the idea of a self-propelled breakdownof the capit-
alist system. Yet Marx made crisis the focus of his theory of capitalism because
it embodied, he believed, the idea of an internal limit to capitalist develop-
ment.

This limit would be encountered by the working class, organised by cap-
italism in workplaces and industries ever more interconnected by the devel-
opment of the world market and the centralisation of capital, in the course
of its efforts to improve its conditions of work and life – the normal class
struggle that is an integral part of the workings of the political economy. The
built-in limitation of profit-extraction, leading to recurrent depressions, mass
unemployment, and the degradation of working and living conditions, means
that the growth of capitalism inevitably spells the growth of ‘misery, oppres-
sion, slavery, degradation and exploitation …’ But ‘with this there also grows
the revolt of the working class, a class constantly increasing in numbers and
trained, united and organized by the very mechanism of the capitalist process
of production’ until ‘the monopoly of capital becomes a fetter upon the mode
of production that has flourished alongside and under it’. With these words –
nearly the last of Capital thatMarx prepared for publication78 –Marx returned
to the formulation of the ‘guiding thread’ enunciated in the introduction to the
Contribution, stating his subject as the theoretical analysis of the conditions of
class struggle.

A revolutionary abolition of capitalism, as the abolition of the ‘capital rela-
tion’, would mean the radical transformation of both poles of that relation.
Means of production, products of past labour, would remain, though they
would no longer be the property of a distinct class of owners; they would pass,
that is, into the possession of their creators and users. Thesewould for that very
reasonno longer represent ‘labour’ as a social category. Just as ‘labour’ appeared
historically as a concept for understanding social reality only when the advent

77 Marx, Capital III, p. 357.
78 Marx, Capital I, p. 929. This passage comes near the end of Chapter 32, ‘The Historical

Tendency of Capitalist Accumulation’, which is clearly the conclusion of Marx’s text;
Chapter 33, ‘The Modern Theory of Colonization’, was most likely placed at the end of
the volume in order to lull the German and Russian censors, who notoriously read only
the first and last chapters of books (see Marx, Oeuvres, Vol. 1, edited by M. Rubel [1963],
p. 1224, n. 2).
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of capitalism produced labour power as a ‘factor of production’ bought and
consumedby capital, this conceptwould require radical reconfiguring in a soci-
ety in which the totality of individuals would be free to arrange their collective
and private activities as they wished.

While such radical transformations lie in the future, the contemporary de-
velopment of capitalism itself has undermined the earlier structure of class
positions. The continuing mechanisation of productive activity, as Marx pre-
dicted, has produced a smaller value-producing working class, relative to the
total capital, now a global matter. Increasing portions of the labouring class
are occupied not with producing value but with moving it around (in com-
merce or ‘financial services’ or in employment by the state) or guarding it, or
simply with serving its possessors.79 Finally, the greater integration of women
into the global working class, along with the casualisation of an increasing per-
centage of the global workforce, has undermined the conception of ‘workers’
as a distinct body of individuals (traditionally male, with a long-term involve-
ment in particular production processes) within the Marxian working class as
a whole. The self-description of the contemporary proletariat achieved by the
American Occupy movement, as the ‘99%’ of the population at war with the
ruling ‘1%’, despite its formulation on the basis of income and wealth distri-
bution, rather than class position, represents a profound understanding of this
new reality, which interestingly transcends classical notions of class as a con-
geries of interest groups.

To comprehend both the status quo and its possible revolutionary trans-
formation does not require a distinct theory of class. This is a consequence
of the fact that the exploitation relation exists in the historically specific form
of the capital-wage labour relation; an understanding of its modus operandi is
given by the system of economic categories and its critical analysis. In Mauke’s
words, ‘Marx’s social theory, the critique of political economy, as such already
contains a general theory of class in capitalism’.80 ‘Class’ is the name under
which the social forces that brought capitalism into being conceptualised, in
however confused a way, their mutual relations and their relations to other

79 With the accumulation of capital, ‘[t]hose classes and sub-classes who do not live directly
from their labour becomemore numerous and live better than before, and the number of
unproductiveworkers increases aswell’.While the bourgeois earlier ‘had to lay outmore of
his product in productive labour’, with the development of mechanization ‘he can now lay
outmore in unproductive labour, [so that] servants and otherworkers living on the unpro-
ductive class increase in number’ (Marx, ‘EconomicManuscript’, inMECW32, pp. 188, 196).

80 Mauke, Die Klassentheorie (1970), p. 8.
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social systems. ‘Class’ therefore naturally constitutes a conceptual pole around
which the exploited organise opposition to their domination by capital. But
any revolutionary implications of such conceptualisations will be grasped not
by (let us say, sociological) theorising about classes but by the critical examin-
ation of ‘the system of bourgeois economy’ commenced by Marx in Capital.
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chapter 10

Trend and Cycle

Marx’s theory of capitalist accumulation, as Henryk Grossmann was the first
twentieth-century writer to point out, both proposes an explanation of the
business cycle as a normal feature of capitalism and predicts an inherent
limit to this social system’s development – a ‘breakdown (Zusammenbruch)’,
in Grossmann’s vocabulary. On the one hand, thanks to factors counteracting
the tendency of the rate of profit to fall thatMarx put at the centre of his theory
of capitalist dynamics, every crisis is ameans to producing a newprosperity. On
the other, Marx clearly suggests that the ‘historical tendency of capitalist pro-
duction’ points to an end of the system and its replacement by a new form of
society. While stressing that the abolition of capitalism would have to be the
conscious act of a revolutionary working class, Grossmannwasmaintaining an
essential element of Marxian theory when he insisted that the work of revolu-
tion cannot be expected from a rejection of capitalism on ethical or rational
grounds, but is comprehensible only as a response to the actual difficulty of
capitalism’s self-reproduction – its breakdown. But how can this idea coexist,
within one consistent theory, with that of a regular alternation of prosperity
and depression?

During the long period since the SecondWorldWar, both these elements of
Marx’s outlook largely disappeared from the centre of attention within marx-
ist theorising.1 With the decline of the Socialist and Communist left, the issue
of capitalism’s end receded from political discussion. Above all, the economic
Golden Age that followed the war, and the apparent taming of the business
cycle by Keynesian manipulations, resulted in a loss of interest in Marx’s focus
on breakdown and crisis, as well as in earlier bourgeois cycle theory. The dra-
matic financial collapse of 2008 and the continuing global stagnation, however,
have provoked a revival of attention to such issues. The course of economic
affairs seems likely to continue stimulating such attention, as well as to provide
tests of various ways of understanding that course.

The idea of a breakdown of the economic system is fundamental because, as
Grossmann explained in the article on Marxism that he wrote for the Wörter-

1 There have been a number of exceptions to this rule, such as the German ‘Krisis’ and ‘Wert-
kritik’ grouplets, and the occasionalwriter in English (DavidYaffe, FredMoseley) andGerman
(Tilla Siegel, Mario Cogoy, and others) inspired by Paul Mattick, who himself was an excep-
tion that proved the rule, being a survivor from prewar marxism.
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buch der Volkswirtschaft in the early 1930s, Marx’s theory of capitalism ‘starts
from the view that human history exists in incessant and always renewed
change’, so that capitalism, which came into existence through the transform-
ation of an earlier, quite different, form of society, would in turn lead to the
creation of a new formof social life. ‘This progressive process of transformation
is however a matter not of chance, but of specific laws’; accordingly, the end of
capitalism ‘can only arise out of the development [of that system] itself ’.2

According toMarx, capital accumulation, once set inmotionona large scale,
leads both to the global extension of modern socialised production and dis-
tribution and, over time, to ‘a constant decrease in the number of capitalist
magnates, who usurp and monopolize all the advantages of this’ system of
production, so that ‘the mass of misery, oppression, slavery, degradation, and
exploitation grows …’3 This is what he called the ‘historical tendency’ of capit-
alist development. Marx’s expectation, or at least hope, was that the negative
aspect of this tendency would produce a growing revolt of the working class,
which would finally put an end to its sufferings by ‘expropriating the expropri-
ators’ and creating a new social system based on conscious social cooperation.

The chief force driving this process, in Marx’s view, was what he called ‘the
most important law of modern political economy’, the law of the tendency
of the rate of profit to fall.4 This law is a consequence of the requirement to
expand imposed upon every capital entity by the need competitively to appro-
priate as much as possible of the surplus value produced by the system as a
whole. Expansion – capital accumulation – would involve, Marx predicted, a
tendential increase of capital invested in means of production relative to that
invested in labour power. From the point of view of the individual firm, this is a
means to lower costs; with regard to the system as a whole, it (directly or indir-
ectly) decreases the value of labour power and so raises the rate of exploitation,
increasing the quantity of value appropriable by capital entities as profit. The
long-term effect must, however, Marx argued, be a decline in the surplus value
produced per unit of capital invested, since value is produced only by labour
and ‘the compensation for the reduced number of workers provided by a rise in
the level of exploitation of labour has certain limits that cannot be overstepped
…’5 Thus ‘the rise in the rate of surplus value and the fall in the rate of profit are

2 Grossmann, ‘Die Fortentwicklung des Marxismus bis zur Gegenwart’ (1971 [1931–1933]),
pp. 274, 279.

3 Marx, Capital I, p. 929.
4 Marx, ‘Economic Manuscript of 1861–63’, in MECW 33, p. 104.
5 Marx, Capital III, p. 356.
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simply particular forms that express the growing productivity of labour in cap-
italist terms’.6 In Marx’s view, this process is self-reinforcing: even apart from
the competitiveness inherent in a system of independent firms each of which
is striving tomaximise profitability, the tendential decline, relative to total cap-
ital investment, of the total surplus value available for division between those
firms exerts pressure on each of them to increase profitability by cost-cutting.

Marx’s law follows from assumptions basic to the highly idealised theory of
capitalism that I have calledModel I (andmaintained inModel II), the terms of
which are not derived from empirical data, such as historical price series, but
are theoretically-defined abstract labour-time values. Of course, Marx inten-
ded his assumptions to correspond to experienced features of capitalist soci-
ety and its development. But the model of the capitalist system formulated in
these terms – as, again, Grossmann was the first theorist (after Marx himself,
of course) to point out – is intended not as a depiction of the actual historical
process of economic development but as a simplified representation of forces
operating throughout that process, the ‘law of motion’ governing capitalism.
This is not just because of the enormous complexity of the economic system,
which in itself calls for simplifying assumptions in any attempt to represent it,
but specifically because commodity exchange is the cell-formof capitalist soci-
ety. Since social relations are represented by the value relations between com-
modities – so that the primary elements of social reproduction, the labour and
the worked-up natural resources utilised to produce the use values required
to maintain human life – have the form of commodities, the regularities gov-
erning the history of this society must be stated as relations between values,
labour-time represented as quantities of money. And, even if we assume com-
modity money, as Marx does (in conscious contradistinction to reality), ‘there
are’, as Grossmann insisted, ‘no … constant reference points for gold as the
measure of value’, so that ‘there is no exact measure possible of the value fluc-
tuations of commodities’.7 Thus in order, for example, to be able to determine
the influence of alterations in the productivity of labour on the formation of
value and surplus value, Marx was forced to carry out his investigation under
the idealising presupposition of a ‘constant value of money’.8

6 Ibid., p. 347.
7 Grossmann, Das Akkumulations- und Zusammenbruchsgesetz des kapitalistischen Systems

(1929), p. 88, In reality, of course, especially since the official end of the gold standard in 1970,
but de facto even before that date, the interconvertibility of national currencies was regulated
by no principle more scientific than exchange-market conditions modified by government
manipulations.

8 Ibid., p. 89.



222 chapter 10

Grossmann described Marx’s procedure as one of ‘approximation’: first,
‘applying numerous simplifying assumptions’ to create an abstract represent-
ation that is then made more phenomenally descriptive by the addition of
more specific features, such as the difference between mercantile and indus-
trial capital.9 The theory of the tendency of the profit rate to fall also needs to
be concretised, to give it purchase on the unfolding history of the social system.
In particular, as we will see, this was accomplished by its transformation into a
theory of the crisis cycle. The full statement of a theory of crisis Marx reserved
for his planned but unwritten sixth book of the critique of economics, but ele-
ments of the argument are to be found in the manuscripts Engels edited into
Volume III of Capital and in the 1861–3 ‘EconomicManuscript’, and it was these
that Grossmann used as the basis of a Marxian crisis theory.

Concretisation requires the introduction into the theoretical description of
elements of the system theorised fromwhich abstraction was originally made.
For example, to recall an example discussed in Chapter 2 of this work, the two-
body model of a Newtonian system can be made more concrete – and more
accurate as a predictor – by incorporating the gravitational effects of other bod-
ies, or by replacing the assumption of point masses by more realistic descrip-

9 Grossmann, ‘TheValue-PriceTransformation inMarx and the Problemof Crisis’ (2016 [1932]),
p. 107. It would probably be better to translate Grossmann’s ‘Annäherung’ as ‘approach’ rather
than ‘approximation’, because the latter word, without a clear definition in this context,
misleadingly suggests that for Marx the value calculations employed in Capital are numer-
ical approximations of the price calculations that structure real-life economic affairs. This
problem arises particularly for Leszek Nowak, just because he attempts, in The Structure of
Idealization (1980), in particular in Chapter 10, an exact definition of approximation relev-
ant to Marxian theory, in order to argue that values approximate prices. But, apart from the
unknowability of values, values cannot be approximations of prices, because the ‘transform-
ation’ relating the two, as we saw in Chapter 6, is not a direct relation between individual
values and prices. Nowak may have believed that value theory would have to be understood
in terms of approximation to guarantee its significance for the description of economic real-
ity. But the inapplicability of these terms is far from peculiar to Marxian theory. In physics as
well ‘many idealizing assumptions are made with no independent standard of comparison
between themodel and thephysical system. For instance, current physics has verified that the
weak and electromagnetic forces converge at high energies, but the theory only works if one
introduces a highly idealized assumption about the nature of the vacuum … The idealizing
assumptions about the vacuumandbroken symmetries cannot be properly judged as approx-
imations since…we have noway of knowing the degree to which the properties attributed to
the vacuum by the Higgs mechanism approximate its actual structure, yet the electroweak
theory is considered highly confirmed’ (Margaret Morrison, ‘Approximating the Real: The
Role of Idealizations in Physical Theory’ [2005], p. 151).
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tions of the shapes of the bodies involved. Similarly, in his discussion of declin-
ing profitability in Capital, Marx mentions, without much elaboration, a list of
factors counteracting his law: the temporary effects of productivity increases,
the reduction of the value of labour power, the cheapening of constant capital,
foreign trade, and even the unproductive use of capital in speculation. Marx’s
treatment of the ‘counteracting factors’ shows little sign of careful reworking;
indeed it seems tohavebeen largely takenover from J.S.Mill’s discussionof bars
to declining profitability.10 Thus under the heading of ‘foreign trade’, we find
both the cheapening of constant capital and an increase in the rate of surplus
value, already discussed under those headings. On the other hand, the discus-
sion here clarifies the concretisation of the idealised model required to bring
its representation of social development closer to historical actuality. Thus, to
the idealised unitary capitalism that generates the law of declining profitabil-
ity corresponds in reality a world economy in the form of diverse nations, at
different levels of capitalist development. The pressure on profitability operat-
ing in a relatively developed area may be eased by sales to and purchases from
relatively undeveloped areas, in which ‘the labour of themore advanced coun-
try is valorized … as labour of a higher specific weight’ – that is, ‘labour that

10 To my knowledge, Grossmann was the first to identify Mill as the (unacknowledged)
source of the list of counteracting factors in Volume III of Capital. See J.S. Mill, Principles
of Political Economy (1994 [1848]), Book IV, Part IV, secs. 5–8, pp. 110–16.

In this connection it is of interest that Mill argued, in a discussion of the method of
political economy, that what ‘is true in the abstract, is always true in the concrete, with
proper allowances. When a certain cause really exists, and if left to itself would infallibly
produce a certain effect, that same effect, modified by all the concurrent causes, will cor-
rectly correspond to the result really produced’ (J.S. Mill, ‘On the Definition of Political
Economy and on the Method of Investigation Proper to It’ [1967 (1836)], pp. 326–7). Mill
did not think that the social sciences differed from the natural sciences in this regard,
though he argued that, given the impossibility of experimentation, the social sciences
have ‘no other method than the a priori one, or that of “abstract speculation” ’ (p. 327). In
his Logic he argued that all ‘laws of causation are liable to be … counteracted, and seem-
ingly frustrated, by coming into conflict with other laws …’ (1975 [1843], p. 443). For this
reason he held that causal laws ‘require to be stated in words affirmative of tendencies
only, and not of actual results’ (p. 445). In political economy, too, Mill held, a theorist will
err in predicating ‘an actual result, when he should only have predicated a tendency to
that result – a power acting with a certain intensity in that direction’ (‘On the Definition’
[1967 (1836)], p. 337). That Marx had, for good reasons, a low opinion of Mill’s work in
political economy makes the shared elements in their methodological pronouncements
all the more striking. I owe this reference to Nancy Cartwright, Nature’s Capacities and
Their Measurement (1989).
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is not paid as qualitatively higher is nevertheless sold as such’.11 This increases
the average profitability (while concentrating the higher profits in the more
developed area). To take another example,Marx notes that payingwages below
the value of labour power, which ‘has nothing to do with the general analysis
of capital, but has its place in an analysis of competition’, is ‘one of the most
important factors in stemming the tendency for the rate of profit to fall’.12When
we add such factors to ‘the general analysis of capital’, we see why the ‘law
of motion’ that Marx thought explained the experienced pattern of capitalist
development ‘operates… as a tendency, whose effect is decisive only under cer-
tain circumstances and over long periods’.13

In speaking of ‘long periods’ Marx meant that the counteracting factors
cause the developmental path of capitalism to fluctuate around the trend
defined by the tendential fall of the profit rate. That trend should still lead,
therefore, to what Marx called ‘an absolute overproduction of capital’, which
would be reached at the moment when the mass of surplus value produced at
the new low rate of profit would be insufficient for further accumulation given
the existing scale of investment. At this point, therefore, ‘no further capital
could be employed for the purposes of capitalist production’, i.e., of producing
accumulable surplus value. This moment would mark the end of capitalism as
a social system governed by the drive to accumulate.

But this picture of the future of capitalism still involves a high degree of
idealisation. Marx de-idealises further by depicting this trend as inflected not
only by Mill’s counteracting factors but by systemic crises. Mill too, despite his
Ricardianism, saw recurrent crisis as a feature of the capitalist economy. For
him also, ‘the waste of capital in periods of over-trading and rash speculation,
and in the commercial revulsions by which such times are always followed’,
is both ‘a consequence of the … tendency of profits’ to fall and chief among
the circumstances counteracting that tendency.14 Mill derives the fatal tend-
ency from a Ricardian argument that the growth of capital leads inevitably to
an increase in wages, which, by the supposed laws of distribution, drives down
profits.15 Accordingly, he explains the return of prosperity as aided by speculat-

11 Marx, Capital III, p. 345.
12 Ibid., p. 342.
13 Ibid., p. 346.
14 Mill, Principles (1994 [1848]), pp. 110–11.
15 Ibid., pp. 108–9. Hence forMill all the counteracting factors are economic phenomena off-

setting a process which is based on extra-economic facts, in particular the fertility of the
soil and population growth, just as he derives the inducements to save and invest, Keynes-
style, from human psychology.
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ive losses or foreign investment ‘sweeping away from time to time a part of the
accumulated mass by which they are forced down’.16 These factors, however,
would be insufficient to restore adequate profitability without increasing pro-
ductivity, which will bring higher profits so long as it does not ‘raise, to a pro-
portionate extent, the habits and requirements of the labourer’.17

ForMarx, in contrast, there is no inherent conflict between profitability and
stable or even increasing real wages. This, in fact, is why he presented his law
on the counterfactual assumption of a constant rate of surplus value, so as to
derive the decrease in profitability endogenously from the process of accumu-
lation itself. The rate of profit falls because the portion of social capital invested
in labour power falls relative to total capital. It requires the restructuring of
this relationship in order for accumulation to proceed. Looked at in abstrac-
tion from the complexity of the economic system, this process leads to the
long-term ‘historical tendency’ discussed above.Within this long term, ‘certain
circumstances’ under which the process takes place produce near-term mani-
festations of the tendency.

These ‘circumstances’, which will be different at different historical mo-
ments, have in common, in Marx’s analysis, that they are manifestations of a
conflict between the development of labour productivity, to which capital is
driven in the struggle for surplus value, and the need to maintain the capital
value already invested, evenwhile it is being devalued as a result of the continu-
ing progress of productivity. The ongoing devaluation of capital ‘disturbs the
given conditions in which the circulation and reproduction process of capital
takes place, and is therefore accompanied by sudden stoppages and crises in
the production process’.18 Some firms continue tomake sufficient profits under
these circumstances,while others, unable tomeet demands fromcreditors or to
sell produced goods at sufficiently high prices to continue operations, go under.
‘The portion of capital that exists simply in the form of future claims on sur-
plus value and profit … is devalued simultaneously with the fall in revenues on
which it is reckoned’. Money ‘lies idle and does not function as capital’. The sale
of commodities at prices below their original sales prices likewise represents a
destruction of the capital value that produced them, since it cannot be recon-
stituted. And in the same way ‘the elements of fixed capital are devalued’.19
All this, by lowering the composition of capitals, makes possible an increase

16 Ibid., p. 111.
17 Ibid., p. 112.
18 Marx, Capital III, p. 358.
19 Ibid., pp. 362–3.
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of profitability and a resumption of capitalist growth. (At the same time, typ-
ically, rising unemployment leads to a fall in the value of labour power and so
to a rise in the rate of exploitation, which also increases profitability.) A crisis,
although experienced by capitalists and workers alike as a calamity, is thus a
solution (however temporary) to the underlying problem of insufficient profit-
ability, at least for those firms that survive.

The latter point is particularly significant, as can be seen if we consider the
same subject in terms of the concept of ‘organic composition’ of capital. Marx
defines the ‘technical composition’ as the relation between quantities of use
values – specific types of means of production, on the one hand, and particu-
lar types of labour, on the other – involved in the production process, and the
‘value composition’ as the relation between the value of production goods and
that of labour power. To capture the close historical relationship between the
two, he calls ‘the value-composition of capital, in so far as it is determined by its
technical composition and mirrors the changes in the latter, the organic com-
position of capital’.20 To the extent that a period of depression, through such
phenomena as bankruptcy sales, lowers the cost of means of production (along
with that of produced goods) it decreases the value composition of capital
independently from the technical composition. This can occur because value
is a socially constructed, not a natural, property of commodities: the labour
expended in producing them as represented by the price system. Just as com-
modities for which there is no effective demand have zero value – contain no
socially necessary labour time – even in good times, so commodities for which
the advent of bad times has brought decreased demand lose value, so that,
ceteris paribus, their prices decrease.

This, so to speak, resets the value relations of capital, so that the tenden-
tial increase in the organic composition (which continues to occur in depres-
sion periods, normally characterised by technologically induced – and fear-
induced – increases in the productivity of labour) starts again from a lower
level. In this way, as Grossmann puts it, ‘the breakdown as the natural “basic
tendency” of the capitalist system decomposes into a series of cycles appar-
ently independent of each other, in which the breakdown tendency sets in
anewonly periodically, like the natural growth process of wool, which is broken
by every shearing only to begin again’.21

Grossmann’s metaphor is not in accord with the diagram of the crisis cycle
included in his book, in which the starting-point of each upturn from a level

20 Marx, Capital I, p. 763.
21 Grossmann, Das Akkumulations- und Zusammenbruchsgesetz (1929), p. 140.



trend and cycle 227

of capital investment lowered by crisis-induced devaluation is nevertheless
higher than the one before. This is a question of importance, for the diagram,
unlike the metaphor, suggests a trend working its way through a cyclical pro-
cess. But must things be in accord with the diagram? A negative answer to this
question is proposed, for example, by Andrew Kliman:

The destruction of capital value through crises is a recurrent phenom-
enon. The restoration of profitability that this destruction brings about
is therefore a recurrent phenomenon as well. Because of this, the rate of
profit does not have a determinate secular trend throughout the entire
history of capitalism, and efforts to deduce or predict such a trend are
futile.

Specifically, if ‘capital value has been destroyed on a massive scale, the peak
rate of profit in the boom that follows is likely to be higher than the previous
peak’.22 From this point of view, the cyclical process can disrupt – and Kliman
believes, has disrupted – the supposed secular trend.

Since Kliman offers no evidence to support his opinion, it seems to be pure
speculation on his part. One might just as well guess that the continual rise
in the technical composition of capital since the inception of the industrial
revolution has been so gigantic, in all major industries, that periodic devalu-
ations, even on the large scale of recent depressions, could hardly return the
total capital investment, against which the rate of profit must be measured, to
the levels holding at the start of the previous upswing. Kliman suggests that ‘if
major slumps become increasingly frequent, the tendency for the rate of profit
to fall between slumps has less and less time in which to operate, so it is as
likely that trough rates of profit rise over time’.23 But, apart from the fact that
no argument is offered here relating depth of devaluation to length of slump,
an increasing frequency of slumps may also suggest an insufficiency of slump-
induced devaluation – in fact, I believe something like this is likely to have
been true in the years since themid-1970s – and so a failure of the profit rate to
recover significantly.

The growth of the composition of capital over the first three-quarters of the
nineteenth century seemed toMarx so obvious that, as he put it, what had to be
explained is not a fall in the profit rate but ‘why this fall is not greater or faster’.24
Grossmann also noted, in an unpublished manuscript, that ‘the experience of

22 Kliman, The Failure of Capitalist Production (2012), p. 25.
23 Ibid.
24 Marx, Capital III, p. 339. As Marx expressed this conviction in the 1861–3 manuscript, ‘It
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more than one hundred years … teaches that the value of constant capital … in
relation to variable capital grows more quickly than variable …’25 It is perhaps
more significant that the numerous non-marxist researcherswho have attemp-
ted to trace changes in what economists call the capital/labour ratio, despite
the inherent limitations of economic statistics and the particular problem of
defining a standard of pricemeasurement holding over long periods and across
different national currencies, have come to analogous conclusions, in terms of
prices rather than values. One authoritative example can be seen in Table 2.2.,
‘Stock of Machinery and Equipment and Non-Residential Structures per Per-
son Employed, Six Countries, 1820–1992’, in Angus Maddison’s Monitoring the
World Economy, 1820–1992. Maddison concludes fromhis data that there ‘seems
nodoubt that high rates of capital accumulation, andhigh and increasing levels
of capital per worker, were a necessary condition for the productivity increases
achieved in the capitalist epoch’.26 The empirical data, such as they are, are
clearly at least compatible with Marx’s prediction of a tendential increase in
the value composition of capital.

Of course, if capitalism’s history had not taken the course prescribed for it by
Marx’s ‘law of motion’ – if the increasing productivity of labour due to mech-
anisation had not been accompanied by crisis phenomena, the concentration
and centralisation of capital, and the generation of a reserve army of labour –
we would have had good reason to believe that the available data for the cap-
ital/labour ratio did not echo, atwhatever distance, the changesMarx expected
in theorganic compositionof capital. But so far, at least, history seems in accord
with Marx.

Theoretical Issues

Nevertheless, Marx’s theoretical explanation of the tendentially falling profit
rate as a result of a rising composition of capital has long been criticised on

is an incontrovertible fact that, as capitalist production develops, the portion of capital
invested inmachinery and rawmaterials grows, and the portion laid out inwages declines
… For us … the main thing is: does this fact explain the decline in the rate of profit? (A
decline, incidentally, which is far smaller than it is said to be.)’ (in MECW 33, p. 288).

25 Grossmann ms. starting ‘Die Entwertung sollen die Zusammenbruchstendenz aufheben
…’, cit. Kuhn,HenrykGrossmanand the Recovery of Marxism (2007), p. 141; Grossmann had
earlier presented statistics bearing on this question in Das Akkumulations- und Zusam-
menbruchsgesetz.

26 Maddison, Monitoring theWorld Economy (1995), p. 36.
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logico-mathematical grounds. The commonest objection is what seems the
common-sense observation that if the rate of surplus value is the ratio of sur-
plus value to the value of labour power s

v , and the rate of profit is the ratio of
surplus value to total capitalist investment s

c+v then the downward pressure on
profitability caused by an increase in the organic composition of capital, c

v , can
be effectively counteracted by an increase in s

v , despite Marx’s description of
these changes as facets of the same process.27 (This is obvious once we rewrite
s

c+v as
s
v

c
v +1 .)

The distinguished line of objectors in this vein includes Joan Robinson and
Paul Sweezy;28 a recent reviver of this critique is Michael Heinrich, who fol-
lows his illustrious forebears in insisting that it is impossible to prove that the
rate of profit must fall, because ‘there exists no general relationship between a
determinate increase in productivity and the magnitude of the increase in the
value composition necessary to accomplish it’.29 As he makes the same point
elsewhere:

In order to prove that the rate of profit necessarily falls, it is not sufficient
to prove that c

v increases. Onemust also show that c
v increases by a certain

degree; namely so strongly, that the condition [that the value composition
increases faster than the rate of surplus value] is fulfilled. Andhere lies the
fundamental difficulty for every proof of the ‘law of the tendency of the
rate of profit to fall’: A general statement about the degree of increase for
c
v is not possible.30

Mario Cogoy has given a particularly clear explanation of the error involved in
this argument. As he pointed out in an article first published in 1974, in the pas-

27 I ignore criticisms based on the Okishio Theorem, which some have taken to prove the
impossibility of an increase in investment leading to a decrease in profitability, because
it is based on a neo-Ricardian variant of equilibrium price theory in direct conflict with
Marx’s theory of value and price. As Michael Heinrich has observed, it is ‘highly con-
troversial’ whether the model on which Okishio’s argument is based ‘can be accepted
as a corrected version of Marx’s production price theory’ (‘Begrundungsprobleme. Zur
Debatte über das Marxsche “Gesetz vom tendenziellen Fall der Profitrate” ’, [2008], p. 75).
NobuoOkishio himself, while finding his theorem valid given his assumptions, ultimately
decided that those ‘assumptions were inappropriate’ (Okishio, ‘Competition and produc-
tion prices’, Cambridge Journal of Economics 25 [2000], p. 493).

28 See Robinson, An Essay on Marxian Economics (1966), Ch. 5; Sweezy, The Theory of Capit-
alist Development (1946), Ch. 6.

29 Heinrich, ‘Begrundungsprobleme’ (2008), p. 70.
30 Heinrich, An Introduction to the Three Volumes of Marx’s Capital (2012), pp. 151–2.
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sages that are the basis for everyone’s discussion of this question Marx uses c
v

to symbolise the organic composition of capital because he is assuming a con-
stant rate of surplus value; under this assumption, because v represents a given
number of workers, an increase in c

v will alwaysmirror a change in the technical
composition of capital, which is how Marx defines the ‘organic’ composition
(to distinguish such changes, representing a long-term trend, from the effect
on the value composition of momentary increases or decreases of raw materi-
als costs). ‘If, on the other hand, one begins with a rising rate of surplus value’,
as Marx believes typifies the capitalist long term,

one can no longer express the organic composition by c
v . This is because an

increase in this ratio can express not only an increase of constant capital
relative to the quantity of labour, but also a simple reduction in the value
of labour power, or both at the same time. If we assume a rising rate of
surplus value then only the ratio c

v+s is of significance for the organic com-
position … because an increase of this ratio is not affected by a decrease in
the value of labour power but only by an increase of constant capital relative
to the quantity of labour…All the contradictions that Sweezy and Robin-
son have found inMarx’s treatment of the law of the tendency of the rate
of profit to fall are thus easily resolved and attributable to these authors’
incomprehension of Marx’s method.31

And on the basis of this representation of the organic composition, in fact,
Cogoy demonstrates mathematically that ‘the increase in the rate of surplus
value cannot ultimately compensate for the rise in the organic composition’.32

As has been pointed out by various authors,33 Marx anticipated the Robin-
son-Sweezy objection, especially because he held that the nature of capital
accumulation compels continual efforts to raise the rate of surplus value. In
Volume I of Capital he stresses that ‘[t]he absolute limit of the average working
day – this being by nature always less than 24 hours – sets an absolute limit
to the compensation for a reduction of variable capital by a higher rate of sur-
plus value, or for the decrease of the number of workers exploited by a higher
degree of exploitation of labour power’.34 Further, within the absolute limit set
by the working day, the advance of labour productivity makes it increasingly

31 Cogoy, ‘The Falling Rate of Profit and theTheory of Accumulation. AReply to Paul Sweezy’
(1987 [1974]), p. 61 (footnote omitted).

32 Ibid., p. 64.
33 See, notably, Rosdolsky, TheMaking of Marx’s ‘Capital’ (1977 [1968]), pp. 398–411.
34 Marx, Capital I, pp. 419–20.
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difficult to increase the rate of surplus value by decreasing the part of the day
in which the labourers work for themselves. As Marx expanded on this idea in
the Grundrisse,

The greater the surplus value of capital before the increase in productivity,
i.e. the greater the quantum of surplus labour or surplus value of capital
presupposed, or the smaller the fraction of the working day which con-
stitutes the equivalent of the worker and expresses necessary labour, the
smaller is the growth of surplus value accruing to capital from increased
productivity … The self-valorization of capital becomes more difficult to
the extent to which it is already valorized.35

Thus ‘the compensation for the reduced number of workers provided by a rise
in the level of the exploitation of labour has certain limits that cannot be over-
stepped; this can certainly check the fall in the profit rate, but it cannot cancel
it out’.36

Heinrich believes he has located a fatal flaw inMarx’s reasoning: ‘A declining
mass of surplus value s only indicates a fall in the rate of profit with certainty
when the total capital c + v required for the production of this surplus value has
not also fallen, but has at least remained constant’. And this, given the decline
in v, implies that ‘it is not sufficient for the constant capital c to increase, rather,
it must increase by a certain amount; namely, it must increase by the same
amount that the variable capital has been reduced’. But ‘wedon’t knowwhether
the productivity increase has been implementedwith a lot or a little additional
constant capital’.37

35 K. Marx, ‘Economic Manuscripts of 1857–58’, in MECW 28, pp. 265–6. This argument is
restated at length in the ‘Economic Manuscript of 1862–63’; see MECW 33, pp. 110 ff.

36 Marx, Capital, III, p. 356. Tilla Siegel has provided a useful mathematical formulation of
this argument, demonstrating that capital ‘in its constant drive for higher productivity and
accumulation creates its own limits. Productivity does increase the rate of surplus value,
if wages fall accordingly. But when productivity reaches a level where the mass of sur-
plus value approaches its limit in the value product of the whole working period, the rate
of profit depends on how much constant capital is advanced per worker. Then the profit
rate can only be increased if the amount of constant capital per worker is decreased. As
increases in productivity and accumulation go hand in hand, the latter would then reach
its limit in the size of the working population available as “free” labour. At this point cap-
ital can only continue to accumulate when more capital per worker is advanced, which
in turn must … lead to a fall in the rate of profit’ (‘Politics and Economics in the World
Market: Methodological Problems of Marxist Analysis’ [1984], p. 89).

37 Heinrich, An Introduction to the Three Volumes of Marx’s Capital (2012), p. 153. FredMose-
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This is an interesting argument, because the situation it evokes is precisely
that typical of crisis situations in Marx’s conception: a decline in variable cap-
ital accompanied by an increase of constant capital by a smaller amount than
that decline. (It is conceivable in this situation for both c and v to decline.)
Heinrich has, in fact, identified a case central to Marx’s account of capital-
ist dynamics, the temporary countering of the tendency of the composition
of capital to rise which makes possible a revival of profitability. The continu-
ation of this state of affairs, with declining (or, for thatmatter, constant) capital
investment, would mean a stagnating economy, marked by a failure of capital
to accumulate. As Marx emphasized,

The capitalist production process is essentially, and at the same time, a
process of accumulation … [W]ith the progress of capitalist production,
the mass of value that must simply be reproduced and maintained rises
and growswith the rising productivity of labour, even if the labour-power
applied remains constant. But as the social productivity of labour devel-
ops, so the mass of use-values produced grows still more, and the means
of production form a portion of these.38

This is reasonable to expect both because increased productivity of labour
involves increases in the quantity of raw materials utilised, as well as in the
size of fixed capital, and because a given level of capital investment requires
expansion not at any rate, but at a technically determined one (one cannot
simply add one welding station to a car factory).

Breakdown

While decliningprofits,market gluts, andbankruptcies are the real-life forms in
which capitalists experienceMarx’s value-theoretic breakdown tendencymost
sharply, that tendency affects the working class directly in the form of what
Marx calls ‘the progressive production of a relative surplus population’. Both
sets of effects are aspects of the continuing accumulation of capital, which
involves ‘a progressive qualitative change in composition, i.e. … a continuing
increase of its constant component at the expense of its variable component’.39

ley earlier provided a detailed mathematical version of this argument in The Falling Rate
of Profit in the United States Economy (1991), pp. 11–20.

38 Marx, Capital III, p. 324.
39 Marx, Capital I, p. 781.
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Despite the continuous increase of the employed population, its numbers fall
relative to total capital investment. This process is most visible at moments of
crisis, as ‘the path characteristically described by modern industry … [with]
periods of average productivity, production at high pressure, crisis, and stag-
nation, depends on the constant formation, the greater or less absorption,
and the re-formation of the industrial reserve army or surplus population’.40
But this cycle of employment and unemployment itself is the manifestation
of a trend, towards the increase of the ‘industrial reserve army’ of unem-
ployed:

The same causes which develop the expansive power of capital also
develop the labour power at its disposal. The relative mass of the indus-
trial reserve army thus increases with the potential energy of wealth. But
the greater this reserve army in proportion to the active labour army, the
greater is the mass of a consolidated surplus population, whose misery is
in inverse ratio to the amount of torture it has to undergo in the form of
labour. The more extensive, finally, the pauperized sections of the work-
ing class and the industrial reserve army, the greater is official pauperism.
This is the absolute general law of capitalist accumulation.41

While a crisis is ‘a healing process from the standpoint of capitalist produc-
tion’,42 it is only amomentary break in themovement towards breakdown. The
long-term prospect of capitalism, from this point of view, is one of increasing
severity of crisis and increasing difficulty in overcoming it, as lower profit rates
make it difficult to accumulate the increasingly larger sums of value necessary
for expansion. If at some time the counter-tendencies should be weakened
or cease to operate, in Grossmann’s words, ‘the breakdown tendency would
win the upper hand and achieve absolute recognition as the “final crisis” ’.43 In
this situation, the only way out for capitalism would be the absolute immis-
eration of the working class, a lowering of wages so far below the historically
achieved value of labour power that the reproduction of the working popula-
tion would be called into question. The development of capitalismwould have
led to ‘the unfolding and sharpening of the inner contradictions between cap-
ital and labour, which can only be overcome by the struggle between the two’.

40 Ibid., p. 785.
41 Ibid., p. 798.
42 Grossmann, Das Akkumulations- und Zusammenbruchsgesetz (1929), p. 187.
43 Ibid., p. 140.
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The capitalist offensive against the working class would be ‘a symptom that
capitalism has overstayed its time …’44

Marx’s theory, making neither specific quantitative nor temporal predic-
tions, does not forecast a timespan for capitalism; it does, however, imply that
the ‘historical tendency’ shouldmake itself felt over a long enough spanof time.
How long is long enough? In the early 1850s Marx expected a new economic
crisis, leading to a new upsurge of proletarian revolt; while he soon saw that
neither was imminent, he expected big things from the worldwide downturn
that came in 1857, going so far as to forecast a socialist revolution on theContin-
ent. In fact, he thought for amoment that the crisis-spawned revoltmightmake
his critique of capitalism obsolete – or at least not of immediate importance –
before he finished it: he wrote to Friedrich Lassalle,

Now that I am at last ready to set to work after 15 years of study, I have an
uncomfortable feeling that turbulentmovements fromwithoutwill prob-
ably interfere after all. Never mind. If I finish too late and thus find the
world no longer attentive to such subjects, the fault is clearly my own.45

That is, Marx identified the 1857 crisis as a climactic example of the series that
in his view began in 1825, andwhich he explained – in the rough draft onwhich
he was working at this time – as manifestations of the tendency of the rate of
profit to fall.

On the other hand, on a different day Marx thought that expectations for
the abolition of capitalism were most likely premature; eight months after the
letter just quoted, Marx wrote to Engels:

There is no denying that bourgeois society has for the second time exper-
ienced its 16th century, a 16th century which, I hope, will sound its death
knell just as the first ushered it into the world. The proper task of bour-
geois society is the creation of theworldmarket, at least in outline, and of
the production based on thatmarket. Since theworld is round, the colon-
isation of California andAustralia and the opening up of China and Japan
would seem to have completed this process. For us, the difficult ques-
tion is this: on the Continent revolution is imminent and will, moreover,
instantly assume a socialist character. Will it not necessarily be crushed

44 Ibid., p. 599.
45 Marx to Lasalle, 22 February 1858, in MECW 40, p. 268.
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in this little corner of the earth, since the movement of bourgeois society
is still in the ascendant over a far greater area?46

A year laterMarx generalised this thought in the Preface to the Contribution, in
thenow-famous statement that ‘No social formation is ever destroyedbefore all
the productive forces for which it is sufficient have been developed, and new
superior relations of production never replace older ones before the material
conditions for their existence have matured within the framework of the old
society’.47 While this may seem to accentuate a different aspect of capitalist
development than the falling tendency of the profit rate, the full development
of the productive forces of which capitalism is capable is for Marx the same as
the over-accumulation of capital. In fact, even the maturation of the material
conditions for new, superior relations of production, seemingly a distinct ques-
tion, is an aspect of the strictly economic limits of capital accumulation, since
by thisMarx has inmind the creation of a working class organised by the struc-
ture of capitalist production itself into a socialised agent of social production.48
Marx was careful to state not that the social revolution for which capitalism
was establishing the preconditions was inevitable but only that capital created
both ‘the problem’ faced bymodern humanity and ‘the material conditions for
its solution’.49

It was Grossmann’s opinion that the falling rate of profit, a phenomenon
of the global capitalist system, manifested itself serially in different countries,
with its effects visible in the eighteenth century in Holland, in the 1820s in Eng-
land, and in the 1860s also in France.50 The United States was, in his view, sim-

46 Marx to Engels, 8 October 1858, in MECW 40, p. 345.
47 Marx, Contribution, in MECW 29, p. 263.
48 To take up one central aspect of this process,Marx stresses that the ‘most important corol-

lary’ of the law of the declining rate of profit is ‘a constantly increasing concentration of
capitals’, which means ‘[t]hat production loses its private character and becomes a social
process, not formally … but in actual fact. For the means of production are employed as
communal, social means of production and therefore not [determined] by [the fact that
they are] the property of an individual, but by their relation to production, and the labour
is likewise performed on a social scale’. This concentration of capital – ‘that is, a constantly
increasing decapitation of the smaller capitalists’ – while a constant tendency is naturally
sped up in crisis periods (‘Economic Manuscript’, in MECW 33, p. 368).

49 Marx, Contribution, in MECW 29, p. 263.
50 Grossmann, Das Akkumulations- und Zusammenbruchsgesetz (1929), pp. 530ff. It is obvi-

ously true that the geographical expansion of capitalism into a world system was not a
process of simple repetition but one of the enfolding of ever more people into a complex
dynamic of nationally-organised competition for surplus value.
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ilarly affected after the First World War, and surely Grossmann saw the Great
Depression, which broke out in the US in the very year his magnum opus was
published, as a confirmation of this judgment. This idea of what we could call
a ‘rolling breakdown’ of capitalism merits further examination.51 At the same
time, given the ever closer integration of the world’s nations into what gradu-
ally emerged as a world market for commodities and capital investment, the
international character of crises became stronger.

The idea that world capitalism entered a period of decline in the course of
the twentieth century was not peculiar to marxists: Werner Sombart wrote of
contemporary capitalismasdeclining into ‘late capitalism’ in 1927,52 and in 1952
Josef Steindl, focusing on the United States, saw lower rates of accumulation
after 1899.53 The theme of stagnation as characteristic of the American eco-
nomy reappeared in heterodox economic literature after the 1970s, with the
advent of ‘stagflation’ and relatively low growth rates following the recession
of 1974–5.54 At one time it was fashionable to contrast the poor performance of
theAmerican economywith the dynamismof the Japanese, but the depression
gripping Japan since the 1990s has put an end to that.

The prosperity made possible by the economic and physical destruction
effected by the Great Depression and the Second World War was even at its
highest point, the late 1950s, insufficient to obviate the need for government
stimulus to maintain something approaching full employment. Government
spending, on the other hand, was not able to eliminate ‘official pauperism’, as
the failure of the American ‘War on Poverty’ demonstrated. Exactly as Marx’s
value-theoretic model suggests, the increased productivity of labour making
possible the post-war growth of private capital continued to involve a dis-
placement of workers from employment, and in particular from industrial
employment. This feature of capitalist development was accentuated when
the post-war prosperity came to a definitive end in the mid-1970s, leading to
a durable increase in unemployment in Europe and a tendential weakening in
the American labour market. As a specialist on the topic observed more than

51 It is suggestive that while ‘[a]dvanced economies were the engines of previous global
recoveries… the emergingmarket economies have accounted for the lion’s share of global
growth since the 2009 global recession…’ (Kose andTerrones,Collapse andRevival: Under-
standing Global Recessions and Recoveries [2015], p. 76).

52 Cf. Sombart,DerModerneKapitalismus,Dritter Band.DasWirtschaftsleben imZeitalter des
Hochkapitalismus (1927), pp. xi–xii.

53 Steindl, Maturity and Stagnation in American Capitalism (1952), p, 156.
54 See, for example, Coates, Models of Capitalism: Growth and Stagnation in the Modern Era

(2000).
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a decade ago, the ‘perceptible rise in [European] unemployment in the mid-
1970s marked the beginning of a new phase’ in which ‘elevated unemployment
rates are the reflection … of the definite decline of the [post-war] epoch of
full employment’.55 The current downturn has brought these conditions to the
United States, as well as raising levels of unemployment throughout the world.

If we attend specifically to theworkers involved inMarx’s theoreticalmodel,
which focuses on thosewhose labour is given social definition as value and sur-
plus value, ‘the last 30 years have witnessed a global stagnation in the relative
number of industrial workers’. It is only ‘a low-wage service sector’ that ‘has
made up the difference in the high GDP countries alongside an unparalleled
explosion of slum-dwellers and informal workers in the low GDP countries’.56
As the authors of the text just cited also observe, this so-called deindustrial-
isation – which has involved not so much a decline in industrial production
as in the numbers of workers, relative to capital investment, needed to per-
form it – has been an international tendency, operating in the underdeveloped
as well as the developed countries.57 To take the most spectacular example,
‘the latest statistics show that China did not create any new jobs in manufactur-
ing between 1993 and 2006’, both because the development of its new export-
oriented sector was accompanied by the dismantling of older state industries
and because Chinese industrialisation, like that elsewhere in the developing
world, has involved ‘the incorporation of existing labour-saving innovations’.58

55 Pugliese, ‘The Europe of the Unemployed’ (1993), p. 15.
56 Endnotes and Benanav, ‘Misery and Debt’ (2011), p. 34. To cite a recent academic account,

‘[f]or example, in the United States manufacturing industries’ share of total employment
has steadily fallen since the 1950s, coming down from around a quarter of the workforce
to less than a tenth today’ even though ‘manufacturing value-added … has remained a
constant share of GDP at constant prices – a testament to differentially rapid labor pro-
ductivity growth in this sector’ (Rodrik, ‘Premature Industrialization’ [2015], pp. 1–2).

57 Rodrik too notes a ‘pattern of deindustrialization in low- and middle-income countries’,
which, with some Asian exceptions, ‘have experienced falling manufacturing shares in
both employment and real value added, especially since the 1980s’. As a result, ‘[t]hese
developing countries are turning into service economies without having gone through
a proper experience of industrialization’ (Rodrik, ‘Premature Deindustrialization’ [2015],
pp. 2, 3; see also Levinson, ‘U.S. Manufacturing in International Perspective’ [2013]).

58 Endnotes and Benanav, ‘Misery and Debt’ (2011), p. 48, citing Erin Lett and Judith Ban-
nister, ‘Chinese Manufacturing Employment and Compensation Costs’, Monthly Labour
Review 132 (April 2009), p. 30. See the interesting report, ‘Official Statistics Understate
ChineseUnemploymentRate’, National Bureauof EconomicResearchDigest, 18April 2016
(http://www.nber.org/digest/oct15/w21460.html; last accessed 18 April 2016). The Federal
Reserve Board’s International FinanceDiscussion Papers 1072 (January 2013) explained the

http://www.nber.org/digest/oct15/w21460.html
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At the same time, the economic growthmade possible by the increase in the
rate of exploitation achieved by the combination of lowered global wage levels
and technologically enhanced labour productivity has clearly not involved a
growth in profits sufficient to employ increasing numbers of the masses of
people being thrown onto the mercies of the labour market or to satisfy their
needs unproductively. In the words of a recent survey,

Between 1973 and the present, economic performance in the U.S., West-
ern Europe, and Japan has, by every standard macroeconomic indicator,
deteriorated, business cycle by business cycle, decade by decade (with the
exception of the second half of the 1990s). Equally telling, over the same
period, capital investment on a world scale, and in every nation except
China, even including the East Asian [Newly Industrialised Countries]
since the middle 1990s, has been growing steadily weaker.59

As a result, according to the United Nations’Human Development Report 2004,
‘an unprecedented number of countries saw development slide backwards in
the 1990s’ – before the current downturn. ‘In 46 countries people are poorer
today than in 1990. In 25 countries more people are hungry today than a dec-
ade ago’.60To takeonly one example of this trend, themass pauperisationof the
population in the formerly ‘socialist’ countries after 1989 led, by one estimate,
to an increase of those living in extreme poverty from 14 to 168 million.61

Alongside these surplus people we find surplus capital – that is, capital that
cannot be profitably invested in the production of new surplus value. Here
again, Grossmann’s development of Marxian theory, formulated on the basis
of economic history up to the early twentieth century, has been strikingly vin-
dicated by developments of the most recent period. Speaking of ‘unemployed
capital’, unable to find investment opportunities, he observed that ‘because it
cannotbeutilizedwithin the sphereof production, capital is exportedor– from

rapid pace of Chinese economic growth as largely due to ‘higher labour productivity, while
growthof employment has diminished alongwith a slower rate of increase in theworking-
age population’. The author, Jane Haltmaier, expects the capital-labour ratio to continue
to rise, with a decline in labour force participation and a shift of workers towards the
service industries (http://www.federalreserve.gov/pubs/ifdp/2013/1072/ifdp1072.htm; last
accessed 18 April 2016).

59 Brenner, ‘What’s Good for Goldman Sachs is Good for America: TheOrigins of the Current
Crisis’ (2009), p. 62.

60 Cited in Davis, Planet of Slums (2006), p. 163.
61 Ibid., p. 106.

http://www.federalreserve.gov/pubs/ifdp/2013/1072/ifdp1072.htm
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the viewpoint of production –directed towards “internal export”, the streaming
of unemployed money into speculation’.62 This function of financial specula-
tion – to create ‘a profitable “investment” for over-accumulated capital’63 – is
typically accompanied by speculation in real estate,64 towhichwe cannowadd
all the other asset classes on the basis of which bubbles can be developed, from
commodity futures and more arcane derivatives to fine art. And just as cap-
ital flowed into speculation instead of into productive investment, producing
the effect of temporary prosperity by means of a series of bubbles, working-
class living standardsweremaintainedonly by themassive growthof consumer
debt, culminating in workers’ participation in themortgage bubble of the early
twenty-first century.

Like the growth of state debt and thewelfare state, the difficultywe see today
in doing away with them registers the decline of the private-enterprise eco-
nomy. Despite its dynamism and the gigantic increases in the productivity of
human labour that it has achieved since the early nineteenth century, and des-
pite the disappearance of political and social barriers to its spread in the course
of the twentieth, capitalism has not been able to generate the quantities of
profit required to incorporate much of the world’s population into its modern
industrial form.The failure of thenon-financial parts of the economy to expand
sufficiently showed itself in 2008 in the near collapse of the whole Rube Gold-
berg device of cantilevered finance. For the same reason, the massive increase
in government spending that avoided a return to depression conditions after
the mid-1960s led not to a steady flow of profits from a now-primed pump but
to today’s increasingly problematic state deficits.

Is this to say that the current crisis cycle has moved capitalism to the point
of breakdown, in the sense of self-destruction? No, because today as at all
earlier moments, capitalism’s fate ultimately depends (as Grossmann him-
self insisted)65 on the willingness of human beings to engage in the difficult
struggles needed to overthrowexisting relations of social power and create new
forms of production and consumption – a new mode of life. In the absence of
revolutionary action on a scale sufficient to wrest control of the means of pro-
duction from their current owners – and in the absence of the destruction of
thematerial conditions for its existence by ecological catastrophe – capital can

62 Grossmann, Das Akkumulations- und Zusammenbruchstheorie (1929) pp. 536–7.
63 Ibid., p. 543;Grossmannadds that, of course, ‘these profits donot arise fromactual produc-

tion, but are transfers of capital fromone hand to another’, whence the inevitable bursting
of all such bubbles.

64 Ibid., p. 541.
65 Ibid., pp. 601–2.
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in principle gain yet another lease on life through the radical restructuring of
capital ownership, on the onehand, and its relationship to the owners of labour
power on the other – a process likely to involve suffering and death formillions
on the gigantic scale initiated in the previous century by two world wars.

On the other hand, in its current condition capitalism promises economic
difficulties for decades to come, with increased assaults on the earnings and
working conditions of those who are still lucky enough to be wage earners
around the world, waves of bankruptcies and business consolidations for cap-
italist firms, and increasingly serious conflicts among economic entities and
even nations over just who is going to pay for the system’s survival. The mass
unemployment andmaterial deprivation thatMarx predicted as the long-term
outcome of capitalist development have become features of the world eco-
nomy that if not permanent will clearly be with us for an extended time. Like
its predecessors, today’s crisis makes visible, for anyone who cares to see, the
historical tendency of capitalist accumulation.
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chapter 11

Value Theory and Economic Events

It should of course always be remarked that as soon as a concrete eco-
nomic phenomenon comes into question, general economic laws can
never be applied simply and directly.

– K. Marx1

…
Clearly the histories of prices are at present quite wretched. And they can
be nothing but wretched until theory shows what needs to be examined.

– K. Marx2

…
[R]ational hypotheses are the best guides of statistical research, and the-
oretical significance is the ultimate test of statistical results.

– W.C. Mitchell3

∵

The ongoing economic downturn (I am writing this in winter 2016) has, quite
reasonably, induced renewed interest in Marx’s theory of capitalist dynamics,
and in particular in the use of that theory to understand the business cycle.
Such an interest brings with it important and difficult questions about how to
bridge the gap between the high level of abstraction onwhichMarx conducted
his theorising and the particular phenomena represented in national income
and business statistics. For instance, a decades-long concern amongmarxisant
economists about empiricalmeasurement of such centralMarxian concepts as

1 Marx, ‘Economic Manuscript of 1861–63’, in MECW 33, p. 383.
2 Marx, ‘Economic Manuscript’, in MECW 31, p. 342. That the situation has not improved in the

century and a half sinceMarx wrote this, is argued by Bagus in ‘Morgenstern’s Forgotten Con-
tribution’ (2011), pp. 546–8.

3 Mitchell, Business Cycles, The Problem and Its Setting (1927), p. 190.
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the rate of surplus value and the rate of profit has recently produced a number
of articles andbooks debating this topic, on the assumption that suchmeasure-
ment is a prerequisite to deciding, for example, whether the current sorry state
of economic affairs can be causally explained byMarx’s law of the tendency of
the rate of profit to fall.

Robert Brenner’s The Economics of Global Turbulence (2006) is one of the
best-known contributions to the understanding of the current difficulties of
the capitalist economy fromwithin the amalgamof classical political economy,
modern economics, and marxist ideas that goes by the name of ‘marxist eco-
nomics’. In his introduction to a recent Spanish translation of this work, ‘What
Is Good for Goldman Sachs Is Good for America: The Origins of the Present
Crisis’, Brenner gives a gooddescriptionof the course of events leadingup to the
Great Recession of 2008. In this new text as in the volume it updates, Brenner
explains the end of the economic boom that followed the Second World War
as due to a decline in the profit rate for the G-7 economies (the United States,
Germany, Japan, theUnitedKingdom, France, Italy, andCanada), which in turn
caused a decline in the rate of growth of investment. The increase in debt levels
facilitated by monetary authorities and the surge of speculation encouraged
by deregulation served to maintain something like boom times in a process
Brenner names well as ‘asset bubble Keynesianism’. Eventually, however, the
insufficient profitability of capital undermined this artificial prosperity.4

As the editors of New Left Review wrote in introducing the original public-
ation of Brenner’s work, his ‘is an original Marxism that has little in common
withwhat has often passed for orthodox deductions fromCapital. No axioms of
crisis based on a rising organic composition, and therewith falling profitability
of capitalist investment, are to be found here’.5 Instead, Brenner utilises statist-
ics drawn from a wide range of official and unofficial studies as the basis for an
analysis framed in terms of concepts taken over from economics and business
journalism without any conceptual criticism, such as ‘profitability’, ‘productiv-
ity of labour’, ‘productivity of capital’, etc.

As a result, while his argument like that inCapital stresses profitability as the
determinant of capitalist prosperity or recession, it differs radically fromMarx’s
inmaking no reference to the theory of value and surplus value. Brennermakes
no distinction between the profits produced by industrial capital and those of
commercial and financial capital, in which labour produces neither commod-
ities nor, therefore, as Marx sees it, surplus value; he treats taxes and interest

4 See Brenner, ‘What’s Good for Goldman Sachs is Good for America’ (2009).
5 Brenner, ‘The Economics of Global Turbulence’ (1998), p. ii.
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as costs of business without investigating the relations among these forms of
surplus value.6 In Brenner’s view, as in Adam Smith’s, profit is a manufacturer’s
mark-up over costs, limited by the pressure of market competition. Thus he
explains the post-1965 fall of manufacturing profitability in the G-7 countries,
in remarkably Smith-like terms, as determined by ‘the inability of manufac-
turers to mark up sufficiently over costs due to international manufacturing
over-capacity and over-production’.7 To quote Marx’s critique of such views
in eighteenth- and nineteenth-century economics, this is profit as it appears
‘in the everyday consciousness of the agents of production themselves’,8 as an
addition to the cost of production of a commodity, coming into existencewhen
the commodity is sold. The question as to the possibility of this addition as an
increase in social wealth – the topic of Marx’s argument in Chapter 5 of the
first volume of Capital, where he points out that such a gain must be another’s
loss – is one that Brenner raises no more than does the ordinary capitalist. He
discusses only the limit set to any individual capital’s share of it by competition.

As Marx asked, however, if competition determines an average rate of profit
across the economy, why is that rate ‘now 10 per cent or 20 per cent or 100
per cent?’9 Contesting Ricardo-like explanations of the decline of profitability
by reference to increased wages, Brenner asserts that it is due to ‘a system-
wide problem of over-capacity and over-production, resulting from intensified
international competition’,10 which forced rival manufacturers to increase pro-
ductivity while limiting the extent of possible mark-up. But ‘over-capacity’ has
meaning only in relation to a given level of effective demand; asMarx observed
in the course of a critique of post-Ricardo explanations of crisis, references to a
‘plethora of capital’ are only a disguised way of talking about over-production,
which itself canmeanonly a shortage of effective demand, since there is clearly
no over-production of goods relative to human needs.11 Brenner himself fur-
nishes the solution to this riddle, though he is unaware of it, when he observes
that ‘[w]ith the growth of profits – and thus of investment and wages – sup-

6 See ibid., p. 252.
7 Ibid., p. 136. See ibid., p. 252.
8 Marx, Capital III, p. 117.
9 The only answer to this question, Marx continued, is ‘to declare that the rate of profit and

hence profit itself is a surcharge, determined in an incomprehensible way, on the partial
price of a commodity as determined by wages. The only thing competition tells us is that
this rate of profit must be at a given level. But we already knew that …’ Capital III, p. 1005.

10 Brenner, ‘The Economics of Global Turbulence’ (1998) p. 128.
11 See Marx, ‘Economic Manuscript’, in MECW 32, pp. 129ff.
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pressed, aggregate demand grew more slowly’ after 1973.12 That is to say, it
is not that over-capacity limited profitability, but that the decline in profit
rates, leading (as Brenner says) to a declining rate of accumulation, set lim-
its to demand which appeared to manufacturers in the form of over-capacity.
To explain declining profitability requires a theory of profit – as opposed to a
description of it as an addition to cost-price – and so a theory of value.

This is the tack taken bymarxist economist Andrew Kliman inThe Failure of
Capitalist Production, inwhich he claims to provide an explanation of theGreat
Recession in terms of Marx’s value-theoretical ‘law of the tendency of the rate
of profit to fall’.13 Kliman argues against readings of business statistics, like that
offered by fellow marxist economists Gérard Duménil and Dominique Lévy,
that find an upturn in profitability preceding the 2007 financial collapse.14 On
the other hand, despite his claim to orthodoxy, Kliman’s book directly attends
not to what Marx calls the rate of profit, which is the relation between the
value-theoretical categories ‘surplus value’ and ‘invested capital’ in the world
economy, but various phenomena that can go by this name in data drawn from
US business statistics.

Kliman, like everyone else in this debate, conducts his argument on the
basis of US data because, as he correctly points out, ‘reliable profitability data
for the world economy do not exist’.15 It is well known that most national
income accounts contain elements of uncertainty and even fraud, apart from
the untraceability of the trillions of dollars moving through offshore financial
networks. In addition to the fact that the desire to analyse capitalism on the
basis of ‘a detailed analysis of data’ left himno choice but to focus on theUnited
States, Kliman also argues that the latter was ‘the epicenter of the latest crisis’.16
This, however, hardly matches his argument that the roots of that crisis are to
be found in the difficulties of post-1973 world capitalism, as well as the evident
fact of the global nature of the downturn.

12 Brenner, ‘The Economics of Global Turbulence’ (1998) p. 148.
13 Kliman, The Failure of Capitalist Production (2012).
14 See Duménil and Lévy, ‘The profit rate: where and how much did it fall? Did it recover?

(USA 1948–2000)’ (2002), pp. 437–61. The same authors analyse the Great Depression as
occurring in ‘an intermediate period between two downward trends’ in profitability and
so, ‘unlike the crises of the 1890s and 1970s … not the outcome of a fall in the profit rate’,
and argue that the Great Recession, ‘as [sic] the Great Depression, cannot be interpreted
as a profitability crisis’ (Duménil and Lévy. The Crisis of Neoliberalism [2011], p. 270).

15 Kliman, The Failure of Capitalist Production (2012), p. 96.
16 Ibid., pp. 2–3.
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At any rate, his procedure is to substitute observational categories bearing
on one national economy for Marx’s abstractions.17 In Kliman’s view, because
‘the task of theory is to account for observed phenomena[,] … the purpose of a
study of profitability should be to account for movements in what businesses
and investors mean when they talk about the rate of profit or rate of return,
rather than to account for movements in a theoretical construct’. Specifically,
for instance, ‘there is a sizeable discrepancy between surplus value as defined
by Marx and profit as defined by the BEA [the US Department of Commerce’s
Bureau of Economic Analysis], mymain source of data’. In his ownway Kliman
as much as Brenner is focusing on profit as it appears ‘in the everyday con-
sciousness of the agents of production themselves’. Unlike Brenner, however,
he claims at the same time that an analysis ‘conducted in terms of the pro-
cesses actually’ causing changes in profit rates can be one in which ‘the causal
processes are those of Marx’s theory’.18

Kliman attempts to link business data to Marxian theory through what he
calls the Monetary Expression of Labour Time (MELT), calculated by dividing
BEA figures for the net value added of the business sector of the U.S. economy
by the total hours of labour performed by private-sector employees.19 Apart
from the fact that, on Kliman’s own account, the relevant labour time is a
global rather than a nationalmatter, such a calculation is completely foreign to
Marx’s value concept, which is defined in terms of abstract labour time, not the
hours of concrete labour time visibly expended by workers. In Marx’s account,
the transformation of concrete labour into abstract value is, as we have seen,
effected by the totality of market exchanges of products at money prices that
systematically obscure labour-timevalues, rendering a calculableMELT inprin-
ciple impossible.

To take another example, Kliman argues that a theoretical construct like ‘a
rise in the technical composition of capital’, held by Marx to explain declining
profitability, plays ‘a role in analysis but not a causal role in the real world’. It
therefore should be replaced by a (supposedly) non-theoretical category like
‘the process of technical innovation’. But Kliman does not explain the relation
between theoretical ‘analysis’ and ‘real-world causal determination’. It is dif-
ficult to see how ‘the causal processes [appealed to in Kliman’s analysis] are

17 In thisKliman, alongwithhis theoretical opponents, is replaying an earlier debate over the
empirical evaluation of Marx’s ideas made by Joseph Gillman in The Falling Rate of Profit:
Marx’s Lawand its Significance toTwentieth-CenturyCapitalism (1957): see Rolhausen (ed.)
Kapitalismus undKrise: Eine Kontroverse umdas Gesetz des tendenziellen Falls der Priftrate
(1970).

18 Kliman, The Failure of Capitalist Production (2012), pp. 96, 97.
19 Ibid., p. 101.
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those of Marx’s theory’ when in fact the Marxian theoretical constructs, from
‘rising organic composition of capital’ to ‘(Marxian) rate of profit’ have been
abandoned (even apart from the constraints forced on him by his dependence
on national income data, Kliman’s ‘rate of profit’ is defined quite differently
fromMarx’s).20

This unclarified approach to the relation between theory and observational
data ultimately dooms Kliman’s attempt – the goal of his book – to show that
Marx’s law of the tendency of the rate of profit to fall (LTRPF) ‘fits the facts’.21
Thus he explains the declining rate of return on investment in post-World
War II capitalism by the slower increase of employment relative to the growth
of fixed capital during this period: ‘This is howMarx’s LTRPF explains the tend-
ency of the rate of profit to fall, and it is what is implied by the facts …’22 But of
course Marx’s tendency law is implied not by ‘the facts’ but only by the chan-
ging structure of capital as interpreted in the terms of the labour theory of value,
which plays no role in Kliman’s account.

A more serious attempt to bring economic statistics in line with Marxian
concepts is to be found in FredMoseley’s 1991 volume, The Falling Rate of Profit
in the Postwar United States Economy.23 According to Mosley, ‘[t]he first issue
involved in the estimation of the Marxian variables is whether the observable

20 Ibid., pp. 96, 97. As Kliman says, ‘the variables I employ in this book are based on the
BEA’s concepts, not Marx’s concepts’ (pp. 128–9). Kliman defines the rate of profit not,
like Marx, as the relation between surplus value and constant plus variable capital but
as that between ‘private sector income’ (his substitute for surplus value) and fixed assets,
because ‘informationon the turnover of circulating capital’ (including variable capital and
expenditures for rawmaterials) ‘is not available’ (p. 80).Thushismeasure is as distant from
Marx’s, even apart from the distance between U.S. business data and global value quant-
ities, as that derived more conventionally by other marxist economists from the ratio of
corporate profits to fixed assets (fixed capital plus inventory). It seems to have become
a habit of marxist economists to identify such measures with Marx’s; thus Duménil and
Lévy describe the profit rate measured as the ratio between the net product minus total
labour compensation and fixed capital as ‘appropriate in an analysis à laMarx of the trend
in the profit rate…’ thoughbizarrely they also, likeKliman, admit that they ‘donot attempt
to account for the movements of the profit rate using Marxian categories …’ (‘The profit
rate: where and howmuch did it fall?’ [2002], p. 442).

21 Ibid., p. 123.
22 Ibid., p. 136.
23 Moseley too, it is to be noted, is not actually concernedwithMarx’s rate of profit, but with

‘the ratio of the annual flow of surplus value to the stock of constant capital’ (p. 75). Since
he attempts to estimate empirical quantities of variable capital, this should be easily cor-
rectible, were there not other problems with the analysis.
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reality to which Marx’s concepts of constant capital, variable capital, and sur-
plus value refer are quantities of money or quantities of labour’. Quite correctly,
Moseley points out that Marx defines the quantities of labour relevant to his
formulation of capitalism’s law of motion ‘in units of homogeneous abstract
labour, which is not directly observable as such’.24 As we have seen, capital-
ist abstract labour exists only by way of the representation of actual labour –
time spent making things – by sums of money. But it does not follow from this
that the ‘Marxian concepts refer to observable quantities of money’.25 It has not
occurred to Moseley, apparently, that some of Marx’s concepts might refer to
non-observables.

With respect to observables, there is again the central problem that – as
Moseley himself notes – ‘Marx’s theory most rigorously applies to the world
capitalist economy as a whole, not to an individual national economy …’ But
‘the task of deriving estimates of the Marxian variable[s] for the entire world
economy is overwhelming and perhaps impossible (because the necessary raw
data may not exist)’.26 Moseley argues, however, that ‘there would appear to be
little or no bias in the trend of the rate of profit due to this level of aggregation
error’. Because surplus value flows from areas with low organic concentrations
of capital to areas with high organic concentration, such flows would offset
a decline (or an increase) in the rate of growth of organic concentration that
might differentiate theUnited States economy from the rest of theworld.27This
is to confuse Marx’s Model II, the analysis of capitalism developed in the third
volume of Capital, with the real world, in which surplus value does not flow
between regions only to equalise profit rates on industrial capital.With respect
to the actual world, as a knowledgeable analyst points out,

it is difficult to pinpoint the location of the investment that generated
the profit when giant corporations supply their own global networks
with their own transfer prices, or when they get cheap inputs from other
companies in low-wage countries. In addition, a key distinction in Marx-
ist value theory, between operations that are productive and those that
are unproductive, cannot be easily be determined when using economic
data. Many companies have both kinds of operation that are not distin-

24 Moseley, The Falling Rate of Profit in the Postwar United State Economy (1991), pp. 27, 30.
25 Ibid., p. 27.
26 Ibid., p. 49.
27 See ibid., pp. 182–3.
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guished in the statistics. Furthermore, a company may be able to register
a large profit or a loss on its financial investments, which may have little
connection to any production at all.28

Thus the mechanisms of surplus value redistribution are likely to rule out tak-
ing one national economy, even the most important one, as a model for the
world economy. The business data for a single country – and the United States
is certainly the country with the most, andmost reliable, statistics – cannot be
relied on to provide an estimate for the rate of profit in Marx’s sense.

Even if profitability statistics for the world economy existed, they could not
settle the question of the correctness of Marx’s law of the tendential fall in
the profit rate. Marx’s ‘profit’ is surplus value produced by industrial capital
as measured against invested constant and variable capital. In the real world,
however, this surplus value exists in such distinct forms as profit on all types
of investment, interest, rent, property income, and taxes.29 Furthermore, Tony
Norfield usefully reminds us, ‘the total surplus value available for distribution
… must cover the costs of both commercial capital and financial capital’ – the
costs of wages and equipment utilised in these sectors as well as the profits
extracted from them by commercial and money capitalists.30

As Marx says in a draft of Capital,

28 Norfield, The City: London and the Global Power of Finance (2016), pp. 152–3. Moseley, it
must be said, makes a valiant effort to distinguish productive from unproductive labour;
see The Falling Rate of Profit in the Postwar United States Economy (1991), pp. 176–7.

29 And this is not even to consider the issues raised by the fact that in contemporary cap-
italism portions of variable capital, part of the denominator of the rate of profit, exist in
the form of government-controlled healthcare, unemployment, and pension funds, while
payroll and consumption taxes represent portions of surplus value ‘paid’ toworkers before
being taken back; see, for theoretical and empirical investigations of these matters, Bar-
telheimer andWolf, ‘The Income of Wage Earners is Declining: On the Influence of State
Activity onTotalWage Earners’ Income and its Redistributive Effect’ (1992), andGuerrero,
‘Labor, Capital, and State Redistribution: The Evolution of Net Taxes in Spain (1970–1987)’
(1992).

30 Norfield, ‘Value Theory and Finance’ (2013), p. 177. As he summarises, ‘However necessary
[the functions played by such businesses] may be for the operation of the capitalist mar-
ket system, and whatever profits the labourers in these occupations may bring to their
capitalist employer, via mark ups, fees, or interest payments, workers in the sphere of cir-
culation do not produce new value (hence, no surplus value) for the system as a whole.
Neither are the costs of these operations transferred to the values of commodities. Their
work is not part of the production by capital of use values as commodities’ (p. 164).
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when speaking of the law of the falling rate of profit in the course of the
development of capitalist production, wemean by profit, the total sum of
surplus value which is seized in the first place by the industrial capitalist
[irrespective of] how he may have to share this later with the money-
lending capitalist (in the form of interest) and the landlord (in the form
of rent) … The rate of profit in this sense may fall, although, for instance,
the industrial profit rises proportionately to interest or vice versa …31

For example, the increase in US corporate profitability observable in business
data for the late 1980s–early 1990s was certainly in part due to ‘progressively
lower nominal and inflation-adjusted interest rates’ based on ‘a reduction of
the previous very high interest rates that followed the tightening of US mon-
etary policy … in the early 1980s, on the success of capital in attacking the US
working class, on the low cost of imports, and on Asian countries accumulat-
ing huge foreign exchange reserves (buying US securities and so reducing their
yields) as an insurance against financial trouble after the crisis of 1997–98’.32
An increase in the profitability of American capital tells us nothing determin-
ate about the Marxian rate of profit.

But couldn’t we, if the statistical material were available, and if we had an
agreed-upon system for the interconversion of different currencies, at least
in principle construct some empirical equivalent for surplus value at a given
time by numerically reassembling the parts into which it is divided when split
among the various fractions of the exploiting class? This is not possible, fun-
damentally because of the fact that value is represented only by prices, which
move independently of values. ‘[C]apitalist production is … marked by a con-
tinuous change in value relations, if only because of the constant change in the
productivity of labour that characterizes it’,33 but also because of alterations in
the distribution of capital among and within branches of social production,
and as a result of changing economic relations between regions of the world
with distinct levels of investment and labour productivities. Although they can
be expected to have long-run consequences for price relations, these changes
need not be reflected in any short-run or direct way by price changes.

Value relations are also rendered uncertain by the tendency of investment
to expand beyond demand in prosperous times and to shrink below social
requirements in periods of depression, while ‘value’ is defined, in Marx’s sys-

31 Marx, ‘Economic Manuscript’, in MECW 32, p. 94.
32 Norfield, The City: London and the Global Power of Finance (2016), p. 156.
33 Marx, Capital II, 153.
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tem, in terms of a supply-demand equilibrium only accidentally realised in the
real world. As a result, it would be impossible to say, even if the statistics exis-
ted, how much of what we might count at any given moment in actual price
terms as the value of total capital, variable capital, and surplus value is real,
meaning by ‘real’, corresponding to the constructs of Marx’s theory. Both new
investment andongoing operations are commonly financedbydebt – debt that
cannot be repaid if the economy fails to grow at the anticipated rate and that
therefore represents only a hoped-for quantity of value.34

Value relations are further obscured by the florescence of financial instru-
ments. In Marx’s theoretical model, at least as far as he developed it in Vol-
ume III of Capital, the revenue of money capital is a portion of the social
surplus value generated by industrial capital. In reality, ‘financial sector reven-
ues involve more than a redistribution of the existing surplus value produced
in the rest of the national economy (or even fromother countries)’.35 The prices
of what Marx, borrowing from the bankers’ discourse of his time, termed ‘fic-
titious capital’ – equities, bonds and other more exotic ‘financial products’ like
derivatives and collateralised debt obligations – are determined by discounted
future cash flows, hence by interest rates and the demand of purchasers for
particular kinds of investment.36 As a result, to quote a one-timemanufacturer
of such ‘products’, ‘the security’s price does not have a direct relationship to
the surplus value currently being exploited from the productive workforce’, so
that it is even possible ‘that while the underlying conditions for capital accu-
mulation might worsen (implying a lower rate of profit) the price of securities

34 An analogous phenomenon can develop in a largely state-controlled economy; thus the
recent rapid growth of China’s public debt is ‘the result of the government deliberately
leveraging China’s domestic balance sheet to achieve its policy goal of high GDP growth’
(Walter andHowie, RedCapitalism:TheFragile Financial Foundationof China’s Extraordin-
ary Rise [2011], p. 203). Despite the fact that there is no way ‘that offshore speculators,
investors, hedge fundsor others canget atChina’s domestic debt obligations andchallenge
the Party’s valuation of these obligations’, eventually ‘a heavy interest burden arising from
increasing amounts of debt will limit the government’s ability to invest in new projects
and grow the economy’ (ibid., pp. 206, 208).

35 Norfield, The City: London and the Global Power of Finance (2016), p. 145.
36 As nineteenth-century English banker Leatham noted, even with the trade in such relat-

ively straightforward instruments as bills of exchange ‘[i]t is impossible to decide what
part passes out of real bona fide transactions, such as actual bargain and sale, or what part
is fictitious, a mere accommodation paper, that is, where one bill of exchange is drawn to
take up another running, in order to raise a fictitious capital by creating somuch currency’
(cited in Marx, Capital III, p. 526).
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could still rise’.37 These items circulate as things of value, and can, for instance,
be used as security for loans, further obscuring the actual values in play at any
given time.

A related problem is posed by the increasingly large role played by the state
in economic affairs. Since national governments (at least in the ‘West’) are
not, for the most part, owners of investible capital, their economic activities,
like their other activities, are financed out of the surplus value created in the
private-enterprise economy. The money they use comes either from taxes –
levied directly on business profits, interest, and rent, or indirectly on money
paid in the form of wages and then removed, as payroll or consumption taxes,
from the variable capital actually received by the labour force – or is borrowed
and must theoretically be paid back. As a result, the value of a government
bond is doubly fictitious, as it ‘only represents the net present value of future
coupon and principal repayments, based on the financing of these payments
from future tax receipts’.38 And products sold to governments, like weapons or
steel for bridges, are exchanged for surplus value already produced in the cap-
italist production process; what appear as profits for vendors to governments
are in reality redistributed portions of the total social surplus value. In busi-
ness statistics and national economic accounts, however, they appear as newly
produced profits like any others.39

All of these factors make even an imaginable calculation of Marx’s rate of
profit an impossibility. As a result, the fact that as calculated by Duménil and
Lévy the rate of profit in the United States rose sharply from 2001 to 2006 dis-
proves theMarxian theory nomore thanKliman’s alternative calculation that it
did not proves it.40 The quarrel between these economists over the utilisation
of business data for the evaluation of Marx’s theory of the business cycle is
pointless from the outset. Both sides of the argument fail to take into account

37 Norfield, The City: London and the Global Power of Finance (2016), p. 145.
38 Norfield, ‘Value Theory and Finance’ (2013), p. 172.
39 In the words of an insightful student of the ‘problem in calculating national income stat-

istics’, however, one ‘could evenmake the case that government expenditures should… be
subtracted from national income, because the government withdraws resources from the
productive private sector anduses them for its purposes. As an example of the absurdity of
adding government services positively into national income statistics, consider the case
of a government that builds a bomber and a bomb and destroys a newly built house in
its own country. In today’s national income statistics, the costs of building the bomber
and the bomb are added into the national income, as is the house’ (Bagus, ‘Morgenstern’s
Forgotten Contribution’ [2011], p. 549).

40 See Kliman, The Failure of Capitalist Production (2012), Chapter 6.
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the idealised character of Marx’s theorising as well as the global scope of his
theory; as a result they also fail to consider the full difficulty of the intermedi-
ate steps required for application of the theory to particular historical circum-
stances, in addition to trying to apply it to the wrong object.41

One advantage of Marx’s approach is precisely his recognition of the diffi-
culty for theory posed by the impossibility of normal observational methods –
in this case, statistical ones – for isolating basic aspects of such a complicated
system of phenomena: ‘in the analysis of economic forms neither microscopes
nor chemical reagents are of assistance. The power of abstractionmust replace
both’. In Capital, to repeat once again, Marx abstracts not only from all non-
capitalist economic activities but also from the existence of nation-states, the

41 Of course, all such attempts ignore Oskar Morgenstern’s fundamental observation that
‘ “profits” as reported in balance sheets and operating statements of corporations’ are a
prime example of ‘meaningless statistics’. Profits ‘are computed by comparing purchase
prices and sales prices, both of which may be of dubious statistical character … When
prices rise, repurchase prices of factors may have to be compared with sales prices and
a significantly different “profit” will result … Some widely used statistics … are produced
by means of the inappropriate procedure, neglecting the change in the framework into
which the concepts must be embedded. Furthermore, the incorrect methods used differ
widely from one corporation to another as well as for different industries. Aggregations
of such figures produce statistics that may be full of errors of this particular brand, if not
wholly devoid of meaning’. Furthermore, in profit and loss statements ‘some receipts and
transfers of money such as interest received and monies transferred to surplus are again
of the highest accuracy, but what a “profit” or “loss” is … depends on some theory which
can never claim to be as convincing as a statement of the hard facts that certain sums
of money were received and others were paid out. Specifically, the notion of “cost” does
not fall into the … category of immediate physical observations … [I]t is clear that in the
absence of a convincing and complete theory there is no unique and objective way of
accounting for costs when overhead, amortization, and joint costs have to be taken into
consideration; of course, this is the case everywhere … The idea that “profits” are an auto-
matic consequence of costs of production and sales on the one hand and receipts from
sales on the other is naïve and has nothing to do with business reality’. With respect to
international accounting, ‘It suffices to point out that international comparisons of prof-
itability of invested capital, return to investment, ratio of price per share to earnings, etc.,
cannot be made with confidence on the basis of the published records’. In sum, ‘Business
is transacted in the illusion of dealing with “accuracy” where there is none in an ordinary
or scientific sense; nor does there exist a substitute notion. We know far less about the
economy as a whole even in the financial field than one imagines when the nature of the
financial figures… is considered’ (On theAccuracy of EconomicObservations [1963], pp. 66,
78–9, 80, 86). For an amusing recent example, see Morgenson, ‘Fantasy Math is Helping
Companies Spin Losses into Profits’, New York Times, 22 April 2016.
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economic and noneconomic activities of governments, effects on economic
activity of the credit system, and specific features exhibitedbybusiness cycles –
all phenomena to have been taken up in later volumes of his projected multi-
part study. As he describedhis procedure in the 1861–3 draft of Capital, ‘The real
conditionswithinwhich the actual process of production takes place are…not
analyzed’. Not only is it ‘assumed throughout [the first two volumes, as we can
nowspecify] that the commodity is sold at its value’,42 but theproductionprices
introduced in the third are still quite far from the actual prices encountered in
economic reality.

But this is in order to delineate clearly what he considered the basic features
of capital as an historically specific set of social relationships. Hence his the-
ory gains its initial plausibility from its systematic treatment of these features
of the economy – the centrality of commodity exchange, money, the social
relation of wage-labour and capital, and the characteristic dynamic of growth
of productivity via mechanisation. These are all features recognisable without
a significant statistical apparatus; in Marx’s own work, historical data for the
most part function to illustrate, not to test, theoretical ideas. Marx’s case is
strengthened by the success with which his theory predicted long-term trends:
theworldwide expansionof the system, its continualmechanisation, its cycling
between prosperous and depressive periods, the concentration and centralisa-
tionof capital, and the expansionsof unemployment and the tendency towards
immiseration of themass of the population that regularly accompany the long-
term growth of the labour force. These trends are clearly recognisable despite
the conceptual fuzziness produced by the complexity of the system, with its
attendant ill-defined significance of quantitative data. Similarly, the Marxian
theory explains the failure of the classical arc of capitalist development to be
generalised across the world – as various theories of economic ‘growth’ expec-
ted – as declining profitability has come to hinder global accumulation. With
respect to historically more limited phenomena, to take two examples, Marx’s
theory explained the failure of the 1844 English Bank Act and, on a larger scale,
allowed thepredictionof the failure of Keynesian interventions to end thebusi-
ness cycle, certainly one of the few successes in large-scale prediction by any
social science.43

42 Marx, ‘Economic Manuscript’, in MECW 32, p. 124.
43 I refer here to the analysis in Mattick, Marx and Keynes: The Limits of the Mixed Economy

(1969), to be discussed further below; I speak of ‘prediction’ because the analysiswasmade
and published (in advance of the book) well before the stagflation of the 1970s and the
mid-seventies downturn made its accuracy visible.
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As is obvious – and it is this that forms the basis of all the attempts to
prove (or disprove) Marx’s ‘law of motion’ by statistical means – the phases
through which the capitalist economy cycles are dominated by changes in the
rate of profit in the ordinary sense, the return to capital investment collected
by capitalists over time.44 This allows us to pose the question of the utility of
the Marxian theory at a less general level, for the understanding of particu-
lar phases or even episodes of economic history – specifically, the question of
the relation of empirical profitability to the unobservable, theoretical, systemic
rate of profit.

A useful concept here is that of ceteris paribus laws, a typical feature of
idealising theories. Ceteris paribus laws, in Nancy Cartwright’s explanation, are
‘generalizations that hold only under special conditions, usually ideal condi-
tions’.45 She gives the example of Snell’s Law governing the refraction of light
as it crossesmedia,which appears in elementary physics textbooks but actually
holds only under special conditions (when the two media involved are optic-
ally isotropic). In fact, these conditions rarely obtain, but physics studentsmust
still learn Snell’s Law because it signals ‘that the same kind of explanation can
be given even for some anisotropic media. The pattern of explanation derived
from the ideal situation is employed even where the conditions are less than
ideal; andwe assume that we can understandwhat happens in nearly isotropic
media by rehearsing how light rays behave in pure isotropic cases’.46

Similarly, in application to real-world situations, Marx’s theoretical model
provides a ‘pattern of explanation’ than can be instantiated by historically spe-
cific constellations of economic phenomena, in which the value relations fun-
damental toMarx’s ‘lawof motion’ – in particular, the relation of surplus labour
performed to the labour necessary to reproduce capital investment – can be
identified conceptually, thoughnot in termsof quantitative data.47ThusMarx’s
law of the tendency of the rate of profit to fall does not directly refer to what is

44 Though obvious, this has of course been the subject of controversy among economists.
For seemingly definitive treatments of this question from widely different political and
theoretical points of view, see Tapia, ‘Profits encourage investment, investment dampens
profits, government spending does not prime the pump–ADAG investigation of business-
cycle dynamics’, (2015) and Blanchard, Rhee, and Summers, ‘The StockMarket, Profit, and
Investment’ (1993).

45 Cartwright, How the Laws of Physics Lie (1983), p. 45.
46 Ibid., p. 48.
47 Philosophers of science will note that ‘instantiation’ here is logically weaker than the

deductive relationships central to the once-dominant Hypothetico-Deductive account of
scientific theorising. In view of the discrediting of that account, this is hardly a disadvant-
age. Nowak suggests the useful analogy of caricature: ‘Let us seewhat a cartoonist does: he
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conventionally called the rate of profit in business statistics. It refers, aswehave
seen, to the relation between global capital investment and the quantity of sur-
plus value produced by it and available at any givenmoment for amultitude of
ruling-class purposes (which at thepresent time include suchunprofitable uses
as organised killing through war and limiting deaths from starvation and nat-
ural disaster through support of relief agencies). But since the mass of surplus
value available constitutes an absolute limit to its appropriation by individual
capitalists as profit, the tendency to the decline of this (unobservable) rate is
clearly related, given the centrality of business profits to the society, to a tend-
ency for conventional profitability to decline, even though this tendency may
beoffset at a given timeby, for example, decreasing the amount of surplus value
taken by the state. A declining rate of profit, in the Marxian sense, may mani-
fest itself in a perceivable conflict between conventional profitability and the
use of tax revenues for various government purposes. In this way, the concret-
isation of the abstract model makes possible the utilisation of empirical data
(whatever their underlying limitations) to explore relations between such vari-
ables as profit, interest, and wage rates in economic history, such questions as
the economic effects of changing oil prices, and even – integrating the spe-
cifically economic into the generally social – the relation between economic
fluctuations and human health.48

leaves out some details of the person presented, thus stressing what he considers import-
ant. That is, he employs the method of exaggeration: he does not present everything but
distorts a person or a situation by neglecting some features he thinks minor ones. Science
… does the same. When a physicist constructs the concept of a material point, he does
not present physical objects but distorts them – he assumes that they have zero dimen-
sions and focuses on other properties of these bodies (e.g.,mass)which he considersmore
essential for physical magnitudes he investigates. In short: science consists in the same
method we find in caricature’ (The Structure of Idealization [1980], p. 134).

48 To take two examples from one author, see Tapia, ‘Oil Prices and the world business cycle:
A causal investigation’ (2016) and Tapia, ‘Increasing mortality during the expansions of
the US economy, 1900–1996’ (2005). The general point is well stated by Ian Hacking:

“The relations of models to theory and to phenomena are various and complex. Ap-
proximation seems more straightforward. Cartwright shows that they are not. Our usual
idea of an approximation is that we start with something true, and, to avoid mess, write
downanequation that is only approximately true. But although there are such approxima-
tions away from the truth, there are farmore approximations towards the truth. Inmany a
theory of mathematical physics we have a structural representation with some equations
at a purely hypothetical level, equations which are already simplifications of equations
which cannot be solved. In order to make these fit some level of phenomenological law,
there are endless possible approximations. After a good deal of fiddling someone sees that
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In this way, as Henryk Grossmann expressed the point, the examination
of ‘the concrete circumstances under which capital accumulation in fact pro-
ceeds’ makes it possible to see ‘to what extent the results of our abstract the-
oretical analysis are in agreement with the phenomena of concrete reality’.49
The ceteris paribus character of its laws hardly means that Marx’s theory is not
an empirical one. But the comparison with physics requires recognising the
differences between the two domains. If we are to understand the relevance
of the theory in Capital to understanding social reality, we must abandon the
idea of deriving measurable consequences fromMarx’s ‘law of motion’ of cap-
italist society. In the absence of what philosophers of science call ‘bridge laws’,
connecting the abstract relationships of the value theory to regularities dis-
coverable in empirical data – such laws are impossible in cases like the one
just discussed, because the complexities of social practice mean that the rela-
tion between the Marxian rate of profit and empirical business profitability is
not statable as a regular function – theMarxian theory cannot provide specific
time-governedpredictions or explain individual events other thanbyproviding
a general pattern in which they may be situated. (Of course, other theoretical
approaches to the economy can’t do this either.)

To take a central question, the nature of recurring crisis, Marx claimed that
‘the examination of the general nature of capital, even without going further
into the actual relations which all constitute prerequisites for the real process
of production, reveals [the possibility of crisis] … clearly’.50 Further, his the-
ory of capital accumulation as the dominant dynamic of the economic system
provides a general explanation for the link between declining profitability and
depression, though each depression has individual features explainable only
by reference to specific historical conditions. And the theory of credit, even in
the undeveloped state in whichMarx left it, providesmaterials for understand-
ing the role of financial crises in the unfolding of business downturns. In this
way, while not himself achieving the theory of the crisis mechanism he ori-
ginally promised for the last volume of his opus (‘world market and crises’),
Marx provided materials for the construction of such a theory – one first
worked out, as we saw in the previous chapter, by Henryk Grossmann. Marx’s
abstract schemaof the tendential fall of the profit rate and its countering by the

one approximation tallies nicelywith the phenomena. Nothing in the theory says that this
is the approximation we shall use. Nothing in the theory says that it is the truth. But it is
the truth, if anything is” (Representing and Intervening [1983], p. 218).

49 Grossmann, Das Akkumulations- und Zusammenbruchsgesetz (1929), pp. 288, 289.
50 Marx, ‘Economic Manuscripts’ in MECW 32, p. 124.
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devaluation of capital (and labour) produced by depressions provided a frame-
work for understanding the historically observed alternation of prosperity and
depression. But the theoretical distance between the abstract value analysis
and the range of historical phenomena forbids an immediate identification of
the two, both setting a limit to the explanatory (and so predictive) power of
Marxian theory and constituting a strength: The very distance between theory
and phenomena opens a way to understanding changes in the nature of crisis
phenomena.

Categories and Data

This requires some way of bridging the categories framing the Marxian ideal-
isation and the categories of everyday economic life. To take a crucial example,
how are the familiar phenomena of the business cycle – crises, depressions,
recoveries, prosperities – to be associated with the elements of Marx’s concep-
tualisation of it?Writing before the development of business cycle theories and
the systematic collection of data, Marx found his subject-matter in the empir-
ical experience of crises as breakdowns in the process of social reproduction:
‘On the one hand there is a superabundance of all kinds of unsold commodities
on the market. On the other hand bankrupt capitalists and destitute, starving
workers’.51 Typical phenomena included bank panics, credit contractions, halts
of production in the face of contracting markets, attendant mass unemploy-
ment, and contractions of international trade.52 While in ‘particular crises’,
affecting only one segment of an economy or one geographical area,53 ‘the
eruptions are only sporadical, isolated and one-sided’, in ‘world market crises,
all the contradictions of bourgeois production erupt collectively …’54

51 Marx, ‘Economic Manuscript’, in MECW 32, p. 153.
52 See Marx’s interesting articles on the international crisis of 1857, written at the time for

the New-York Daily Tribune, in MECW 15, pp. 379–91 and 400–18. A confirmation of his
idea of crisis as a recurrent feature of capitalism, it was (as Maximilien Rubel notes) ‘the
American and international crisis of 1857, which he had expected for seven years’ that led
Marx to return to the project of writing a critique of capitalist economics (M. Rubel [ed.],
Oeuvres de Karl Marx: Économie, Vol. II [1968], p. lxxxix).

53 These are what he also identified as ‘partial crises’, which can ‘arise from disproportion-
ate production’, i.e. production in excess of social demand and thus involving a wastage
of social labour-time that appears in the form of prices too low to yield acceptable profits
(Marx, ‘Economic Manuscript’, in MECW 32, p. 150).

54 Marx, ‘Economic Manuscript’, in MECW 32, p. 163.
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As the last-quoted phrase suggests, Marx’s conception of crisis was framed
in terms of the categories developed in his idealised model of capitalist soci-
ety. While he insisted that the world market crisis, as ‘the most complicated
phenomenon of capitalist production’, must be explained ‘from the real move-
ment of capitalist production, competition and credit’ – and ultimately from
the particular circumstances of individual occurrences – it ‘must be regarded
as the real concentration and forcible adjustment of all the contradictions of
bourgeois economy’.55 While Marx shows that the possibility of crisis is inher-
ent in the practice of commodity exchange against money, he demonstrates
the necessity of crisis in the course of the three volumes of Capital:56 only with
the derivation of the tendency of the rate of profit to fall does he explain that
crisis recurs as a regular feature of capitalism because it is ‘a disturbance in the
reproduction process due to the increase in the value of that part of constant
capital which has to be replaced out of the value of the product’.57 The crisis is
necessary, as we saw in the previous chapter, because it is the condition for the
restoration of the conditions of adequate profitability.58

In Marx’s time, when the concept of the business cycle (or trade cycle, as it
was called then) was coming to be recognised as an expectable aspect of the
modern economy,59 the collecting of business statistics was still in its relat-
ive infancy, and sophisticated methods for manipulating them were still to be
constructed. Today’s profusion of national income data, as well as massive col-
lection of business statistics, has naturally attracted marxists wishing to test
Marxian theories and predictions.60 There are, however, problems with this.

One has to do with the nature of the data themselves. It is of the nature
of business-cycle data that their interpretation is not univocal. Business and
national income statistics are not used in this context as found, but must be
considerably massaged with filters and other means to remove fluctuations
deemed irrelevant to fundamental trends. Even then, in the words of Wesley
Mitchell, the great pioneer of business-cycle studies,

55 Ibid., pp. 132, 143, 140.
56 See ibid., p. 143.
57 Ibid., p. 146.
58 For an outstanding précis of Marx’s crisis theory, see Besomi, ‘ “Marxism Gone Mad”:

Tugan-Baranovsky on Crises, their Possibility and their Periodicity’ (2006), pp. 150–7.
59 See Besomi, ‘Clement Juglar and the transition from crises theory to business cycle theor-

ies’ (2005).
60 See, for examples produced by the first generation of post-Sixties American marxist eco-

nomists, the articles collected in ‘Empirical Work in Marxian Crisis Theory’, Review of
Radical Political Economy 18: 1–2 (1986).
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Statistics provide no direct evidence of the existence of ‘the’ business
cycle; what they provide is evidence of cyclical fluctuations in hundreds
of time series. Indeed, it is difficult to construct from the data, or even to
conceive of constructing, any single index of ‘the general trend’ in busi-
ness activity.61

Not waiting for the postmodernist critique of economic science, Mitchell de-
scribed the term ‘business cycle’ as ‘a synthetic product of the imagination –
a product whose history is characteristic of our ways of learning’.62 This is as
true today as when Mitchell wrote those words in 1927; the NBER explicitly
combines two methods, statistical and judgmental, to identify business-cycle
turning points.

The statistical method is straightforward, though it must be remembered
that it involves the interpretation, not a simple reading, of data. As the authors
of an IMF study of global economic collapses and revivals put it, ‘In decid-
ing when a particular country is in recession, economists often use statistical
procedures to date the peaks and troughs of a key indicator of economic activ-
ity, such as the country’s real GDP’.63 What may seem to be a simple decision
actually depends on such choices as that of what constitutes a ‘normal’ rate of
growth: Applying themethod globally, ‘[i]f one assumes that a global recession
takes place when world GDP growth (with purchasing-power-parity weights)
is less than 3 percent, the world economy was in recession for 14 years during
1960–2012, and 20 years using market weights over the same period. If one …
assumes the threshold is 1 percent, there were nine’ or ‘13 years of global reces-
sion’ since 1960.64 Hence recourse is made to the judgmental method.

This is based onArthur Burns’s andWesleyMitchell’s definition of a national
business cycle as ‘consist[ing] of expansions occurring at about the same time
in many economic activities, followed by similar general recessions, contrac-
tions, and revivals which merge into the expansion phase of the next cycle’.65
Following this model, the NBER and its euro-area homologue, the CEPR, ‘date

61 Mitchell, Business Cycles (1927), p. 454.
62 Ibid., p. 2. See his conclusion from a review of statistical techniques that ‘[i]nability to

measure the net effects of secular, seasonal, and random factors separately, or in combin-
ation, means that we cannot isolate the cyclical fluctuations of time series by eliminating
the three other sets of changes …’ (ibid., p. 255).

63 Kose and Terrones, Collapse and Revival: Understanding Global Recessions and Recoveries
(2015), p. 29.

64 Ibid., p. 38.
65 Burns and Mitchell, Measuring Business Cycles (1946), p. 30.
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business cycle peaks and troughs by looking at a broad set of economic indic-
ators and reaching a judgment on whether a preponderance of the evidence
points to a recession’.66 For example, when the NBER cycle turning-point Dat-
ing Committee announced that a recovery from theGreat Recession had begun
in June 2009, their report explained that this date was chosen on the basis of
‘weighing the behavior of a large number of economic indicators’. Their judg-
ment ‘that any future downturn of the economy would be a new recession and
not a continuation of the recession that began inDecember 2007’ was similarly
based on their sense, based on weighing a number of indicators, of ‘the length
and strength of the recovery to date’.67

Business cycle and similar data, then, are what Mohammed H.I. Dore has
called ‘stylized facts’, whose construction reflects the conventions of ongoing
statistical practices and ‘also in part … a priori theoretical considerations’.68 In
this, economic facts do not differ in principle from facts in other areas of sci-
ence, where they are also governed – though, of course, not determined – by
research practices and theoretical considerations. It works out differently here
than in the natural sciences, however, because of the theoretical and explanat-
ory weakness of economics as a discipline.

One result is that the phenomena which theory is supposed to explain are
notwell-defined.Most commentators (though not, itmust be said,manymarx-
ist theorists) accept NBER’s judgment that the American economymoved from
recession to recovery in mid-2009, however dubious this judgment may seem

66 The indicators used by theNBER are ‘GDP, industrial production, retail sales, employment,
disposable income, and initial claims for unemployment insurance’ (Kose and Terrones,
Collapse and Revival: Understanding Global Recessions and Recoveries [2015], p. 30).

67 See http://www.nber.org/cycles/sept2010.html (accessed 3/17/13). Strikingly, the NBER ex-
plains in another document that the Dating Committee ‘does not have a fixed definition
of economic activity’. See http://www.nber.org/cycles/recessions.html. It is not surprising
that the Dating Committee ignored Morgenstern’s warning that ‘only the broad tendency
of an increase of national income over longer periods of time can be assertedwith confid-
ence’, something that casts ‘serious doubts on the usefulness of national income figures for
business cycle analysis. The idea that quarterly, let alonemonthly, figures of gross national
product, national income, etc. could be obtained, even with the most modern recording
devices, without appreciable error, is nothing short of grotesque’. Even ‘[c]hanges persist-
ing for several quarters are seldom significant’. And ‘[w]hen the time series are formed
of large aggregates, such as Gross National Product or national income, it is impossible
to determine any particular month as a turning point …’ (On the Accuracy of Economic
Observations [1963], pp. 268, 58).

68 Dore, ‘Stylized Facts’ (1997), p. 662.

http://www.nber.org/cycles/sept2010.html
http://www.nber.org/cycles/recessions.html
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to the nonprofessional newspaper-reader, not tomention the still-unemployed
worker. But there is, oddly, disagreement about the dating of the Great Depres-
sion of the 1930s, even though this is farther in the past and so would seem
more solidly established as a matter of historical fact. According to the NBER,
the United States economy was in a period of contraction from 1929 to 1933; a
period of expansion led to a new contraction in 1937, which ended in 1939. The
director of an earlier incarnation of the NBER, Arthur F. Burns, gave a different
chronology, writing of ‘the chasm in economic activity between 1929 and 1937
and the valley between 1937 and 1939’.69 Other writers simply date the depres-
sion 1929–38 or 1939; thus Broadus Mitchell asserted in his magisterial history
of the Depression that ‘economic revival in the United States dated from the
outbreak of war in Europe in September [1939]’.70

Moreover, it is not enough to accept that cyclical turning points are fuzzy,
given the complexity of the economy and the iffy character of economic data.
Their identification is not independent of theoretical decisions. The German
economic recovery of 1932–8 provides a good example. As one study explains,
‘At one level … it is possible to argue that the recovery was part of the nor-
mal business cycle’. This author concludes, however, that ‘public investment,
or private investment under government control, came to play a key part in the
expansion and reconstructionof thedomestic economy’. In fact, ‘Thebulk of all
investible income after 1933went towards financing state expenditures and not
into the private capitalmarket’.71 The distinction between recovery in a ‘normal
business cycle’ and a government-induced expansion has definite theoretical
implications, though they are not explored in this text.

The same holds for variant interpretations of the post-1933 upturn in the
United States. In the words of Wikipedia, ‘[t]here is no consensus among eco-
nomists regarding the motive force for the U.S. economic expansion that con-
tinued through most of the Roosevelt years (and the 1937 recession that inter-
rupted it). The common view amongmany economists is that Roosevelt’s New
Deal policies either caused or accelerated the recovery’,72 and that the nation
fell back into contraction when the government reduced its stimulus efforts
in 1937. In a well-known article, in contrast, E. Cary Brown argued that fiscal
policy was ‘an unsuccessful recovery device in the thirties – not because it did

69 Burns, ‘Economic Research and the Keynesian Thinking of Our Times’ (1954a), p. 11.
70 Mitchell, Depression Decade: From New Era through New Deal, 1929–1941 (1947), p. 371.
71 Overy, The Nazi Economic Recovery, 1932–1938 (1982), pp. 28–9, 36, 45–6.
72 http://en.wikipedia.org/wiki/Great_Depression#Turning_point_and_recovery (accessed

3/18/13).

http://en.wikipedia.org/wiki/Great_Depression#Turning_point_and_recovery
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not work but because it was not tried’, so that ‘it took themassive expenditures
forced on the nation by the second world war to realize the full potentialities
of fiscal policy’.73

On both the ‘common view’ and Brown’s perspective, shared by a devoted
Keynesian like Alvin Hansen, the stimulus of the 1930s was not great enough to
‘prime the pump’ and return the economy to ‘full-employment equilibrium’.
Interestingly, such a conclusion is also suggested by a third view: Christina
Romer has argued that the high rates of growth during 1933–7 and 1937–42were
due not to fiscal or monetary policy but to the stimulus of an inflow of gold
into the American system from Europe, which lowered interest rates and so
led to increased investment and consumption. Because the GDP growth result-
ing from this stimulus, though numerically large, still led to growth well below
the pre-1929 norm, however, the economy did not return to ‘normal’ – with, for
example, full employment – until the war spending of the early 1940s.74

Like Overy’s analysis of the Nazi recovery, such analyses of the US recov-
ery from the Great Depression, while allowing that governmental interven-
tions can function as an element of the macroeconomic mechanism, distin-
guish between a state of the economy proper, on the one hand, and the effects
of government spending, on the other, even though the difference between
somethingwe could call ‘capitalist growth’ and something else, ‘state spending-
induced growth’, is elided in the Keynes-inspired concept of ‘national income’,
as measured and analysed by such institutions as the BEA and NBER, and the
concept of ‘growth’ lying behind such statements as Burns’s assertion that ‘our
economy has moved steadily forward since 1938’.75 The same issue arises with
regard to the 2009 ‘recovery’: to what extent was this an effect of state-financed
stimulus efforts, and to what extent was it a result of developments in the
private-property economy itself? In the case of a purported 1938 (or 1939) end
to the Great Depression, as in that of the German recovery, the case for govern-
ment spending as the primary causal agent is stronger, since the war brought
a massive transfer of resources from civilian industry to government-funded
war production. But even here, if we are to avoid the confusion of correlation

73 Brown, ‘Fiscal Policy in the Thirties: A Reappraisal’ (1956), pp. 857–79, pp. 863–6, 869.
74 Romer, ‘What Ended the Great Depression?’ (1992), pp. 757–84. And what are we to say

about the fact that ‘[i]n 1946 real GDP declined by 19 percent, the largest single decrease of
the century according to official statistics. Government data indicates a Great Depression
in 1946 while conventional wisdom regards the transition from war to peace as relatively
smooth or even prosperous’ (Bagus, ‘Morgenstern’s Forgotten Contribution’ [2011] p. 552).

75 Burns, ‘Business Cycle Research and the Needs of Our Times’ (1954b), p. 177.
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with causation, characterising the contribution of government spending to the
economy requires a theory explaining the economic turning points on which
the description of the depression is based. The problem is, of course, that this
theory must be accepted on grounds other than the data which it is to be used
to interpret; otherwise it is merely, as Dore puts it, an a priori one.

Prosperity as Depression

The wealth of statistical data analysed by the NBER and similar institutions
are, in other words, in themselves of not much use in understanding the cap-
italist crisis cycle, and may even constitute a factor of confusion. Certainly, to
apply the Marxian conceptual system – framed, let us remember, without the
aid of such data and without themodernmacroeconomic concepts of ‘growth’
and GDP – to this history requires a clear distinction between prosperity or
depression as states of the capitalist system and the phenomena of high, low,
or negative growth chronicled in business and national-income data.

The modern concept of ‘growth’ as change in GDP is a dynamised form of
the ‘appearance’ that ‘[t]he wealth of societies in which the capitalist mode
of production prevails appears as an “immense collection of commodities” …’
The form of wealth historically specific to capitalism is in reality, as Volume I
of Capital demonstrates, capital itself: the control over other people’s labour
materialised sequentially in money, means of production, and produced com-
modities whose sale yields a surplus value. The concept of growth relevant to
such a social system is therefore the accumulation of (industrial) capital: it is
the growth of surplus value-producing capital that constitutes the health of
the system and its slowdown or interruption that is experienced as crisis and
depression.76 This is dimly recognised in the use of the ‘judgmental method’ of
business-cycle analysis alongside tracking changes in per capita GPD, as meas-
ures of ‘industrial production, unemployment, trade and capital flows, and
energy consumption’77 are indirect indicators of the progress of accumulation.
But of course such measures are too indirect, since they do not distinguish

76 It is worthwhile pointing out that an individual national economy can ‘grow’ by appropri-
ating surplus value from other parts of the world, even if it has not produced or accumu-
lated much surplus value domestically; a prime example, well analysed by Tony Norfield
in The City: London and the Global Power of Finance (2016), is the UK.

77 Kose and Terrones, Collapse and Revival: Understanding Global Recessions and Recoveries
(2015), p. 29.
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productive (of surplus value) from unproductive activities, just as changes in
GDP do not reveal the profitability and accumulation of capital in theMarxian
sense.

On the onehand, then, the fact of recurrent economic crisis is apparent even
through the fog of bourgeois theory and the data it structures; on the other,
the analysis of crisis and the changes in its mode of manifestation over time
requires ‘the power of abstraction’. If we start from Marx’s idealised model of
capitalism, it is possible not only to explain the alternation of depression and
prosperity but also to distinguish capitalist prosperity proper, so to speak, from
a condition of growth produced in part by non-productive economic activity.
Since the government (apart from whatever productive resources it controls)
has at its disposal only quantities of surplus value taxed or borrowed from its
original capitalist appropriators, the profits earned by particular enterprises
paid out of public spending represent the reallocation of surplus value already
produced by the system as a whole, so that the valorisation of capital in these
cases is illusory. DuringWorldWar II, for instance,

the American government purchased roughly half of the national prod-
uct. Under these conditions, however, the rate of investment was 2.9 per
cent of gross national product – a rate below that of the depression years,
with the sole exception of 1932, when the rate was 1.5 per cent.78

From the Marxian point of view, therefore, the Great Depression can only be
said to have ended by the late 1940s, when capital accumulation revived in the
US and abroad. Broadus Mitchell comes surprisingly close to this view in say-
ing that ‘in the crucial aspect of a waste of economic resources, human and
physical, the war was, particularly for the United States, a deepening of the
depression’. A state of affairs inwhich thirty-oddmillionpeople laboured inwar
production or in the armed services, he points out, cannot be described as the
prosperity of ‘a normal economy’.79 And indeed the war continued the work,
normally done by a depression, of destroying capital values – and means of
production themselves, thus clearing the way for new, more productive means
of production – rendering credit holdings and other claims on surplus value
null and void, lowering the cost of labour power, and hastening the concentra-
tion and centralisation of capital on an international scale.

78 Mattick, Marx and Keynes (1969), p. 189.
79 Mitchell, Depression Decade (1947), pp. 396–7.
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It is not surprising that a depression of the length and depth of that of
the 1930s, combined with the physical and economic destruction of capital
effected by the world war, led to an exceptionally long prosperity. In Angus
Maddison’s words, ‘The years 1950 to 1973 were a “golden age” ’ which saw ‘a
growth of GDP and GDP per capital on an unprecedented scale in all parts of
the world economy …’80 The exceptional length of the Golden Age was due
also to the continuation into the post-depression period of what had come to
be called Keynesian methods. As Maddison observes, ‘a major feature of the
golden age was the substantial growth in the ratio of governmental spending
to GDP’, which ‘rose from 27 per cent of GDP in OECD countries in 1950 to 37 per
cent in 1973’.81 In most countries this largely involved increases in welfare-state
spending on such matters as social security, education, and healthcare. In the
United States it included sizeable sums spent on war and preparations for war.
In the words of economist Philip A. Klein, writing for the conservative Amer-
ican Enterprise Institute, ‘America’s “longest peacetime expansion” – from 1961
to 1969 – was influenced greatly by the redefinition of the term “peacetime” to
include the Vietnam war and the increase in defence spending from $50 bil-
lion in fiscal year 1965 to $80 billion in fiscal year 1968 …’82 These numbers
were, of course, below the levels of government spending duringWorldWar II
itself, but they show that the capitalist economy proper – the private enter-
prise system –was, even after the profit-restoring effects of a crisis lasting from
1929 to 1945, not by itself able to produce a level of well-being sufficient, in
the eyes of social decision-makers, to achieve a politically desirable level of
social contentment. Thus, for example, when a Republican government, act-
ing on its anti-New Deal, pro-free enterprise ideology, cut defence spending
after the end of the KoreanWar in 1953 without adding offsetting increases in
domestic expenditure, the United States experienced a sharp drop in produc-
tion and a correspondingly sharp increase in unemployment. Despite its initial
wishes, theEisenhower administrationquickly acted to lower interest rates and
increase government spending, including on public works (on the scale of the
interstate highway system) aswell as on directlymilitary projects. In theUnited
States, in fact, political economist Joyce Kolko noted in 1988, ‘roughly half of all
new employment after 1950 was created by state expenditures, and a compar-
able shift occurred in the other OECD nations’.83

80 Maddison, TheWorld Economy in the 20th Century (1989), p. 34.
81 Ibid., p. 69.
82 Klein, Business Cycles in the Postwar World: Some Reflections on Recent Research (1976),

pp. 2–3.
83 Kolko, Restructuring theWorld Economy (1988), p. 19.
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While from the conventional point of view the growing burden of debt, pub-
lic and private, since the war is a problem to be mastered, in Marxian terms
it constitutes a new manifestation of insufficient profitability. Looked at from
the other side, it is the refusal of capitalist governments to allow any post-
war recession to run its course as a full-fledged depression that has prevented
the restoration of the conditions for a full-bore prosperity. Since the economy
remains a ‘mixed’ economy, combining a larger privately-owned sector with
a growing but still smaller state-financed sector, the stagnating capitalist eco-
nomy continues to experience the ups and downs of the business cycle, though
in a dampened form. Even so, the continuing low level of accumulation due
to low profitability produces a susceptibility to moments of severe disruption
such as that experienced in 2008.

We began this discussion, in Chapter 2, with a glance at such a moment
of disruption, the Asian Crisis of 1997–8. It should by now be possible to see
how a plausible explanation of this event can be worked out, on the basis of
Marx’s theoretical model of capitalism, by tracing the appearance of tenden-
cies predicted by that model – such as declining profitability and the growth
of speculation under low-profitability conditions – in empirical phenomena of
a particular period. In the same way, we can see that the Great Recession rep-
resented not a sudden shift in conditions but a deepening of the difficulties of
capital accumulation that had manifested themselves in various forms – stag-
flation, international debt crises, stock market crashes, bank failures, and the
post-1990 depression in Japan – since themid-1970s, when the first major crisis
since the Great Depression was prevented by state action from deepening into
a full depression.84 These are all recognisable as symptoms of an inadequate
level of systemic profitability, which cannot be directly observed or measured
empirically, but which the Marxian theory of capitalism explains. Despite the
intuitions of the NBER Dating Committee, the economic lift provided by stim-

84 In Europe, ‘public expenditure rose from 38 percent [of GDP] in 1967–69 to 46 percent
in 1974–76’, with spending – above all on transfer payments and social programmes –
‘especially rapid in Germany, the Netherlands, Denmark, and Sweden’ (Eichengreen, The
EuropeanEconomy Since 1945: CoordinatedCapitalismandBeyond [2007], p. 271). In Japan,
government spending rose from 19.3 percent of GDP in 1970 to 27.3 percent in 1975 and
32.2 percent in 1980. In the United States, spending increased from $264.8 billion in 1973
to $356.9 billion in 1975 (it had been $40.8 billion in 1950). The financial aspect of the
crisis – the 1974 failure of the Franklin National Bank and the serious difficulty of other
banks –was contained by swift action by the Federal Reserve Bank (seeMinsky, Stabilizing
an Unstable Economy [2008 (1986)], pp. 17–31).
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ulus programmes in 2009, together with the destruction of fictitious capital
values and the forced reorganisation of capital, only marked an episode in a
continuing period of depression.

Marx’s model also casts a grim light on another disturbing phenomenon of
contemporary capitalism – the evident inability of the global ruling class to
stem the global warming that is ineluctably producing a series of catastrophic
events progressively threatening the reproduction of social life. Diminishing
the carbon-dioxide emissions producing climate change would necessitate the
destruction of enormous quantities of capital invested not only in the fossil-
fuel extraction industries but in the generally fossil-fuel-based industrial infra-
structure. This would bring an unprecedented disruption not just of the struc-
ture of capital ownership, with the bankruptcy of some of the world’s largest
corporations, but of the pattern of social reproduction that rests upon this
structure. A social system governed by the imperative of profit production is
not quickly going to sacrifice the basis of its existence, even if this is necessary
to preserve the existence of the world’s major cities, threatened by sea-level
rise before the end of the present century, not to mention the lives of millions
of people due to be displaced or killed by rising water levels, increased heat
and humidity, and failing agriculture. In this we can literally see how capital
accumulation – the expansion of materialised labour-time by the extraction
of surplus-labour – takes practical precedence over all other aspects of social
reality, represented by their absence from the theoretical model. Paradoxically,
Marx’s idealised abstraction clarifies both the concrete peril humanity finds
itself in, and the concrete action required–no less than the abolition of the ‘cell
form’ of capitalist social relations, the production of commodities by waged
labour subordinate to capital – if we are to survive into amore desirable future.
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