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Preface 

This book concerns Marx's theory of the capitalist economy 
and, in particular, its applicability to the study of current 
economic events. Although the subjects about which we have 
written include many which appear to be highly abstract they 
are all ultimately relevant to the analysis of concrete events. 
Indeed, our collaboration on the study of value theory, laws 
of tendency and related concepts grew out of our collabora­
tion on the analysis of the economic events which filled the 
newspapers every day; we found that if we were to go beyond 
Keynesian and other orthodox analyses it was necessary to 
consider the foundations of Marxist analysis. This study took 
place while both authors were engaged in the activities of the 
Conference of Socialist Economists, and since there already 
existed within the CSE a significant body of work concerned 
with the foundations of Marxist economics our work neces­
sarily starts out with that as its raw material. Accordingly this 
book has a dual character as a critical survey of and a 
contribution to the continuing debate. 

We consider that as a contribution to the development of 
Marxist economics this book is particularly important in 
emphasising that in order to analyse concrete events the 
theory of the capitalist mode of production must be de­
veloped through several levels of abstraction until it is ulti­
mately able to grasp the complexities of the concrete. Marx's 
own theory of the capitalist mode in Capital and elsewhere is 
at the highest level of abstraction, but in our view it is the 
indispensable basis for the development of less abstract ana­
lyses. Two aspects of this development are particularly noted 
in this book; the first is the necessity to theorise the periodisa-
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tion of capitalism into stages (for otherwise it is impossible to 
consider either the specific aspects of modern capitalism or 
the history of capitalist societies); the second is the necessity 
to theorise the existence of national states, for at Capital's 
level of abstraction the national state is not a developed 
concept. 

No book on Marxist theory can be easy to read, but we have 
made every effort to write in an accessible style. Our intention 
is that the book should be of interest to and comprehensible 
to anyone, whether economist or not, who has made a study 
of Capital and reached the level of understanding at which 
textbooks such as Ben Fine's Marx's Capital (Macmillan) or 
Paul Sweezy's Theory of Capitalist Development (Monthly 
Review Press) are aimed. 

All material in this book is new rather than being reprints of 
material that has appeared elsewhere. Nevertheless, Chap­
ters 2, 3 and 4 owe much to the fact that we were able to 
develop our ideas at an earlier stage and enter into a discus­
sion of them by publishing them in the SocialistRegister 1976 
and 1977. We are therefore most grateful to the editors, 
Ralph Miliband and John Saville, for publishing and en­
couraging us to write 'Controversial Issues in Marxist 
Economic Theory' and 'Surveying the Foundations' . 

We are very heavily indebted to Gillian Robinson for 
typing the manuscript with great speed and remarkably good 
cheer. Several colleagues have given us assistance and advice 
and we have also benefited from discussions with our students 
at Birkbeck. We thank them all for their help without listing 
them. We must, however, acknowledge with gratitude the 
fact that Judith Shapiro brought to our attention the point 
made in Chapter 3 about the Fundamentalists' erroneous 
interpretation of Marx on Smith. We also wish to thank the 
Warden and Fellows of Nuffield College, Oxford, for the 
facilities and hospitality given to Ben Fine in 1977 when he 
was on sabbaticalleave and working on this book. 

The Index was compiled by Wing Commander Roger F. 
Pemberton, M.C., T.D., to whom we extend our thanks. 

February 1978 BEN FINE 
LAURENCE HARrus 
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1 
Method and the Structure 0/ 
Capital 

1.1 The Circuit of Capital 

In this book we present and intervene in debates between 
Marxists concerning the study of the capitalist mode of pro­
duction (CMP). This mode was the object of Marx's mature 
work (in particular of Capital and Theories 0/ Surplus Value) 
and he brought to bear on it a specifically materialist method 
of study. We take Marx's work as our benchmark in apprais­
ing the debates. This does not mean that Marx's conc1usions 
are incontrovertible, but that subsequent writings must be 
judged in the light of Marx's method. If a particular theory 
(such as the body known as neo-Ricardianism) produces a 
conc1usion in opposition to Marx's, we ask first whether it 
does so by contravening Marx's method and, if it does, we 
attempt to judge whether there are any grounds for thinking 
that the alternative method is in some sense better. 

Because of the significance we attach to Marx's method in 
our criterion we begin the book with this chapter setting out 
its principle features. Such a task is by its nature relatively dry. 
In an attempt to overcome this and to give content to the ideas 
involved -levels of abstraction, mode of production, relations 
of production etc. - we shall illustrate them in terms of the 
industrial circuit of capital. The remainder of this section 
describes this circuit which, precisely because capital is 'the 
all-dominating economic power of bourgeois society', is cen­
tral to Marx's analysis of the CMP. 

Capital is itself a social relation: specifically it is the social 
relation involved in the self-expansion of value, the produc-
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4 Rereading Capital 

tion, appropriation and accumulation of surplus value. Capi­
tal, being self-expanding value, is essentially a process, the 
process of reproducing value and producing new value. In 
other words, capital is value in the process of reproducing 
itself as capital and, being a process, it is in astate of motion. 
The circuit of capital describes this motion and it highlights 
the fact that capital takes different forms in its circuit or 
reproduction process. The social relation which is capital 
successively assumes and relinquishes as clothing the forms of 
money, productive capital and commodities. 

If we begin with money capital, M, this is exchanged for 
commodities, C, part of which consist of physical means of 
production, MP, the value of which is constant capital, C, and 
part of which consist of labour-power, LP, whose value is 
variable capital, V. These elements of production are brought 
together through exchange - the method peculiar to the 
capitalist mode of production - and are set to work under 
capitalist relations of production and at this stage of the 
circuit capital has assumed the form of productive capital. The 
result of the production process is the creation of new com­
modities, C', owned by the capitalist, and in taking this form 
capital becomes commodity capital. The value of these com­
modities is greater than that of the commodity inputs by the 
amount by which the labour performed in the production 
process exceeds the value of labour-power. Consequently, 
the commodities embody surplus value, so that, when they 
are sold for money (i.e. exchanged or realised), capital reas­
sumes the money form, M', but with quantity of money­
capital greater than that with which the circuit began. This 
circuit can be represented as follows: 

M-C~ .. . P ... C'-M' orin circular form 

C' 

\ I 
\ / " ; .... 0" 



Method and the Structure of Capital 5 

where m represents the difference between M' and M. 
Marx divided this circuit into two spheres of activity. The 

activity of setting to work means of production and labour­
power to produce new commodities; that is, the activity 
C(MP, LP) ... P . .. C' on the circuit takes place in the sphere 
of production. The activity of selling the commodities for 
money and buying commodities as inputs, the activity 
C' -M' -C (MP, LP) takes place in the sphere of exchange. 
Although the two spheres are distinguished the circuit of 
capital implies the necessity of their unity, so that capital can 
only be understood in terms of the circuit as a whole. While, at 
the moment, the specific features of this unity appear to be a 
simple division of activity between the production and the 
realisation of surplus value, the unity of the two spheres is 
complex in the process of economic reproduction as a 
whole. 

So far we have only considered the industrial circuit of an 
individual capitalist. But this presupposes the existence of 
other individual circuits, with which capital in the forms of 
money and commodities is exchanged; and it presupposes the 
reproduction of labour-power as a commodity (i.e. the repro­
duction of the dass relations of production), etc. In this light, 
an understanding of the spheres of production and exchange 
is insufficient for understanding the structure of the capitalist 
economy. In addition, Marx intro duces the concept of dis­
tribution. The distribution of values between (and within) 
dasses in the capitalist mode of production is a process which 
encompasses both the spheres of production and exchange 
and it can only be understood in terms of its complex unity 
with production and exchange. 

Marx states this in the Grundrisse. His condusion is 'not 
that production, distribution, exchange and consumption are 
identical, but that they aH form the members of a totality, 
distinctions within a unity. Production predominates not only 
over itself . . . but over the other moments as weH . .. A 
definite production thus determines adefinite consumption, 
distribution and exchange as weH as definite relations between 
these different moments. Admittedly, however, - production is 
itself determined by the other moments .... Mutal interaction 
takes place between the different moments.' Thus, to use 
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language currently in vogue, production, exchange and dis­
tribution are to be seen as members of a structured whole, a 
totality in which production is determinant but the other 
spheres have a relative autonomy and each sphere has an 
effect on each other. This poses the task of exploring the 
relationships between the spheres of economic activity. It is a 
fault common to many of the modem Marxist economists, 
that they are unable to grasp this complex structure as a whole 
and analyse it with a bias of one sort or another emphasising 
one or more of the spheres at the expense of others. Such 
biases cannot be corrected simply by appending the missing 
elements, for these will have been consistently absent from 
the outset and can only be restored by a reconstruction of the 
analysis in its entirety. 

1.2 Method of Abstraction 

We are now in a position to consider what, for Marx, com­
prises the method of science and to illustrate it in terms of the 
circuit of capital. It is weIl known that Marx described science 
as a process of producing knowledge by going behind the 
superficial appearance of things: 'Hut all science would be 
superfluous if the outward appearance and essence of things 
directly coincided.' Hut going behind superficial appearances 
is no simple task. First, the phenomena which lie behind the 
appearances (or the concepts of these phenomena) are not 
simply there waiting to be found. Starting from experience of 
the complex world of appearances and from existing scientific 
and ideological attempts to understand this experience, sci­
ence has the task of producing the concepts appropriate to 
these hidden phenomena. And, second, science does not 
simply remain at the stage of conceptualising the hidden 
essential phenomena; its task is to produce knowledge of how 
they determine and give rise to the phenomena which are 
apparent, observable and conceptualised in everyday experi­
ence. 

These tasks of science are fulfilled in Marx's method. In the 
Grundrisse he describes it as starting from the complexity of 
the superficial world and constructing the most simple, highly 
abstract concepts. From these, with their interrelations and 
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their internal contradictions, increasingly complex concepts 
are developed until the complexity of the world of appear­
ances is reproduced in thought or on the page. The important 
point is that this process is neither purely idealist, existing in 
thought independent of reality, nor arbitrary. Instead, the 
concepts produced and their logical order are in accordance 
with material reality. The process of abstraction can be 
illustrated in terms of the circuit of capital. The concepts of 
the commodity and of money are relatively simple and at a 
high level of abstraction (although not at the same level since 
money is predicated upon the existence of commodities), but 
by developing these concepts and their connections with the 
production and expansion of value the concept of capital is 
produced. Thus capital and its forms such as money-capital 
and commodity-capital are more complex concepts than 
money and commodities as such. And this is true not only at 
the level of ideas but also in reality. In reality the social 
relations involved in capital are not necessary preconditions 
for commodity exchange and money, but these on the other 
hand are necessary preconditions for capitalist social rela­
tions. 

Another example, a particularly important one, of Marx's 
method of abstraction is the division of the circuit of capital 
into spheres. The essential thing ab out the circuit of capital is 
the unity of the spheres of production and exchange: the 
production and realisation of surplus value are essential 
functions of capital, and production and exchange both affect 
each other. But Marx constructs the concept of the circuit as a 
whole by producing the theory of capitalist production while 
abstracting from exchange, and the theory of commodity 
exchange while abstracting from production. 

The last example of the process of abstraction which we 
will consider is the fact that the circuit of industrial capital is, 
itself, a simple concept. The idea of it is developed by 
abstracting from the existence of competition. It is the circuit 
of social capital as a whole considered as capital-in-general. It 
can be conceived as that of an individual capital if the latter is 
considered as simply a 'representative' part of capital-in­
general. But the circuit of an individual capital in fact presup­
poses the existence of other individual circuits with which 
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competitive exchange takes place. The circuit of capital is a 
concept developed by abstracting from this competition. For 
this reason it can be treated in terms of capital-in-general. 
But, having developed the concept, Marx transforms it by 
then producing the concept of competition between capitals 
and integrating it with that of social capital. Again, this 
thought process paralleis those of reality; in reality competi­
tion between capitals is predicated upon the circuit of capital­
in-general (and the circuits of individual capitals in so far as 
these are independent of competition) for without the rela­
tions between capital and labourencompassed by those simple 
circuits competition between capitals cannot exist. Related to 
this is the fact that the spheres of production and exchange 
are, even when integrated, relatively simple concepts which 
exist in abstraction from distribution. On the basis of these 
spheres (and with competition between capital and labour, 
and between capitals) distribution of values between and 
within c1asses is analysed. 

1.3 Determination by Production 

In Marx's economic analysis his propositions are dominated 
by a major idea, that the sphere of production is fundamental 
to the economy as a whole: 

not that production, distribution, exchange and consump­
tion are identical, but that they all form the members of a 
totality, distinctions within a unity. Production predomi­
nates not only over itself ... but over the other moments as 
weIl. ... Adefinite production determines adefinite con­
sumption, distribution and exchange as well as definite 
relations between these different moments. 

This is an extremely controversial idea; its validity is denied 
implicitly in many economic theories and is explicitly ques­
tioned by, for example, HQdgson (1977). To understand it is 
fundamental to an understanding of Marx's method of ab­
straction. For the very concept of production as such, as a 
moment of the circuit of capital, can only be understood as 
production in abstraction from exchange and distribution (for 
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production articu1ated with these other spheres is the whole 
circuit rather than one of its moments). 

In order to understand the simple concept of the sphere of 
production it must be understood that 'abstracting from 
exchange and distribution' is not the same as 'ignoring ex­
change and distribution', nor as assuming that they do not 
exist. On the contrary, the precondition for capitalistproduc­
tion is that commodities are produced for exchange and that 
distribution is based upon wage labour. But in conceptualis­
ing capitalist production as such Marx is concemed with the 
production process in circumstances where only the most 
eiementary type of exchange (exchange between workers and 
capitalists) exists and where this exchange proceeds smoothly 
(without, for example, realisation crises). Similarly, only the 
most elementary distribution relations (wages equal to the 
value of labour-power) are assumed to exist in the analysis of 
production. 

With the concept of the sphere of production c1arified, it 
becomes necessary to c1arify the meaning of determination by 
the sphere of production. Marx makes c1ear that there is not a 
simple one way causal relationship from production to ex­
change and distribution: 'Admittedly, however, ... produc­
tion is itself determined by the other moments.' Bach sphere 
affects the other, but production in a basic sense determines 
the whole economic process. But what is meant by 'in a basic 
sense determines' or 'ultimately predominates'? A weak 
interpretation is that without production there can be no 
exchange or distribution, but such a statement is hardly 
controversial. A stronger interpretation is that on the basis of 
particular relations of production arise particular modes of 
exchange and distribution. 

This interpretation is the basis of our defence of value 
analysis (Fine and Harris (1977)) and we return to it below 
(Chapter 2). The point is that because the abstraction called 
the sphere of production explicitly considers exchange only in 
the simple form of worker/capitalist intercourse, it deals with 
the struggle of the two great c1asses uncomplicated by strug­
gle between capitalists themselves (which would have to be 
introduced if we were to consider fuU competitive exchange) 
or the struggles of other c1asses, fractions, or strata. And this 
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antagonistic relation between capital and labour, at the centre 
of the sphere of production, is what differentiates the capital­
ist from other modes of production. On the basis of these 
particularly capitalist relations of production, and hence on 
the basis of the production of surplus value, arise specifically 
capitalist relations of exchange and distribution. Equalisation 
of the rate of profit, for example, is a distributionallaw which 
for Marx has no meaning unless surplus value is produced (in 
the sphere of production) and transformed into profit (in the 
sphere of exchange). In this example it is clearly seen that the 
existence of specifically capitalist exchange and distribution 
relations is based on the capitalist relations of production 
which, in the antagonism between labour and capital, ensure 
the production of surplus value. The example, however, begs 
a question: why argue that the surplus which is produced 
takes the form of surplus value rather than directly taking the 
form of profit so that exchange and distribution are not 
treated as dependent on production but conterminous with 
it? We consider that question, as posed by Hodgson (1977), 
below (Chapter 2). 

To say that specifically capitalist forms of exchange and 
distribution are based on the existence of capitalist relations 
of production is, however, not as strong as saying that the 
history of these spheres is determined by the his tory of 
production. But this strong statement, that the ups and downs 
and convolutions of the economy are determined by produc­
tion even though they may manifest themselves in the spheres 
of exchange (a change in effective demand) or distribution (a 
change in the rate of profit), is what Marx is saying when he 
refers to determination by production. The quotation above 
(p. 5) indicates that exchange and distribution have in Marx's 
view an effect on production: a decline in effective demand 
resulting from the collapse of the credit system and originat­
ing, therefore, in the sphere of exchange can cause a crisis in 
production, as could a decline in industrial capital's profit rate 
which for some arbitrary reason originates in the sphere of 
distribution. But Marx's proposition is that such occurrences 
are not basic to capitalist laws of development; instead, 
conditions in the sphere of production determine develop­
ments and even if a crisis, for example, first manifests 
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itself in a decline in demand or a decline in profit this is 
generally a consequence of developments in the production of 
value and surplus value. Again, this is something that can only 
be understood on the basis of Marx's method of abstraction, 
for it is only by separating developments in exchange and 
distribution from those in production that the dependence of 
the former on the latter can be theorised and understood. We 
shall return to this later in the context of the law of the 
tendency of the rate of profit to fall (Chapter 4). 

There are then, two hierarchical structures. One is the 
hierarchy of concepts produced in thought in the movement 
from the simple to the complex, from high to low levels of 
abstraction. The other is the hierarchy of reality, the real 
relationships of determination between real phenomena. The 
two hierarchies do not directly correspond in any simple 
manner but there is adefinite and necessary relation between 
them. The absence of a simple correspondence is illustrated 
by the fact that although in reality the behaviour of commodi­
ty exchange and money is determined by capital accumula­
tion, in the hierarchy of concepts Marx has to analyse first 
commodities and money (and then transform the concepts on 
the basis of the concept of capital). The existence of a 
necessary relation between the two hierarchies is given from 
the fact that the hierarchy of levels of abstraction of concepts 
is not arbitrary. As well as being a theory of reality it is 
simultaneously a product of that theory and therefore has a 
definite relation to the reality which is being analysed. This 
does not provide a guarantee of the 'truth' of the theory, but 
at the same time it precludes the relativist idea that any 
hierarchy of concepts is as good as any other. The hierarchy of 
determination in reality is conceived as one where production 
is determinant, but for Marx this is not only the conclusion of 
the analysis but also its starting-point (that is, the relation of 
concepts is not only the theory but also the product of the 
theory). As Marx makes clear at the beginning of his famous 
statement of the materialist conception of history (in the 
Pre/ace to a Contribution to a Critique 0/ Political Economy) 
determination by production is: 'The general conclusion at 
which I arrived and ... once reached, continued to serve as 
the leading thread in my studies.' This principle of determina-
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tion by production is treated as a general principle of history, 
but the exact manner of its operation is specific for each mode 
of production. Each mode has a specific structure of relations 
between production, distribution and exchange. Moreover 
exactly what comprises each of these moments of economic 
reproduction cannot be defined as general concepts but only 
as specific to particular modes. As one example exchange 
consists of market relations in some modes but not others. As 
another, sexual reproduction can comprise production in a 
slave mode but not under capitalism. It is worth noting that 
this specificity of the concepts and real categories prec1udes 
the possibility of a general theory of modes of production 
such as that which Balibar, in Althusser and Balibar (1970), 
attempts. For him one mode differs from another simply in 
terms of the way that universal categories (labourer, non­
labourer and means of production) are combined, but this 
ignores the specificity to each mode of the categories of 
phenomena which exist within it. 

1.4 Mode of Productiou aud Social Formation 

When we say, as we do at the beginning of this chapter, 
that the debates we are surveying concern the capitalist 
mode of production we raise the question of what is meant 
by the CMP or by a mode of production whether capita­
list or not. This problem is an aspect of the method of 
abstraction. 

Marx uses the concept of mode of production in several 
senses, sometimes referring specifically to production, some­
times to the economic process as a whole, and sometimes to 
all social relations which inc1ude political and ideological as 
well as economic relations. Following Althusser and Balibar 
(1970) and Poulantzas (1973) we adopt the last, all­
embracing, concept of a mode of production. But however 
narrow or all-embracing the concept, the important thing is 
that Marx produced it as a highly abstract concept. The 
society in which we live is not itself a mode of production nor 
is it reproduced in all its complexity in the concept of the 
mode of production. Instead, the concept of the society in 
which we actually live is that of a particular social formation 
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such as 'Britain in 1978' while the CMP is a concept which is 
more general and more abstract. 

The CMP is defined by forces of production (techniques) 
and relations of production and an articulation between the 
two all of which are specific to capital. The articulation 
between forces and relations is such that the relations of 
production are determinant. In particular, in the CMP in a 
mature stage of development the forces of production are 
characterised by machine production and, corresponding to 
this, the relations bythe real subordination of labour to capital 
(on which see Brighton Labour Process Group (1977) and 
Capital, vol. I, appendix (1976)). The relations ofproduction 
in the CMP are characterised by the distribution and control 
of means of production such that the owners of the means of 
production and of the product of labour are the non-workers 
while workers own only the commodity labour-power. On the 
basis of these concepts the CMP is theorised by Marx and 
knowledge of its laws of development is produced. But the 
CMP is not the same as the British sodal formation (or world 
or any other sodal formation) and its laws of development are 
not the same as British history. Two facts are suffident to 
make this clear. First, the CMP is a theory of the relations 
between two classes, the bourgeoisie and proletariat (the 
supports of capital and labour), whereas sodal formations 
have within them other classes as weIl; the petty-bourgeoisie 
and peasantry for example. Second, the history of a sodal 
formation unfolds over adefinite scale of chronological time 
and with adefinite sequence which varies from one capitalist 
sodal formation to another, whereas the laws of development 
of the CMP are not related to any time scale and are universal. 
It should, however, be noted that the concept of a mode of 
production is a subject of debate. The most systematic 
critidsm of the concept has come from Hindess and Hirst 
(1977) and Cutler, Hindess, Hirst and Hussain (1977) 
(1978). We shall not enter into that debate here, but see 
Harris (1978). 

If the idea of a sodal formation is more complex than the 
simple, highly abstract idea of a mode of production we have 
to specify the relationship between the two. Althusser (1969) 
and Althusser and Balibar (1970) argue that any particular 
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sodal formation is the articulation of different modes of 
production. Twentieth-century France, for example, is a for­
mation in which the CMP is dominant but there are also other 
modes of production comprised within this sodal formation 
as witnessed by the existence of the peasantry, a c1ass which 
has no role in the CMP itself. A sodal formation, therefore, is 
in this conception a whole sodal entity which is the product of 
several mo des of production, more fundamental sodal 
wholes, articulated with each other. A capitalist sodal forma­
tion is one which is the product of the CMP dominating the 
other constituent modes. It should be emphasised that in 
thinking of sodal formations as being produced by the articl1-
lation of different modes of production we do not mean that 
they are simply different modes stacked on to each other. 
Instead, as Poulantzas (1975) argues, sodal formations are 
the conditions of existence of their constituent modes of 
production. It should also be noted that although it is com­
mon to identify a sodal formation with a 'nation' or national 
state this is incorrect. A sodal formation may be a set of 
national sodal formations (even the world) or may be smaller 
than anational state. 

In this book we concentrate on the analysis of the capitalist 
mode 01 production rather than particular sodal formations. It 
will be seen, however (Chapters 7, 8, 9), that this does not 
restriet analysis to a static, formalistic type of concept where 
nothing can be said about variations in the forms which exist; 
the fractionalisation of c1asses, the development of credit 
structures, the forms of state and so on. On the contrary, the 
periodisation of the capitalist mode of production forces and 
enables Marxists to understand these. 

Although we distinguish between modes ofproduction and 
sodal formations, one being a concept at a higher level of 
abstraction than the other, we consider that it is wrong to 
consider either as a uniquely defined concept of a sodal 
whole. That is, it is wrong to counterpose to each other just 
two levels of abstraction, one pertaining to the mode and the 
other to the sodal formation, as do Althusser and Poulantzas. 
Instead of being forced by jumping from one very high level 
of abstraction to one low level, the concept of concrete sodal 
formations is to be produced by proceeding from the most 
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highly abstract to a succession of less abstract concepts until 
the concept of concrete social formations is produced. For 
example, the most abstract concept of the capitalist mode of 
production abstracts from the existence of nations and na­
tional states, but to produce on the basis of it the concept of 
the nation and national state still leaves us with a relatively 
abstract concept of the social whole; it remains a concept of 
the mode of production and is only one sm all step further 
toward the concept of the concrete social formation (Britain 
in the 1970s for example). 

1.5 The Structure of Capital 

No understanding of Marx's economics and no appraisalof 
modern Marxist writing is possible without an understanding 
of Capital. For this purpose it is essential to conclude this 
chapter by presenting the structure of the book and showing 
how it is related both to Marx's method of abstraction and to 
the hierarchical structure of the capitalist economy. For the 
structure of the book is neither arbitrary nor simple; it is an 
articulation of two structures, one of abstraction determined 
by the necessity of constructing increasingly complex con­
cepts from the most abstract ones, the other of determination 
dictated by what in Marx's theory are the fundamental and 
what the dependent spheres of the economy. The structure 
which depends on the hierarchical nature of the economy is 
indicated in the titles of the volumes. Volume I, Capitalist 
Production, is concerned with the processes in the sphere of 
production. Volume II, The Process 01 Circulation 01 Capital 
analyses the sphere of exchange in its relation to production. 
It is therefore concerned with the circulation of capital be­
tween the two spheres. Because production is the determin­
ant sphere, it is necessary that it be analysed before the 
interrelation of exchange and production is reached in vol­
urne H. Volume III, Capitalist Production as a Whole, is 
concerned with the distribution that has its basis in the 
integrated spheres of production and exchange. Although 
this structure is indicated in the titles of the three volumes, the 
actual structure of Capital corresponding to the structure of 
the economy is somewhat less schematic. The first point is 
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that even in volume I exchange is present, but it is only 
present to the extent that is necessary for the existence of 
specifically capitalist production. That is, exchange of com­
modities between the capitalist dass as a whole (the agents of 
capital-in-general) and the whole working dass (agents of 
labour) is introduced in volume I in considering the process of 
production. Exchange between capitalists (capitals) them­
selves is not introduced until volume 11 (the reproduction 
schema) and then more fully developed in volume III. The 
second point is that distribution relations are present in 
volumes I and 11, but only to the limited extent that they can be 
developed without the full development of exchange rela­
tions (inter-capitalist exchange) in volume III. For example, 
in volume I we have a discussion of the cydical changes in the 
value of wages but this, far from being a full theory of 
distribution, is all that can be done when only the exchanges 
between the working dass and bourgeoisie are present. This 
procedure for studying exchange and distribution incom­
pletely at first and subsequently in developed form accords 
with Marx's view of the real structure of the economy; 
inter-capitalist exchange and the distribution of profit, inter­
est, etc., between capitalists is in reality dependent upon the 
sphere of production and the exchanges between capital as a 
whole and labour. 

The structure which is based on Marx's method of abstrac­
tion and the process of producing successively more complex 
concepts is related to but distinct from the structure just 
considered. For example, the concept of capital itself is 
successively re-produced and transformed in Capitaluntil the 
unity of its three articulated spheres, production, exchange 
and distribution is produced as a complex concept. Moreover, 
even though capital is 'the all-dominating economic power of 
bourgeois society' even the most simple abstract concept of it 
is not the proper starting place for Marx. Capital is not 
introduced until Chapter 4. He starts with the much simpler 
abstract categories of the commodity and (derived from it) 
money - thereby introducing the general concept of exchange 
before production - and from these he produces the concept 
of capital. A second example of the increasing complexity of 
concepts is the development and presentation of increasingly 
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complex concepts of inter-capitalist competition. Marx, in 
fact, introduces a concept of competition in volume I although 
that volume is essentially concemed with capital-in-general, 
rather than many-capitals in competition. There we find the 
analysis of competition between different capitals within one 
industry for this can be considered without the idea of ex­
change between capitalists. The fully developed idea of com­
petition between industrial capitals is, however, not intro­
duced until volume m, and there the concept is transformed 
into that of competition between capitals in different indus­
tries so as to equalise the rate of profit and form the general 
profit rate. Finally, on the basis of the concept of the general 
rate of profit, those of interest, merchant's profit and rent are 
developed by analysing the most complex form of competi­
tion, that which embraces competition between different 
fractions of the bourgeoisie (industrial, merchant and finan­
cial capitalists) and also the landlord c1ass. A third and most 
important example of the increasing complexity of concepts 
as Capital unfolds, is the concept of value. At first in volumes I 
and 11 it is treated by abstracting from the quantitative 
divergence between value and exchange value but in volume 
m it is transformed into the concept of price of production 
(modified value) which is a qualitatively distinct and quan­
titatively different form of value. It is qualitatively distinct in 
that it is more complex. The significance of this particular 
concept, and the errors of one common interpretation of 
value that occur precisely because it falls to comprehend the 
process of abstraction, are explained below (Chapter 2). 

Quite apart from the structure of Capital there remains the 
question of its object. It is the theory of the economic level in 
the capitalist mode of production. But that statement requires 
elaboration. By mode of production we mean, as explained 
above, a social whole constituting distinct but unified politi­
cal, ideological and economic levels. Most important, we 
mean a highly abstract concept. Therefore Marx is not pres­
enting the theory of a particular society, Britain or Europe in 
the mid-nineteenth century, but of the general laws which 
underlie and determine the economic process in all capitalist 
social formations (even though the forms in which the effects 
of these laws make their appearance differ from one social 
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formation to another and, as we explain below (Chapters 7,8, 
9), from one stage of capitalism to another). The fact that 
Capital is concemed with this highly abstract concept is not 
invalidated by the inc1usion in it of data and historical studies 
relating to the concrete phenomena of Britain and other 
social formations, for these serve the function of illustration 
alone. That Marx is not dealing with the whole of the CMP, 
but only with its economic level is important. It means that 
Capital does not contain the theory of politics nor of ideology. 
Nevertheless, there is discussion of the capitalist state in the 
passages on the Factory Acts and Marx does theorise the role 
of the state in the process of capitalism's birth. This, however, 
is not evidence of a theory of politics (for the state is not itself 
politics and is, in any case, not fully considered). And there is 
extensive discussion of ideology throughout Capital (espe­
cially the discussion of commodity fetishism) and in Theories 
0/ Surplus Value. But this is not present as a general theory of 
ideology in the capitalist mode; it concems only ideological 
conceptions of the economy. Its function instead is to locate 
Marx's science of the economy with respect to the 'raw 
materials' which Marx appropriated at the outset and trans­
formed in his critique of political economy. 

1.6 Poles of Controversy 

In relation to the structure of Capital and its concept of the 
capitalist economy it is now possible to survey the debates of 
Marxist political economy in a critical fashion. For the con­
tributions to the debates are themselves orientated towards 
an interpretation of these structures. In the case of the 
structure of Capital, this is often direct and explicit with 
attempts at on the one hand affirmation and regurgitation or 
on the other criticism and reconstruction of Marx's analysis. 
In interpreting the structure of the capitalist economy, how­
ever, the contributions have been less conscious of the impli­
cations of their analyses, but these are, nevertheless, c1early 
defined. The protagonists in the debates can be c1assified into 
two schools of thought, neo-Ricardian and Fundamentalist 
(sometimes called capital-Iogicians), with some writers falling 
in between. 
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For neo-Ricardians all analysis of the capitalist economy 
takes place in the spheres of exchange and distribution. Since 
both are only examined in isolation from the sphere of 
production the result is the antithesis of Marx's analysis, for 
the latter emphasises the dependence of exchange and dis­
tribution on production and the impossibility of understand­
ing capital except in the complex unity of the three spheres. 
Some neo-Ricardian writings do consider such things as 
changes in technique which should fall within the sphere of 
production. But even here the determinants are taken to be 
wage rates and profits which are exchange-based distribu­
tional categories. Moreover, and related to this one­
sidedness, neo-Ricardians develop their conc1usions only in 
terms of categories such as prices of production and market 
prices which exist at a relatively low level of abstraction. The 
ultimate theoretical justification for this approach is found in 
neo-Ricardianism's treatment of the transformation problem 
which Marx attempted (and failed adequately) to solve in 
volume III of Capital. Neo-Ricardians see the problem as one 
of deriving commodities' prices of production from the labour 
embodied in them and, conc1uding that prices of production 
can be quantified direct1y without quantifying values, they 
consider value theory to be an irrelevant diversion. Con­
comitantly, analysis of the sphere of production in abstrac­
tion, for which value theory is necessary, is rejected. From 
this follows a rejection by neo-Ricardians of Marx's distinc­
tion between productive and unproductive labour, for the 
distinction between these categories is central to Marx's 
concept of the fundamental determining role of the sphere of 
production and it is only relevant within a view which takes as 
central the relations between the three spheres. There follows 
their conc1usion that economic crises are to be explained 
solely in terms of c1ass struggle over distribution in the sphere 
of exchange (but there is also an implicit denial of the concept 
of economic c1ass struggle and economic crises as such and an 
identification of economic activity with political activity). 

For Fundamentalists, the sphere of production is determin­
ant. Indeed, it is the only sphere of economic activity that they 
analyse in a consistent manner. In doing so the Fundamental­
ists emphasize the significance of value theory, assert that the 
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eonc1usions drawn by neo-Rieardianism from the transfor­
mation problem are invalid, eonsider important the distine­
tion between produetive and unproduetive labour and loeate 
the souree of erises in the tendeney of the rate of profit to fall. 
The souree of this tendeney is itself loeated in the nature of 
eapital-in-general and it is treated as the development of 
eapital's eontradietions with the fundamental eontradiction 
loeated in the sphere of produetion. 

An understanding of the positions taken by these two 
sehools and by the several writers who are identified neither 
with one nor the other, ean only be gained by examining the 
specifie issues over whieh debates have taken plaee. We make 
a heuristic division between the issues. In Chapters 2 and 3 we 
examine the essentially 'static' issues of the transformation 
problem and the produetive/unproductive labour distinetion. 
These bring to the fore the differences over the signifieance of 
the coneept of value, over the relationship between values 
and prices of produetion, and over the relationship between 
production, exchange and circulation. In Chapters 4 and 5 we 
show how these differenees are refleeted in differenees over 
'dynamic' issues, the eeonomic laws of motion of capitalism. 
We examine the disputes over the law of the tendeney of the 
rate of profit to fall and over the coneept of erises. In Part I we 
examine capitalist eeonomie reproduetion in abstraetion from 
social reproduetion in general (i.e. political and ideologieal 
relations). This pos es the problem of the relationship be­
tween eeonomie and social reproduetion, itself a eontrover­
sial issue of Marxist political eeonomy that has been debated 
in the context of the role of the state in eapitalist society. We 
eonsider these issues in Part II, subsequently loeating the 
analysis in terms of the reproduetion of the world economy 
and eontributions to an understanding of imperialism. 



2 
Value, Price and the 
Transformation Problem 

2.1 The Transformation Problem 

At the centre of controversies in Marxist economics has been 
the so-called transformation problem. Disagreements over its 
nature and its 'solution' have wide implications, for each 
treatment of the transformation problem contains a different 
understanding of Marxist method. These differences in 
method have to be recognised since, not surprisingly, they are 
the source of further theoretical differences which at first 
appear to bear little or no direct relation to the transforma­
tion problem as such. 

The transformation problem appears to have as its object 
the transformation of values into prices of production. How­
ever, the idea of a 'transformation' has a twofold nature and 
this is the source of much dispute. On the one hand transfor­
mation can be a purely quantitative process, deriving the 
numericallevels (or ratios) of prices of production by solving 
a set of simultaneous equations. On the other hand, transfor­
mation me ans a qualitative difference and relationship be­
tween value and price of production. Marx, as Baumol (1974) 
shows, was undoubtedly concerned with both these aspects of 
transformation, with the qualitative aspect being uppermost, 
whereas modern neo-Ricardian writers are, as we shall see, 
exc1usively concemed with the quantative aspect: it is a 
solution based on the capitalist principle of distribution. In 
volumes I and 11 are produced the categories of society's total 
surplus value, S, and total capital advanced, C+ V, measured 
as values. The ratio of these categories in the form S/C+ V=r 
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is the whole of capital's rate of profit expressed in value terms. 
As such, however, the expression relates to the existence of 
total social capital as capital-in-general, that is rather than as 
many-capitals in competition with each other. Marx's trans­
formation, though, is and must be located in the context of 
many capitals in competition; it is an aspect of the problem of 
how surplus value is distributed between capitals in competi­
tion. This problem is resolved by adopting the principle of 
distribution which exists as a tendency in reality (and which is 
recognised both by Classical and neo-Classical economics as 
weIl), the principle that competing capitals receive an equal 
rate of profit on capital advanced. Taking it for granted for 
the moment that profit is a form of surplus value, this implies 
that capitalists receive a share of total surplus value propor­
tional to the capital they have advanced. 

Marx argued, wrongly, that the rate of profit received by 
each capital was equal to r, the value rate of profit: total 
surplus value as a percentage of capital as a whole expressed 
in values. Despite the error of that argument, theprinciple of 
distribution at once provides a numerical solution to the 
transformation problem, a statement of the quantitative rela­
tionship between value and price of production. 

This can be seen as folIows. Suppose social capital com­
prises two individual capitals of equal value (100). They must, 
according to the principle of distribution appropriate an equal 
quantity of surplus value of rX 100. The amount each appro­
priates, however, does not in general equal the amount of 
surplus value produced by each. If they use constant and 
variable capital in different ratios (say 60:40 and 40:60 
respectively) then each capital produces a different quantity 
of surplus value. With a rate of exploitation, s/v, of 100 per 
cent for example, then the capitals individually produce 
40 and 60 surplus value. This means that the average 
rate of profit in value terms is r=50 per cent 
(=40+60/60+40+40+60) and, by Marx's principle of dis­
tribution, each capital would appropriate 50 surplus value. 
This, however, is incompatible with the exchange of com­
modities at their values so that if the principle of distribution 
is to hold they must exchange at prices of production which 
differ from values. The values of the commodities are respec-
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tively 140 (=60c+40v+40s) and 160 (=40c+60v+60s); 
since c+v in each case equals 100, then, if the commodities 
exchanged at therr values, the (value) rate of profit in one 
industry would be 40 per cent and in the other 60 per cent. 
This would contravene the principle of distribution. For the 
principle to hold the commodities must exchange, according 
to Marx, at prices of production or modified values defined by 
marking up each cost of production (c+v) by r. In the present 
example each commodity would have the same price of 
production, 150. 

The errorin Marx's quantitative transformation (one aspect 
of which is the idea that the equalised rate of profit equals r, 
the value rate of total social capital considered as capital-in­
general) together with the strength of bis approach can only be 
understood in relation to the qualitative aspect of the trans­
formation. In volumes I and 11 production and then produc­
tion and exchange are considered in abstraction from dis­
tribution. The equalisation-of-profit-rate principle is ab­
stracted from because distribution between competing capi­
tals in different industries is not introduced. Thus, the relev­
ant concepts are values, surplus value, and the value rate of 
profit. In volume III, however, the preceding analysis of 
production and exchange is integrated with the theory of 
distribution between capitals; competing capitals and the 
principle of distribution are considered in full. This integra­
tion means that the concepts must be transformed; values into 
prices of production (or modified values), surplus value into 
profit (or modified surplus value), and the value rate of profit 
into the price of production (or modified value) rate of profit. 
Significantly, Marx's treatment of these transformations (in 
particular in the formation and equalisation of the general 
rate of profit) is conducted on the basis of social capital in 
existence as many capitals in competition with each other (see 
Rosdolsky (1977)). Forotherwise, the rate ofprofitcouldnot 
be formed except as an ideal abstraction derived from pro­
duction (i.e. the value rate of profit as defined by total social 
capital as capital-in-general). At times Marx does argue as if 
the general rate of profit can be constructed from total social 
capital as capital-in-general, but this is only when he consi­
ders (incorrectly) its quantitative formation. In general, it is 
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formed qualitatively in the context of many-capitals in com­
petition, as an averaging rather than aggregate process. Thus, 
Marx's theory consists of the proposition that this transfor­
mation is not an arbitrary, purely mental operation, but 
paralleis the relations of determination which exist in reality. 
In other words, in reality surplus value is produced but it 
never appears as such; it appears as profit. Values appear as 
prices of production (if we abstract from the difference 
between market prices and prices of production) and these, as 
we have seen, are formed through competition according to 
the principle of distribution. They are values modified 
according to that principle. 

Thus Marx's t(ansformation is the production of new con­
cepts in integrating the spheres of production, exchange, and 
distribution; its 'solution' involves an analysis of the complex 
unity of production, exchange, and distribution. Any treat­
ment of it that fails to recognise this is bound to be one-sided 
and incomplete. This gives us a framework in which to analyse 
Marx's 'solution' to the transformation problem and more 
recent ones. 

The great virtue of Marx's treatment is that it is not 
one-sided; it does not neglect one or another of production, 
exchange, or distribution in their unity. Nevertheless, Marx 
does make an inadequate integration of exchange with pro­
duction and distribution. The integration can be located in 
terms of the circuit of capital. Examining the sphere of 
production C ... p . . . C' in abstraction, values and surplus 
value are, for Marx, the appropriate concepts. But as capital 
moves out of that sphere into the sphere of exchange 
(C'-M'-C) with which it is integrated together with the 
distribution sphere, values (c+v+s) are transformed into 
prices of production (c+ v) (1 + r). In all this, however, capital 
advanced is treated as untransformed values; c and v are in 
terms of values rather than prices of production. It is this 
which is inadequate. For it implies that capital assumes the 
price relation as it comes out of the sphere of production, that 
it enters the sphere of production as unmodified values, and 
that it does so by magic. For no consideration is given to the 
question of how the prices of production are transformed 
back into values as capital re-enters the sphere of production 
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from exchange. In fact, as Marx recognised but did not work 
out, as long as we are at the level of abstraction which 
explicitly involves distribution we should not attempt to 
consider the transformation of prices of production back into 
values at the end of (C'-M'-C). Instead, we should work 
only with prices of production so that capital advanced is 
(e' +v') rather than (e+v) at every point in the circuit of 
capital: the former is capital expressed in prices of produc­
tion, the latter is capital expressed in values. 'Ibis can be put in 
another way. When commodity-capital is realised (in the 
movement C' - M '), surplus value is redistributed among 
capitalists and is not appropriated quantitatively in exchange 
according to the individual processes by which it is created in 
production. Such is the consequence of differing individual 
ratios of constant to variable capital. But the redistribution of 
surplus value between individual capitalists also takes place 
when capital is advanced to purchase me ans of production (in 
the movemeIit M-C (LP/MP) by which the form of pro­
ductive capital is reproduced. As in the movement C' - M', 
this foIlows from the exchange of commodities at their prices 
of production as opposed to their values. It is the movement 
C - M' that Marx emphasises at the expense of the move­
ment M-C, and it leads to certain errors to which we return 
below. This Marx recognises, for he observes that the value of 
capital advanced may diverge from the price of produc­
tion of that capital, but he makes no effort to correct his 
discrepancy. 

This omission on Marx's part has bred considerable con­
troversy. It has led the neo-Ricardian school to reject value 
analysis altogether (see, for example, articles by Hodgson and 
Steedman). As we shaIl see this is not simply a conclusion of 
their theory but also their very starting-point. For neo­
Ricardianism bases its analysis on the technical relations of 
production. These comprise the physical and labour inputs 
necessary to produce any given set of commodities. For 
example, to produce a given commodity, quantities Xl, X2, ••• 

XII of certain raw materials (physical me ans of production) 
may be necessary as weIl as a quantity t of labour-time (not 
labour-power). Now if we impose on these technical condi­
tions of production a system of exchange relations, in which 
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every input has a price, then the cost of producing the 
commodity in question is simply 

where pi, Pz ... , Pi ... , pn are the prices of the first, 
second, ... , ith, ... inputs and w is the wage-payment. In so 
far as this cost is less than the price of the commodity 
produced, there is room for profit, and this implies the 
existence of a rate of profit on costs advanced so that 

where pis the price of the commodity and r' the price rate 
of profit. Clearly r I is a different concept from r, the value rate 
of profit. Later we shall see that it is also numerically dif­
ferent. 

If we assurne that the economy is competitive in the sense 
that the price paid for any input (induding labour) is the same 
for any purchaser and that the rate of profit is the same for the 
production of any output, then it follows that we can write 
down similar equations as the one above for every commodi­
ty. That is, the price of a commodity is determined by marking 
up costs of production since each input in the economy 
(except labour) is considered to be the output of some 
production process. This means that our technical relations of 
production generate a system of simultaneous equations. In 
these, prices in the economy are related to the wage rate and 
the profit rate. It is the solution of this set of equations which 
has been the major theoretical object of the neo-Ricardian 
school. 

What they can show is that prices can be eliminated from 
the equations to leave an inverse relationship between the 
level of wages and the rate of profit. This is hardly a surprising 
result and corresponds to the inverse relationship between 
the value of labour-power and the value rate of profit, when 
everything else is held constant. It leads neo-Ricardians to 
conclude that distribution (in particular the rate of profit) in 
capitalist society is equally determined by economic dass 
struggle for higher wages and the ability of productivity 
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increases (Le. development of the technical relations of pro­
duction) to provide for higher wages (Gough (1975». 

This conclusion is deceptively appealing. Indeed, it has an 
air of tautology about it. It is reinforced by what is considered 
to be a devastating critique of the errors in Marx's transfor­
mation. There are two which are held up as being irredeema­
ble. The first is that Marx, as we have seen, formulated the 
principle of distribution in terms of equalisation of each 
industry's rate of profit to the value rate of profit, r, on capital 
in general. Because of this Marx derives prices of production 
by marking costs up by (1 + r), believing this equivalent to 
(1 + r '). The neo-Ricardians easily show that this equivalence 
is not valid. The price of production rate of profit, r' , depends 
only upon the technical relations of production and the wage 
rate. Specifically it does not depend on the allocation of 
capital between industries (the sectoral composition of out­
put). The value rate of profit, however, does depend on the 
allocation of capital. This rate is expressed. as 
r=S/C+ V=(S/V)/(C/V+1). Since C, V, S, SN, C/V are 
aggregate values, C/V is the weighted sum, the average, of 
each industry's ratio of C/V. If, given S/V, capital moves from 
one industry to another with a different ratio of c to v the 
average ratio C/V will change and so will r (unless S/V is 
zero). This shows that rcannot equal r' exceptbychance, by a 
fortuitous allocation of capital, and Marx was mistaken to 
assurne equivalence. The second error which the neo­
Ricardians take as damning is the inadequacy we have al­
ready examined. Capitalists have to buy labour-power and 
means of production on the basis of prices of production (as 
weIl as seIl commodities on this basis). Therefore capital 
advanced is (C' + V') rather than (C+ V) and the prices of the 
produced commodities should be calculated as (c' + v') 
(1 +r') rather than (c+v) (1 +r). 

The neo-Ricardian critique of Marx's 'errors' in his trans­
formation, however, is not the main element in their critique. 
Much more fundamental, apparently devastating in fact, is 
their proposition that even if these 'errors' were corrected 
Marx's transformation is wrong in the sense that it is unneces­
sary: the theoretical framework in which Marx poses the 
transformation problem is wrong. Marx's transformation is 
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superfluous because prices of production and the related 
concepts of profit can be obtained without any reference to 
value or surplus value at all. It is an 'irrelevant detour' (see 
Samuelson (1971)) to start with values and then transform 
them to prices of production. 

This conc1usion has at its starting-point the calculation of 
values from the technical conditions of production. The neo­
Ricardian interpretation of value is based on consideration of 
equations of the type 

W= "'iXI + "'2X2+ ... + W"x,,+t, 

where W is the value of an output produced by the inputs Xl, 

••• , X" which have values "'i, ... , W" and tis the living labour 
input. To ca1culate the value of a commodity we add up the 
dead labour embodied in the physical inputs used to produce 
it (as measured by their values, Wh "'2, etc.) together with the 
quantity of direct living labour. These value equations can be 
solved to find the labour-time necessary to produce any 
commodity and tbis constitutes the neo-Ricardian concept of 
value. It is simply a measure of labour-time embodied. 

What is significant in this procedure is that the technical 
relations of production are the logical origin of their value 
equations, just as earlier they were the logical origin of the 
price equations. This leads the neo-Ricardians to the conc1u­
sion that it is quite unnecessary to proceed via values to the 
determination of prices. In effect the transformation of values 
into prices is an irrelevant stumbling block, because prices can 
be ca1culated direct1y without any reference to value. Since, 
for neo-Ricardians, the important object is the theory of 
prices and since they see their concept of value as unnecessary 
for this, they conc1ude by rejecting the relevance of value 
theory. 

Since it appears to have this destructive implication for 
Marx's value theory, it is not surprising that the neo­
Ricardian approach to the transformation problem has been 
subj ect to criticism. One line of attack, adopted by Yaffe, is to 
identify neo-Ricardianism with bourgeois economics because 
of its preoccupation with prices of production and profit artd 
rejection of value concepts. The two are identified, that is, 
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because the object of analysis for each is never at a more 
abstract level than that of exchange and distribution. An 
extreme form of criticism is to argue that neo-Ricardians 
cannot analyse production. Such a statement is not true; all 
that is true is that they cannot analyse production in abstrac­
tion from exchange and distribution. We shall return to this 
below (Section 2.2). 

Fundamentalists, like neo-Ricardians, approach the trans­
formation problem in such a way that it is impossible to 
understand its status as the central point in the integration of 
the three spheres of production, distribution and exchange. 
As represented by Yaffe (1975) and Howell (1975) their 
view of the transformation is extremely one-sided, seeing it as 
a process which relates solely to the sphere of exchange. This 
is paradoxical for, as we have noted in Chapter 1, the whole 
point of the Fundamentalists' work in other respects is to 
emphasise the determining role of production and to neglect 
the analysis of the sphere of exchange. In what sense, then, do 
they ignore production in the transformation problem and 
what is the source of this error? They ignore production in the 
sense that, as argued by Howell, they think the transforma­
tion is from one exchange category to another. The transfor­
mation is, in their view, from (values expressed in) prices to 
prices of production. Paradoxically this arises from an at­
tempt to argue (Y affe) that Marx's transformation, forming 
prices of production from costs and profit rate in value terms, 
is correct because it is founded on value concepts which are 
relevant to production. The only way the Fundamentalists 
can reason that input costs and the rate of profit do not have 
to be themselves transformed (from C, V, rto C', V', r') is on 
the grounds that they are already price, exchange, categories. 
In this way they lose precisely the object which they desire; 
they maintain the proposition that value categories are indis­
pensable, but in doing so they distort the concept of value so 
that it becomes only an exchange rather than a production 
category, although this is not realised and Fundamentalists 
continue to assert the priority of production. 

Rowthorn (1973) has made a more extensive criticism of 
the neo-Ricardian derivation of prices of production. He 
argues that the neo-Ricardian method leads it to fail to 
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comprehend capitalism as a specific mode of production. The 
class relations of production are entirely absent from the 
neo-Ricardian system which depends exclusively upon dis­
tributional relations based on property rights. In fact, the 
neo-Ricardian price equations fail to distinguish a capitalist 
system of wage-Iabour from a system in which workers hire 
machinery for their own use from capitalists by a 'rent' 
(profit) payment. This failure arises from the neo-Ricardian 
treatment of labour like any other factor input. This is quite 
explicit in their cost and mark-up calculations where the 
labour costs w t enter equally with each Pi Xi: living labour has 
the same status as means of production (dead labour). This 
implies the use of the concept of the price of labour ( the wage) 
and the failure to make the distinction, crucial for Marxism, 
between labour and labour-power. (It should be noted, how­
ever, that Hodgson (1976) claims the opposite, that neo­
Ricardianism emphasises the distinction between labour and 
labour-power whereas other Marxists do not. This claim is 
quite incomprehensible.) 

It is arguments of this sort that Rowthorn uses to criticise 
the historically ambiguous concept of the capitalist mode of 
production that is implicit in the neo-Ricardian method. He 
particularly emphasises the in ability of neo-Ricardians to 
demonstrate the coercive power of capitalists over labour in 
the production process. It is in production that the classes of 
capitalist society confront each other on unequal terms. The 
exclusive preoccupation of neo-Ricardians with exchange 
gives ideological support to the bourgeoisie, for it is relations 
of exchange, and not production, that incorporate the 
bourgeois concept of equality par excellence. 

Rowthorn's criticisms are significant but limited, as is 
illustrated by the willingness of the less extreme neo­
Ricardians to accept value analysis as a 'sociology of capitalist 
exploitation'. This reduces Marxism to a moral polemic 
rather than a science. Value can be seen by neo-Ricardianism 
as a category that simplifies the explanation of the form of 
exploitation in capitalist society. Marxism then becomes a 
sophisticated development of the theory of the natural right 
of labour. What is denied is that value is a necessary or even 
useful concept for uncovering the laws of motion of capital-
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ism. This follows from the neo-Ricardian assumption that the 
necessary objects of analysis for such a study are the price 
categories that appear in exchange and which they alone 
calculate correctly. 

Interestingly neo-Ricardians have never really justified 
their view that prices are of such significance. Why is the price 
(rather than value) rate of profit, for example, a central 
concept for understanding capitalist development? Their ex­
plicit rationale for this is that their rate of profit is the central 
variable governing the behaviour (i.e. investment) of indi­
vidual capitalists (and consequently capital as a whole), and 
that this price rate of profit is a central indicator of distribu­
tional struggle. These reasons are extemely weak, relying 
upon an aggregation of individual propensities independent 
of the coercion of underlying social forces and betraying a 
limited notion of the role of surplus in capitalist society (an 
absolute priority to distribution). Nevertheless the neo­
Ricardian assertion of the necessity for priority of distribution 
in the economic analysis of capitalism can only be met in 
analyses such as Yaffe's and Rowthorn's by the counter­
assertion of the priority of production. 

The barriers of dogma to which this situation led have 
be gun to be broken down by the simple realisation that 
capitalist, indeed commodity, production involves a unity of 
the processes of exchange and production. It is not a case of a 
theory of production versus a theory of distribution, but a 
theory of distribution linked to production through exchange. 
This method can restore the Marxist priority of production in 
determination but it need not suspend it in isolation from 
distribution. In this light the neo-Ricardian theory cannot 
offer an alternative because as we show in Section 2.2 it does 
not contain a theory of capitalistproduction, the consequence 
of its rejection of value analysis. Indeed, neo-Ricardianism 
now appears as a poor imitation not so much of Ricardo as of 
Mill with the latter's emphasis on the naturallaws of produc­
tion and the socially determined relations of distribution. 

The heart of the matter can be seen by considering the 
concepts of labour which are respectively associated with 
Marx's and the neo-Ricardian concepts of value. For Marx, 
the abstract labour which underlies value is areal category 
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produced by capitalist market relations. For as far as capitalist 
exchange proceeds s~oothly the market strips individual 
types of labour of their individuality (see Arthur (1976) and 
Kay (1976)) and makes them commensurable as abstract 
labour; the other side of the same phenomenon is that 
commodities produced by labour are themselves commensur­
able and therefore have value and exchange value. 'Ibis 
process is one which arises from capitalist market exchange as 
such and it does not depend upon the equalisation of the rate 
of profit: it is more fundamental or, to putitanotherway, itis 
at a higher level of abstraction. Therefore value itself is at a 
higher level of abstraction than exchange value (prices of 
production) for the latter only exist in the context of equalisa­
tion of the rate of profit. This, however, is not recognised by 
neo-Ricardians for their value equations, summing quantities 
of abstract labour, are considered simply as (redundant) 
alternatives to price of production equations - alternative 
accounting systems - and therefore not at different levels of 
abstraction. Pilling (1972) and Williams (1975) point out that 
this failure to understand that price of production is a trans­
formed (or 'mediated') form of value was the primary fault in 
Classical economics which Marx exposed. For price of pro­
duction to be a form of value a transformation is necessary -
one which proceeds from one level of abstraction to another 
or, in other words, grasps the integration of production, 
exchange and distribution. 

In a major contribution Gerstein (1976) shows the signifi­
cance of this although he tends to subsume distribution in 
exchange. His treatment of the transformation problem is 
related to the solution developed by Seton (1957). Seton's 
difference from the usual neo-Ricardian approach arises 
because he does transform values into prices of production 
even if by reference to the technical relations of production 
that are so fundamental to neo-Ricardiansim. This is simply 
done by setting up simultaneous equations between the price 
rate of profit and the ratios of prices of production to values. 
This involves correcting Marx's failure to transform the origi­
nal costs of production from values into prices of production. 
For the simultaneous equation system determines the prices 
of commodities as both outputs and inputs. Quantitatively the 
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neo-Ricardian and Seton solutions must coincide, but their 
interpretation remains quite different. For the former, values 
are adetour in the derivation of prices and profits from 
technical relations of production whereas for the latter values 
are the starting point. Seton's solution can be seen as repre­
senting the unity of production, exchange and distribution. 
Value categories enter ab initio, and the transformation ex­
plicitly constructs modified values based on this unity. 

Gerstein's analysis of the integration of the production and 
exchange of values leads to his insistence that Seton's proce­
dure is incomplete. This is because his solution to the trans­
formation problem is only unique up to scale - it determines 
relative prices of production, the ratios of the prices of 
different commodities, and not absolute levels. This is a 
property in common with the neo-Ricardian determination of 
prices. Starting from a given wage level (corresponding to a 
given bundle of wage goods) prices of commodities are 
deduced. If we had set the wage level differently (for the same 
bundle of wage goods) then the level of prices would be 
correspondingly high er. There appears to be no rationale for 
choosing one level of price rather than another. This is 
because the integration of production and distribution only 
requires a calculation of the relative shares appropriated by 
capital and labour. Gerstein, however, characterises the 
choice of the absolute level of prices as the central factor 
forging the link between the production and circulation of 
value. He argues that this requires a level of prices for which 
total value equals total price (rather than one where total 
surplus value equals total profit, which in general is incompat­
ible with the other condition). 

While Gerstein is correct to emphasise the transformation 
of values into prices of production as an integration of pro­
duction and exchange, this does not depend ultimately upon 
choosing an appropriate absolute level of prices. Indeed, the 
development of such an absolute level of prices is quite 
meaningless without the existence of a general equivalent, i.e. 
money, and the direct intervention of money in the exchange 
process has been correctly absent from the analysis of the 
transformation. We have been treating value and surplus 
value as they exist in exchange but not explicitly as they exist 
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in money form (except as an expositional device above on 
page 24). At a lower level of abstraction, in moving from 
prices of production to money prices, Le. from the circulation 
of (modified) values to the circu1ation of money, it will be 
necessary to relate the modified values of commodities to the 
modified value of commodity-money. Further development 
of the concept of market price depends upon the concept of 
fiat money and analysis of the credit system. 

Before leaving the transformation problem it is worth 
noting that its relevance is by no means confined to formal, 
logical issues which have no bearing on class struggle. Failure 
to see the transformation in terms of the complex l1nity of 
production, exchange and distribution is linked to particular 
views of class struggle. We shall see in later chapters that the 
neo-Ricardian concern with exchange leads them to see the 
class struggles associated with crises as essentially struggles 
over wages and profits (exchange categories) rather than 
seeing all contradictions as dependent on contradictions in 
tbe sphere of production. Equally, the Fundamentalists' con­
cern to emphasise the correctness of Marx's failure to trans­
form (C + V) leads to one-sided conclusions in analysing 
crises. 

2.2 Production and the Significance 01 Value Theory 
, 

We have seen that the most significant conclusion which 
neo-Ricardians draw from their solution to the transforma­
tion problem is that it is a non-problem. There is no need to 
transform values into prices of production since either is 
directly derivable from technica1 relations of production and 
therefore values are redundant in the determination of prices. 
By contrast, Fundamentalists have emphasised the impor­
tance of values which are in no sense made redundant by the 
existence of prices of production. In the present Section we 
consider why value is indispensable in the analysis of 
capitalism. 

We have already argued in Section 2.1 that the existence of 
values and their transformation into prices is the same as the 
existence of production in abstraction and its integration with 
exchange and distribution. The rejection of value theory, 
therefore, is the same as the rejection of Marx's method; the 
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method of moving from the most simple abstract relations to 
the most complex. Now, however, we must do more than 
demonstrate that value theory is essential to Marx's method. 
Hodgson (1977) has challenged Marxists to show that pro­
duction cannot be analysed without value theory. 

The challenge is difficult to pin down for it can have several 
meanings. At the simplest level it is arequest for a demonstra­
tion that capitalist production cannot be analysed in terms of 
prices of production. At that level, neo-Ricardianism is suc­
cessful since production can be analysed in those terms; 
phenomena such as the length of the working day can be 
studied by assuming that capitalists are driven to maximise 
profit (in terms of prices of production) rather than surplus 
value. Indeed, Steedman (1977) provides such an analysis. 
But the neo-Ricardian ability to carry out such an analysis is 
trivial. A theory of a determinate length of the working day 
can be derived, in bourgeois terms, by postulating any max­
imand for capitalists to obey; profits in terms of market prices 
as in neo-classical theory, or management objectives as in 
managerial theories of the firm. There is therefore nothing 
surprising about the fact that determinate production deci­
sions by capitalists can be deduced from a maximand in terms 
of profit measured in prices of production. 

At another level it is arequest for a proof that values exist, 
but as such it is an impossible request. For one thing, as Pilling 
(1972) notes, Marx himself dismissed the challenge to prove 
the existence of value and thought it more important to work 
out the effects of its existence. For another, the idea of proof 
is a source of extreme controversy among Marxists and the 
request for a proof can hardly be met without some agree­
ment as to what would constitute one. 

But we can go a long way toward demonstrating the 
superiority of Marx's theory founded on value theory over 
theories which abandon values by enumerating the specific 
results obtained by employing value theory. The essential 
point is that value theory is necessary for the analysis of 
production while abstractingfrom exchange and distribution; 
this cannot be done using price categories since these are only 
relevant on the basis of an integrated structure of production, 
exchange, and distribution with competition within and be-
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tween industries. The question therefore is what specific 
results are obtained by analysing production in abstraction. 

There are three conc1usions reached by Marx which are 
especially significant in distinguishing his work from Classical 
and neo-Classical political economy and which are uniquely 
based on this abstraction. First, the determining contradiction 
in capitalism is the antagonism of the two great c1asses; 
second, capitalism is a dynamic system producing constant 
revolutions in the process of production; third, capitalism 
involves tensions and displacements between production, 
exchange and distribution. In the following three paragraphs 
we look at each in turn. In each case it is easy to see that the 
conc1usion can only be based upon the abstract analysis of 
production, and that this abstract analysis conforms to the 
method of constructing the structure of abstraction and.deter­
mination outlined in the previous chapter. 

The antagonism of the bourgeoisie and proletariat is 
founded upon the antagonism of capital and labour. This 
involves an undifferentiated concept of capital as well as of 
labour (viz. abstract labour). It is the struggle of capital-in­
general with labour-in-general which is at the root of capital­
ism's reproduction and the limits to it. The struggle of many­
capitals in competition with each other through exchange 
does not have the same significance. Taking the struggle of 
capital-in-general as basic, it is logically impossible to analyse 
it in terms of prices which differ from values, for such prices 
only exist on the basis of competitive exchange between many 
capitals (equalisation of the rate of profit). Thus, the analysis 
of production so that it identifies this struggle must be in 
terms of values. Moreover, this value analysis does not in­
volve ignoring exchange until a later stage of analysis. Marx's 
value analysis is explicitly applied to exchange but, as with 
production, it concerns only exchange between capital and 
labour - the purchase of labour-power as a commodity being 
an indispensable fact - rather than exchange between capi­
tals. Thus, when it is stated that value analysis abstracts from 
exchange this means abstraction from the complexities of 
exchange which result from competitive exchange between 
capitals. 

The dynamic nature of capitalism - in the sense of the 
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introduction of new techniques of production - is similarly 
seen as being fundamentally based on the antagonism of 
capital-in-general with labour. As such it can, again, logically 
only be analysed in value terms. With the concept of relative 
surplus value Marxism demonstrates that the essential prop­
erty of capital-in-general - self-expansion - must involve 
technical change. Moreover, even when we go beyond the 
properties of capital-in-general and consider how competi­
tion between capitals forces innovations we do not im­
mediately enter arealm where prices of production are 
relevant. For, as Marx argues, the form of competition relev­
ant to this process is that between capitals within each particu­
lar industry. It is a question of how each capital within the 
industry attempts to gain a larger amount of surplus value by 
expelling living labour. For this within-industry analysis only 
values are relevant; prices of production exist and are relev­
ant only in the context of exchange and competition across 
industries. 

That tensions and displacements between production, ex­
change, and distribution exist is a fact which is central to 
Marxist analyses of crises and cycles. For example, the exis­
tence of speculative booms preceding crises is an aspect of the 
over-expansion of exchange in relation to production, and 
this over-expansion may be precipitated by distributional 
struggle between capital and labour and between individual 
capitals. It is, however, based upon the fundamental con­
tradiction of capitalist production - that between capital and 
labour over the production of surplus value. In orderto study 
these relationships between the spheres it is necessary to 
study their articulation. And it is not possible to study the 
articulation between production, exchange and distribution 
and their displacements unless we have a concept of them as 
distinct spheres unified in a hierarchical relation; unless, that 
is, we can consider the determining sphere, production, in 
abstraction. 

There are, then, three particular results obtained by Marx 
on the basis of value analysis. Neo-Ricardianism, by aban­
doning such analysis, cannot obtain these results although it 
may in some cases put forward propositions which appear 
similar. The articulation between spheres with its tensions 
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and displacements is explicitly abandoned in favour of 
analysis based on the existence of a simple (hence harmoni­
ous) unity between spheres. The dynamic of capitalism is 
treated as determined by distributional struggle over ex­
change relations (wages and profits) instead of as dependent 
upon the dass relations of production. This choice of ex­
change relations as the objects of analysis is in a sense 
arbitrary, since if the economy is seen as a simple unity any 
aspect of it can be chosen as 'representing' the whole. The 
analysis of production as a relation between capital-in­
general and labour (with associated exchange relations be­
tween these categories) is abandoned in favour of a study of 
production with many-capitals which are in competition with 
each other through mutual exchange. 

These paragraphs indicate why value analysis is essential 
for the study of capitalism. It is not a question of its necessity 
for analysing production in some general sense, but of analys­
ing production in its complex unity with exchange and dis­
tribution. The existence of value cannot be ignored if we are 
to distinguish the specifically capitalist order of determina­
tion and articulation between the spheres of economic life. 
This brings us to another contentious point concerning neo­
Ricardianism. Writers such as Rowthom (1973) have criti­
cised the neo-Ricardian system on the grounds that it is 
ahistorical. The theory is, it is said, as applicable to a society of 
petty commodity producers as it is to capitalism. Hodgson 
(1977), however, rejects these criticisms. He argues, quite 
rightly, that neo-Ricardianism takes as central a feature 
specific to capitalism, the price system which results from the 
capitalist equalisation of the rate of profit across industries. In 
this sense, therefore, the neo-Ricardian system is specific to 
capitalism. It is, however, ahistorical in the sense that the 
equalisation of the rate of profit is not the determinant aspect 
of the capitalist economic process. The determinant aspect is 
the struggle between capital-in-general and labour; and this, 
as we have seen, cannot be analysed in the neo-Ricardian 
system. Without it the struggle of the two great dasses under 
capitalism becomes non-analysable as such and merely a 
struggle linked to and of the same status as the struggle 
between individual capitalists. Indeed it can be argued (see 
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Fine (1975b) and Fine and Harris (1977)) that the neo­
Ricardian analysis of economic reproduction on the basis of 
individual competition (between capitalists) leads logically to 
a theory which also includes individual competition between 
workers, that is ultimately to neo-Classical theory. It is this 
in ability to comprehend the principal contradiction of 
capitalism that makes neo-Ricardianism ahistorical. 

2.3 Joint ProductJion and Fixed Capital 

In this chapter we have seen that neo-Ricardians reject value 
theory on the grounds that it is redundant. They also consider 
that because of the existence of joint production, not only is 
Marx' s value theory redundant but also its claim to analyse 
the source of profit is unfounded. This according to Steedman 
(1975) (1976) is a further reason for rejecting Marx's value 
theory. The argument that Marx's value theory cannot ana­
lyse the source of profit is based on the idea that when joint 
production exists positive profit may be accompanied by 
negative surplus value (Steedman (1975) (1976), Hodgson 
(1977)). Thus what Morishima (1973) calls the Fundamental 
Marxian Theorem, that a necessary condition for positive 
profit is positive surplus value, is found to be invalid. We shall 
see that this conclusion is based upon a particular concept of 
value and surplus value, and it is not one which is consistent 
with Marx's problematic. We begin by explaining how the 
problem arises within the neo-Ricardian framework. 

Joint production means the creation of more than one 
product from a single production process. A classic example is 
cattle rearing. The process of rearing, killing, then skinning 
cattle results in two products - carcasses (which are then 
processed into meat) and hides (which may be processed into 
leather). Another is the process of producing gas from coal: 
two products result from the single process, gas and coke. But 
for the neo-Ricardians the most important example, because 
it is thought to be the most pervasive, is the case of fixed 
capital. Fixed capital takes the form of machines and other 
me ans of production which are not wholly consumed by the 
production process in a single production period. In conse­
quence any production process which employs fixed capital 
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produces two products. One is the commodity which the 
production process is designed to produce, the other is 'old 
machinery.' That is, taking the production period as a 'year' 
the product inc1udes me ans of production 'machinery' which 
is one year older than it was when the process was initiated. 
This is taken to be a joint product. 

How does Steedman (1975) reason that joint production 
leads to the possibility of positive profits with negative surplus 
value? Bearing in mind that surplus value is calcu1ated in 
terms of values (and qualitatively both are at the same level of 
abstraction) while profit is in terms of prices of production, 
the possibility arises because joint production may cause 
some commodities to have negative values while they have 
positive prices. This way of presenting it suggests that the 
problem is purely one of arithmetic - how to divide up a given 
quantity of labour so that one of its products embodies a 
quantity greater than the total. Steedman (1975) presents a 
numerical example along these lines. The argument is that all 
commodities have positive prices because they are by defini­
tion usefu1; they command a price as use values. But how can 
a commodity have negative value? If there is no joint produc­
tion the possibility does not arise. Each commodity is unique­
ly produced by a single process and its value is the living and 
dead labour expended therein. But suppose there are two 
commodities. One is produced with itself alone as physical 
input in combination with living labour (say com which is 
simply sown and reaped). As a result com has a value 
determined by the ratio of living labour to net output. In 
addition, com may be used to produce itself and another 
product (say, pigeons which are attracted by the com but 
captured by hand without loss of com). For this second 
production process the value embodied is simply the quantity 
of living labour expended together with the value of constant 
capital which is the value of com (previously determined) 
multiplied by the quantity used. Now the value of output is 
the sum of the value of the com produced (which is known) 
and the value of the pigeons produced. It is possible that the 
former exceeds the value embodied in the production process, 
so that this can only be equal to the value of output produced 
if pigeons (or at least their production) unwittingly have a 
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negative value! Essentially what has happened is that the 
extra labour exerted to produce pigeons has simultaneously 
increased the output of corn (no losses to pigeons) so that the 
value of outputs exceeds the value of inputs unless pigeons 
are negatively valued. 

From this several things are immediately apparent. First, 
the problem arises because a particu1ar allocation rule is 
employed for calculating the values of the individual com­
modities. We shall see that Steedman (1975) (1976) uses one 
allocation rule whereas Morishima (1974) (1976) and 
Catephores and Morishima (1978) use a different allocation 
rule and find that positive profit only exists if surplus value is 
positive. Second, the problem is presented as purely one of 
arithmetic. The important question, though, is whether joint 
production shou1d be presented as a mathematical problem in 
this way or wh ether doing so involves a concept of value 
different from Marx's. Third, the problem is based on a 
particular definition of joint production, the one employed by 
Sraffa (1960), represented by the simple idea of a production 
process. With one or more means of production plus labour 
more than one commodity is produced, each of which has a 
price. For the case of two inputs and two outputs the price 
equation describing the process is: 

Each of these three characteristics of Steedman's proof of 
the possibility of negative values is problematical. The prob­
lem with his concept of a process, his Sraffian concept that if 
Xl and X2 have use value they must have a price, and also the 
problem with his treatment of value as an arithmetical prop­
erty, are both most evident in the case which the neo­
Ricardians take to be most significant. This is where a process 
has two products, the commodity for which it is designed and 
an 'old machine' . For Marx values are only carried by pro­
ducts (by use-values) if they are commodities; although value 
is not the same as exchange it is the commodity's existence as 
an object produced for exchange which gives it value. The 
'old machine' however, is not in principle produced for 
exchange, it is not a commodity. Although markets in second-



42 Rereading Capital 

hand machinery do exist they are not essential to the capitalist 
production process: instead, 'old machines' in general re­
enter the production process each period without being ex­
changed. In this case, therefore, the operation of allocating 
(negative or positive) labour time to an 'old machine' is a 
purely ideal operation which bears no relation to the Marxist 
concept of value since it is divorced from the material circum­
stance that old machines are not commodities. The neo­
Ricardian allocation of labour-time is not the same as"the 
conceptualisation of values; to put it another way, the neo­
Ricardians assume that simply because the 'old machine' 
exists and has a use value it must have a price (as in the above 
equation) and therefore they equate commodities with use 
values. 

This criticism, although signüicant because the general 
existence of fixed capitalleads neo-Ricardians to claim that 
joint production is the general case, does not dispose of the 
neo-Ricardian argument. There may be other, less pervasive, 
joint production processes where both products are com­
modities. Steedman's conclusion that in such cases negative 
values and surplus value may exist with positive profit is 
contested by Morishima (1974) (1976), Catephores and 
Morishima (1978) and Wolfstetter (1976). What these wri­
ters show is that the particular allocation rule employed by 
Steedman is responsible for the finding of negative values. 
Neither side in the debate employs Marx's concept of value, 
as we shall see, but the debate is of interest in its own right. 

Steedman's rule for allocating labour between joint pro­
ducts and calling them values is one which he claims to be 
Marx's. It is that the sum of the values of the two joint 
products must equal the labour expended in their production. 
Associated with this is the rule that the labour expended is 
that which occurs throughout the particular industry even if 
several processes of düfering efficiency are used in the indus­
try; and, Steedman argues, in general more than one process 
will be used. Thus, in the industry producing joint products Xl 

and X2 and using Xl and X2 as inputs, there will in general be 
several different processes employed; each process will emp­
loy Xl and X2 as inputs in different proportions, and each will 
be used because otherwise expanded reproduction would in 
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general be impossible without disproportionalities. The labour 
to be allocated to each commodity is the total expended in 
the industry, even including that in the least efficient process. 
He argues that this is quantitatively equivalent to Marx's con­
cept of value; an average over all techniques which are used. 
Morishima's alternative rule, under which negative surplus 
value with positive profit is impossible, is to calculate values 
on the basis of labour expended in the most efficient process 
alone. By 'efficient' is meant those processes which would 
minimise the direct and indirect (Le. total) labour-time neces­
sary to produce a given bundle of commodities. What 
Morishima shows is that this definition of values yields posi­
tive ones only, but that values are not additive in the sense 
that the value (minimum necessary labour-time to produce) 
of Xl added to the value of X2 does not always equal (is in fact 
less than or equal to) the value of the bundle comprising of Xl 

and X2. (For those versed in these matters, value for Morishi­
ma is the shadow price found from the dual of a linear 
programme, the criterion function of which is to minimise 
totallabour expended.) This is because, with joint pro duc­
tion, the labour-time used at a minimum to produce Xl (or 
alternatively X2) mayaiso have as a result some ouput of 
X2(XI), which has to be thrown away in the exercise of produc­
ing Xl alone with minimum labour-time. In terms of our 
earlier example, it can be shown that the corn production 
process which does not jointly produce pigeons is inefficient 
in Morishima's terms and would never occur in the solution to 
the minimisation of the labour-time necessary to produce any 
combination of corn and pigeon. If corn alone is required 
value is formed by adopting the alternative process which 
produces both corn and pigeons and throwing away the 
pigeons. But if both are required no extra labour-time is 
necessary. More generally Morishima has shown that Steed­
man's negative values can only occur if joint production 
processes are utilised which prevent labour-time from being 
minimised, which for Morishima is inefficiency. (It should be 
borne in mind that Steedman's processes are not unprofitable 
relative to the efficient, since they can be minimising costs - in 
value terms C+ V - ü not totallabour-time - C+ V+S. See 
below.) Catephores and Morishima (1978) argue in places 
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that this allocation rule is similar to Marx's in that it is based 
on the idea that the value of a commodity is determined by the 
labour expended in the most efficient production processes, 
the ones which employ in total the minimum of labour. 

One element of the dispute between Morishima and Steed­
man, therefore, is the question of which concept of value is 
most 'elose' tothat of Marx. Steedman argues that his values 
are since they correspond, as a result of their additivity, to 
average labour-time. Morishima in contrast bases his elaim 
on the minimisation of labour-time. In fact, both sides are 
wrong to elaim that their concept of value is elose to Marx's. 
In the case of Steedman, Marx only refers to averaging when 
capitals are producing at different price rates of profit, whe.n 
each capitalist has not adopted the least costly technique. 
Steedman, in contrast, averages over techniques which do 
have rates of profit equalised by competition. For Marx, 
leaving aside the problem of joint production, this is to be 
associated with a commonly adopted technique for which no 
averaging is therefore necessary. Consequently Steedman's 
interpretation of Marx's concept of value is flawed by a 
conflation of levels of abstraction. His own analysis is con­
ducted at that level which ineludes prices of production and 
for which profit rates are equalised; competition has 'worked 
itself out.' His interpretation of Marx is at that level for which 
averaging is necessary and which therefore preeludes the 
establishment of prices of production through profit equalisa­
tion. This misunderstanding of Marx by Steedman is a pro­
duct of the neo-Ricardian rejection of the levels of abstrac­
tion to be found in Capital and a reliance upon a simple unity 
of economic relations. 

This does not, however, mean that Morishima's concept of 
value is elose to Marx's, even though the former does calcu­
late values by assuming that only efficient techniques are 
employed. The reason for this is that Morishima's 'values' are 
a purely ideal accounting concept (as are Steedman's) and, 
related to this, his concept of efficiency differs from Marx's. 
For Marx, value has areal existence; and the socially neces­
sary labour-time which is its basis is actually determined by 
the forces of competition which cause inefficient techniques 
to be abandoned. As Marx makes elear, this competitive 
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minimisation of costs concerns not total labour alone but 
living and dead labour combined as capital for which surplus 
labour remains unpaid. Morishima's values on the other hand 
are derived by assuming the minimisation of total labour. 
Thus, the real competition which Marx sees as the basis of 
value forces profit maximisation but this is not the same as 
Morishima's minimisation of labour time. Indeed, Marx 
makes it clear that Morishima's values correspond to a com­
munist as opposed to a capitalist economy (see Capital, vol. I, 
p.371). 

Thus, neither Steedman nor Morishima employ Marx's 
concept of value. The most fundamental divergence from 
Marx's concept in both cases is that each writer sees value 
simply as an accounting concept whereas Marx treats it as a 
real phenomenon which has concrete effects. But it is one 
thing to show that the values employed by Morishima and 
Steedman are not Marx's. It is another to discuss how Marx's 
value system is affected by the existence of joint products. 
Remembering that for Marx values have real effects in deter­
mining production techniques (being, as we saw in section 
2.2, the basis of within-industry competition) it is pertinent to 
ask not only what is the effect of joint production on values, 
but what is the effect of values on joint production. It will be 
seen that the answer to the second question has an effect on 
the first. It is that the existence of values under capitalism, 
hence the organisation of production so that it is production 
of surplus value, gives rise to a tendency toward specialisa­
tion. In other words Marx showed on the basis of value theory 
that there is a tendency toward increased sodal division of 
labour. This should apply to joint production itself, leading to 
the development and adoption of specialised processes. It is 
wrong of neo-Ricardians to see joint production as being 
determined by natural technological facts. Instead, technolo­
gy is the result of, as weIl as the basis for, sodal relations 
(there is a dialectical relationship between forces and rela­
tions of production) and its determination results from the 
production of surplus value. Take the most famous example of 
joint production. It is wrong of neo-Ricardians to see the 
joint production of wool and mutton by sheep (me ans of pro­
duction) and shepherd as being determined by the nature of 



46 Rereading Capital 

sheep and the inseparable nature of the labour process 
(shepherding). In fact the search for surplus value by capital­
ist farmers forces a specialisation of processes. Some sheep 
are bred for mutton, others for wool; new types of sheep are 
bred which specialise in one or the other and the labour 
process associated with each is entirely different. This illust­
ration makes clear the meaning of a tendency for joint 
products to become produced by separate processes and 
drives home the fact that where joint production exists it is 
socially rather than technologically determined, according to 
the development of the combination and division of labour. 
Consider, in addition, our earlier example of corn and pigeon 
production. For Steedman and Morishima this involves sim­
ply a relation between values and technical conditions. But it 
is of some significance whether the joint production process is 
or is not organised by a single capitalist. Indeed in the latter 
case, in which one capitalist employs workers to produce corn 
and another to catch pigeons, joint production does not occur 
and values can be defined in the normal way (although 
socially there is joint production - in common parlance, an 
externality: for the pigeon producer the social conditions of 
production vary as corn is or is not produced and vice versa). 
Nothing illustrates better that the neo-Ricardians commit­
ment to 'logical' questions conceals a subordination of con­
sideration of the organisation and development of production 
to a preoccupation with supposedly neutral and exogenously 
determined technical conditions. 

But what is the implication of this for Marxist value theory? 
It remains the case that joint production processes may be 
chosen by capitalists. To the extent that they are chosen 
(generalised rather than specialised sheep are bred) competi­
tion within the industry is determined by the value of the 
composite commodity (mutton/wool) which is produced. 
There is no need for values to be calculated for each individu­
al commodity (mutton and wool separately) in order to 
analyse this within-industry competition, hence there is no 
possibility of negative value arising. It is therefore possible to 
employ value theory to analyse that competition which arises 
in the sphere of production in abstraction, without separable 
additive values. But is it possible to examine the integration of 
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the sphere of production with exchange and distribution 
without such values? Steedman appears to believe that 
Marx's concept requires separable additive values for this 
purpose since prices of production are separable and additive. 
In fact, however, this is not a requirement. Prices of produc­
tion are, qualitatively, a form of value. If value only exists for 
composite commodities whereas prices, exchange values, 
exist for their components, this is only a reflection of the fact 
that exchange forces labour, inseparable in the sphere of 
production, into a form which is separable in the sphere of 
exchange. 

Is anything in Marx' s value theory lost by treating the value 
of a composite commodity as non-separable into the values of 
the joint products which comprise it? The answer is in the 
negative. To explain why, it is necessary to distinguish two 
levels of abstraction. Consider first that level where competi­
tion between industries is abstracted from the level which 
pertains to volumes land 11 of Capital. At this level values are 
equal to exchange values. The great achievement of value 
theory, its grasp of the contradiction between labour and 
capital in production, is maintained as a result. This may not 
be apparent, for it may be said that if there is a joint process 
producing two commodities, one a wage good and the other a 
me ans of production, it would be impossible to form the value 
rate of profit, the (value) rate of exploitation, or the value 
composition of capital since it would be impossible to sepa­
rate the value of the wage good from that of the means of 
production. At this level of abstraction, however, it is possible 
to make this separation and it must be the case that all values 
of the individual commodities are positive. For the equality of 
value and exchange value which exists at this level ensures 
that the process of exchange which allocates positive ex­
change values forces the value of each commodity in produc­
tion to be positive. Far commodities would not be produced if 
their exchange value were negative; and at this level of 
abstraction this is equivalent to making positive value a 
condition of their production. 

Second, consider the lower level of abstraction within 
which the transformation problem arises. At this level, com­
petition between industries produces equalisation of the rate 
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of profit and the formation of prices of production. Here, 
because exchange values (prices of production) do not equal 
values the process of exchange does not guarantee the exis­
tence of (positive) values for individual commodities. If at this 
level of abstraction we restrict the concept of value to compo­
site commodities in the case of joint production, we are still 
able to grasp the articulation of production, exchange, and 
distribution in the same manner as did Marx in the absence of 
joint production. Qualitatively, as we have seen, prices of 
production remain the form of expression of values even 
though the former are separable whereas the latter are not. 
Quantitatively the solution to the transformation problem is 
the same as that adopted above (Section 2.1). The factors of 
proportionality for'which we solve would, in the case of joint 
production, relate the price of production of the composite 
commodity (an average of the individual prices of the joint 
products) to its value (which does not consist of additive 
components). 

At this level we can analyse competition between industries 
since in Marx's analysis it is conducted in terms of prices of 
production and we have seen that they exist. Moreover, this 
type of competition enables us to study the processes which 
determine whether joint production exists, the tendency to­
ward specialisation. For if capital moves out of joint produc­
tion into specialised techniques it is essentially moving from 
one industry (the mutton/wool industry) to another (either 
the mutton or the wool industry) and this inter-industry 
competition depends on prices of production and r' . 



3 
Productive and 
Unproductive LabDUr 

3.1 Neo-Ricardian Theories 

We have seen in the last chapter that the positions of neo­
Ricardians and Fundamentalists on value theory are strongly 
opposed and that each in its own way falls to take full account 
of the hierarchical, articulated structure of economic spheres 
with production determinant. The same characteristics are 
found in the debate on the nature of productive and unpro­
ductive labour, but for the following reason this debate has 
been conducted with an even greater intensity and has been 
more at the centre of political debate. The irnportance of the 
distinction between the two categories of labour lies in the 
increasing significance in modern capitalism of those workers 
who might be classified as unproductive (e.g. state and com­
merical as opposed to industrial employees). Unproductive 
employees are not only distinct in the economic functions 
they perform for capital, but they are increasingly drawn into 
and hence hold a distinct position in economic, political and 
ideological dass struggle. 1t is the movement towards an 
understanding of their role in these struggles and in capitalist 
society as a whole that makes the darification of the concept 
of unproductive labour so potentially fruitful. 

In an artide that was the starting point for the debate, 
Gough (1972) summarised (the neo-Ricardian interpretation 
of) Marx's theory of productive labour: 

To condude, productive labour is labour exchanged with 
capital to produce surplus value. As a necessary condition it 
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must be usefullabour, must produce or modify a use-value 
- increasingly in a collective fashion; that is, it must be 
employed in the process of production. Labour in the 
process of circulation does not produce use-values, there­
fore cannot add to value or surplus value. It does not add to 
the production of use-values because it arises specifically 
with commodity production out of the problems of realis­
ing the value of commodities. Alongside this group of 
unproductive labourers are all workers supported direct1y 
out of revenue, whether retainers or state employees. This 
group differs from circulation workers, however, in that 
they do produce use-values - all public teachers, doctors, 
etc. would be inc1uded in this category today. 

The neo-Ricardian school then proceeds to reject this 
theory, most c1early in Harrison (1973a) and Gough and 
Harrison (1975). The crucial differences betweenproductive 
and unproductive labour are rejected and the similarities 
between the positions of all workers are emphasised. The 
clearest expression of this approach concems the role of 
commercial workers (workers 'in the process of circu1ation'). 
Whereas Marx's distinction takes as central the proposition 
that commercial workers are unproductive because they do 
not produce surplus value, the neo-Ricardians, with their 
rejection of value categories as the basis for prices and profit, 
argue that the price rate of profit, r', is determined by the 
capital advanced in the process of circu1ation, by merchant's 
capital (or the wages and cost of means of production ad­
vanced in shops, sales offices etc.), on a footing equal to the 
value of capital advanced in the sphere of production (and so 
are prices of production and wages). Not only is the capital 
advanced in the sphere of circulation treated as adeterminant 
of the rate of profit, but also the fact that commercial workers 
are wage workers who perform unpaid labour is treated as a 
source of profit. This differs from Marx in that he saw profit as 
a form of surplus value and the latter is not produced by 
commercial workers: for him the fact that merchant capital­
ists obtain profit comes not because their workers are a source 
of profit but because, whether performing unpaid labour or 
not, they enable the merchant capitalists to obtain a portion 
of surplus value whose source is in the sphere of production. If 
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merchant capital had no need of commercial workers there 
would, in Marx's framework, be no less profit for capital as a 
whole. It is simply that a larger share than otherwise would go 
to industrial capitalists. Finally, neo-Ricardians emphasise 
that the labour process of commercial workers is under the 
control of capitalists so that, due to the coercive force of 
competition, there is constant pressure to reduce socially 
necessary labour-time and expelliving labour. 

Before proceeding to examine the neo-Ricardian treat­
ment of other categories of workers we should appraise their 
treatment of commercial workers; the view that the relations 
of production under which they work are 'materially identi­
cal' to those of Marx's productive workers. In doing so, it 
should be remembered that for Marx the fundamental signifi­
cance of the distinction was as an aspect of the dependence of 
all economic processes upon the sphere of production (see 
Fine (1973)) and in the case of exchange (commercial work­
ers) this dependence was seen at its sharpest. Now the first 
point to note about the neo-Ricardian rejection of this dis­
tinction is that it conforms to the conclusions they draw from 
the transformation problem. We have seen that there they fall 
to recognise that the economy is structured as an articulation 
of distinct but unified spheres of activity, that the sphere of 
production is determinant, and that the process of abstraction 
must reflect this. Instead, the different spheres of the 
economy are collapsed into a simple unity. Precisely the same 
approach is taken to the present problem, and it not only 
reflects the approach to the transformation, it uses the con­
clusions derived therefrom. That is, it concentrates upon 
commercial workers' (and merchant capital's) contribution to 
the formation of prices of production and the price rate of 
profit, ignoring values and surplus value as isdictated by their 
solution of the transformation. lbe second point, which is 
related to this, is that by ignoring the fact that industrial 
workers produce surplus value whereas commercial workers 
do not, the neo-Ricardian treatment leads to the conclusion 
that production and exchange are equally subject to the same 
laws of motion. They therefore lose the ability to analyse the 
phenomena which, as we saw in Section 2.2, value theory 
enabled Marx to analyse: the tensions and displacements 
between the spheres as accumulation proceeds. They lose the 
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concept of the relatively independent movement of exchange 
in its dependence upon the laws of production (the 'law of 
value'). They reinforce this view of non-independence by 
emphasising that, being under the control of capital, the 
labour process in both spheres is subject to the same coercive 
forces of competition; and that in consequence merchants' 
capital and industrial capital are both subject to laws such as 
those of concentration and centralisation. However true this 
is, (and it leaves aside the structural significance of interest­
bearing capital as alever of competition that confronts capital 
as a whole), it is not strictly relevant. For merchant and 
industrial capital are reduced to being simply different sectors 
of the economy, one of which produces the use-value of sale 
(as opposed to the transformation of the commodity in ex­
change) while the other produces the actual use-values. (See 
Fine (1973).) It follows logically that crises and recessions 
cannot be treated as a disjuncture between the spheres of 
production and exchange in which the contradictions of the 
former are expressed and formed in the latter (on which see 
subsequent chapters). Rather, all that can be involved 
is a disproportionality between the two 'sectors' of the 
economy. 

The question of the status of commercial workers, how­
ever, is not the one which has brought the debate to its current 
prominence. More interesting is the fact that neo­
Ricardianism also treats state employees such as teachers, 
nurses, and social workers as essentially no different from 
productive workers. A particularly dear example of this is 
Gough (1975) which we have criticised elsewhere (Fine and 
Harris (1976a». First, for this category of workers the neo­
Ricardians again argue that because they are wage labourers 
they work under materially identical conditions to industrial 
workers. Here their argument is quite incorrect for the essen­
tial point about state employees (exluding those in national­
ised industries) is that their labour is not directly under the 
control of capital and is not directly subject to the coercive 
force of competition. Often they do not produce use-values 
with even the price form of the commodity. Second, Gough 
argues that state employees are essentially productive be­
cause they perform surplus labour, and this surplus labour is 



Productive and Unproductive Labour 53 

transformed into surplus value and thence profit. The idea of 
surplus value as an intermediate step in reaching profit is, as 
we have seen, an unnecessary diversion for neo­
Ricardianism. But since Gough does take this route we can 
show how his neo-Ricardian concept of value differs from 
Marx's. For Marx, value and surplus value can only be 
produced by capital: for Gough they can be produced without 
capital controlling the labour process. In his scheme the 
capitalist state (which is not itself capital) can ensure the 
performance of surplus labour and this somehow becomes 
converted into surplus value which is simply appropriated by 
capital even though not produced under its control. Capital's 
role is simply to convert surplus labour performed outside its 
direct control into surplus value, and then appropriate it. If 
we adopt Marx's approach and deny the possibility of surplus 
value originating anywhere except in the process of produc­
tion direct1y under capital's control then we have to reject 
Gough's idea that state employees do perform surplus labour, 
which then takes the form of surplus value; we have to deny 
the proposition that in this respect they are essentially the 
same as productive labourers. 

It should be emphasised that the issue at stake in the 
categorisation of state employees is not whether they perform 
a useful function for capital. There can be no doubt that they 
do, and so, of course, do commercial workers. The point is 
that they do not directly produce surplus value, they therefore 
constitute unproductive labour and their usefulness for capi­
tal sterns solely from their 'indirect' role, their role in the 
processes which support but are ultimately dependent upon 
the production of surplus value by productive labour. 
Gough's neo-Ricardian categorisation, by contrast, treats this 
indirect supportive function as if it were itself identical with 
the production of surplus value. As such it demonstrates that 
the neo-Ricardian concept of value has within it the basis for 
freeing itself from a connection with the capitalist mode of 
production (a connection that, in its treatment of the transfor­
mation problem only exists through its consideration of ex­
change). The better then is it able to rely upon an ahistorical 
concept of surplus value drawn from a concept of undifferen­
tiated surplus labour (commercial workers, state employees 
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and subsequently domestic labour as in Harrison (1973b), 
and Gough and Harrison (1975)). 

3.2 Fundamentalist Theories 

Against the neo-Ricardians, Fundamentalists argue that the 
productive/unproductive distinction cannot be dissolved and, 
indeed, that political struggle will be led in false directions 
unless its theory is based on an understanding of the distinc­
tion. However, their dichotomy is different from Marx's and 
controversial in two respects: the cases of luxury production 
and of state employees in welfare services. 

The problem with luxury production (Department III in­
dustries) is best illustrated by the work of Bullock (1973) 
(1974). Basing himself exclusively within the sphere of pro­
duction he attempts to define as productive that labour which 
creates surplus value in a form that can be accumulated. This 
includes produced means of production and wage-goods 
(which can be exchanged against labour-power) but excludes 
luxury production. This places him in same embarrassment, 
because this definition of productive labour differs from 
Marx's (which includes luxury production). Bullock attempts 
to compensate for this by arguing that his definition is consis­
tent with Marx's on (nebulous) methodological grounds. 
Appealing to the movement of theory between levels of 
abstraction, he considers that at the first level of abstraction, 
in simply elaborating the production of surplus value, luxury 
production does embody productive labour, and this is why 
Marx included this sector in the productive category. But at a 
lower level of abstraction, accumulation of surplus value is 
determinant: and since luxury goods cannot be accumulated, 
he argues that the concept of productive labour must be 
modified to reflect this. This total emphasis on accumulation 
accompanied by a lack of clarity, a few terminological errors 
and a shifting of his position, yield to the neo-Ricardians a 
field-day of criticism. 

In fact, in later work (Bullock and Yaffe (1975)) the 
criterion of its contribution to accumulation has been drop­
ped as the basis for categorising any particular labour. The 
criterion becomes simply that of whether labour produces 
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surplus value, and therefore luxury production comes to be 
counted as productive since workers there do direetly pro­
duce surplus value. This reformulation is more consistent 
with Marx's treatment of luxuries. 

On the question of state employees in welfare industries, 
however, Bullock and Yaffe (1975) andHowell (1975) adopt 
a view which is not consistent with Marx's emphasis on the 
direct production of surplus value by produetive labour. They 
argue that wage-Iabour which educates and medically cares 
for the working class is productive even if it is employed by 
the state instead of capital and therefore not directly produc­
tive of surplus value. They justify this by drawing an analogy 
between repair work on fixed capital and 'repair' and 
reproduction of the commodity labour-power. Because 
Marx categorises machine-repair as productive labour sui 
generis, it is argued that wage-Iabour reproducing the 
labourer is also of this genus and hence productive. This is not 
Marx's theory: for him repair work is not produetive because 
it is of a unique type, but because it is undertaken by industrial 
capital. However, the error is, like the original error regard­
ing luxuries, symptomatic of a method confined to analysis of 
produetion, leading to a definition of productive labour ac­
cording to the potential and contribution created for accumu­
lation. 

Bullock and Yaffe do not recognise that their classification 
of medical and education workers is different from Marx's. 
On the contrary, they write that like themselves Marx in 
Theories 0/ Surplus Value, Part I (pp. 167-8), regards as 
productive labour that which 'produces, trains, develops, 
maintains or reproduces labour power itself" (except where 
this labour-power itself is in unproductive employment). 
Examination of Marx's text, however, makes clear that Marx 
does not c1assify this labour as produetive. When we turn to 
the relevant quotation we find that Marx is talking about 
Adam Smith and his first approach to the problem. He 
immediately adds: 'Smith excludes the latter from his categ­
ory of productive labour; arbitrarily, but with a certain cor­
reet instinct . . .. that if he included it, this would open the 
flood gates for false pretensions to the title of productive 
labour.' 
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3.3 Significance of the Debate 

Marx's distinction between productive and unproductive 
labour is, in fact, one which is simple to understand. If labour 
directly produces surplus value it is productive; if not, it is 
unproductive. This criterion has the corollary that only labour 
which is performed under the control of capital (on the basis 
of the sale of labour-power from worker to capitalist), and in 
the sphere of production, is productive. The strength of this 
distinction is that it is the only one which can be drawn from 
the labour theory of value with its vision that the production 
of value and surplus value is the basis for all economic and 
other processes in capitalist society. The distinction between 
the two types of labour is the starting point for understanding 
the role played by economic agents in capitalist social forma­
tions. It should, however, be emphasised that it is only the 
starting point. To take it as the whole would be to see society 
only in economic terms. It would, for example, be quite wrong 
to identify the working dass with productive labourers while 
all others are consigned to the capitalist dass or petty 
bourgeoisie. 

These last remarks bring us to the work of Poulantzas 
(1975), who recognises the significance that the 
productive/unproductive dassification has for the analysis of 
dasses and dass struggle. His presentation of the matter 
demonstrates a careful reading of Marx's dassification and he 
makes dear that dasses cannot be analysed in terms of their 
economic determination alone. But he then argues that only 
productive labourers are members of the working dass 
(thereby exduding shop assistants, dustmen etc.). Thus we 
find that whereas, as we have noted elsewhere (Fine and 
Harris (197 6a)), Poulantzas gene rally over-emphasises polit­
ical relations, here he swings to the opposite pole, over­
emphasis on economic determination. 

We have stated that Marx's approach is easy to understand. 
Nevertheless the neo-Ricardian and Fundamentalist ap­
proaches fail to follow Marx's and it is easy to see why. In 
volume I of Capital Marx perceived 'that the production of 
surplus value has at all times been made, by dassical political 
economists, the distinguishing characteristic of the pro duc-
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tive labourer. Hence, their definition of a productive labourer 
changes with their comprehension of surplus value. Thus the 
Physiocrats insist that only agricu1turallabour is productive, 
since ... with them, surplus value has no existence except in 
the form of rent.' (p. 509). The Fundamentalists insist with 
some inconsistencies that only labour whose products can be 
accumulated is productive since with them, surplus value has 
no existence except in the form of accumulation. The neo­
Ricardians insist that alliabour that is exploited is productive 
since with them, surplus value has no existence except in the 
form of surplus product. Marx himself insists that only indus­
triallabour is productive, since with him surplus value has no 
existence apart from production under capital. 

Marx's categorisation, although developed before the sig­
nificance of state employees and of education and health care 
had reached present proportions, is applicable to today's 
problems. As we have indicated elsewhere (Fine and Harris 
(1976b)) it is the basis for studying the fact that in times of 
crisis the capitalist state cuts expenditure on welfare services. 
But as we shall see in Chapter 8 when we discuss state 
monopoly capitalism, the dynamic of state expenditure can 
only be fully grasped by an analysis of c1ass struggle, in which 
the productive/unproductive distinction is only one element. 



4 
The Law 0/ the Tendency 0/ 
the Rate of Profit to Fall 

4.1 Composition 01 Capital 

In the previous chapter we have explained the significance of 
the debate over the transformation problem and the 
productive/unproductive labour distinction. Quite apart from 
the question of whether the positions taken are faithful to 
'what Marx actually said' we have demonstrated the strengths 
and weaknesses of the different contributions in their ability 
to develop an understanding of capitalist economic life as a 
whole on the basis of its hidden, inner characteristics. But the 
force of the arguments over these questions is best ap­
preciated by examining them together with debates over the 
economic laws of development of capitalism. 

One debate on laws of motion has been central to much of 
British Marxist economics. It concems the law of the tenden­
cy of the rate of profit to fall (TRPF). It is generally agreed 
that Marx in Capital and the Grundrisse put forward as a law 
of capitalism that the rate of profit has a tendency to fall: the 
laws of production and accumulation 'produce for the social 
capital a growing absolute mass of profit, and a falling rate of 
profit' . No one disputes that Marx considered this law to be of 
fundamental significance: it is 'in every respect the most 
fundamentallaw of modem economy, and the most impor­
tant for understanding the most difficult relations. It is the 
most important law from the historical stand-point.' Beyond 
this there is no agreement. In order to appraise the neo­
Ricardian and Fundamentalist interpretations of the law we 
begin by stating our own interpretation (in this and the next 
seetion). 

58 
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Discussion of the law has necessarily employed the concept 
of the composition of capital, because for Marx 'a continuous­
ly rising organic composition of capital ... is represented by a 
falling general rate of proift', Capital, vol. In, p. 213. There 
has been relatively little controversy over the concept of the 
composition of capital. R~ther it has been seen more as an 
algebraic convenience (or inconvenience) in defining the rate 
of profit. However, a c1ear statement of the distinctions 
between three concepts of the composition of capital is 
essential for understanding Marx's law of TRPF, although as 
we shall see this is not usually appreciated. The concepts 
employed by Marx are those of the technical composition, the 
value composition and the organic composition. The techni­
cal composition (TCC) is the ratio of the mass of means of 
production consumed per production period (Le. abstracting 
from fixed capital) to the mass of wage goods. It is a ratio of 
physical, material, quantities and hence unmeasurable by a 
single index. The value composition (VCC) is an expression 
for the same ratio measured in terms of the current values of 
means of production and wage goods consumed. It is there­
fore the ratio of constant to variable capital, C;v. Now for the 
organic composition (aCC). Since this is usually expressed by 
the same ratio C/V (although see Sections 4.3 and 4.4 for a 
different expression), the reader may wonder in what sense 
the acc differs from the VCC. The point is that the technical 
composition is, for Marx, always increasing as accumulation 
and more productive techniques are employed. This increase 
in productivity changes the values per unit of means of 
production and wage goods; it reduces them and may do so at 
differential rates. Whereas the VCC is based on these always 
changing values, the acc abstracts from these changes. It is 
C/Vwhere the elements of the means of production and wage 
goods are valued at their 'old values.' Therefore, changes in 
the ace are direct1y proportional to changes in the technical 
composition whereas changes in the VCC are not. The dis­
tinction can be treated as that between two index numbers, as 
does Steedman (1977), but in fact it is not a purely quantita­
tive matter for it profoundly affects the interpretation of the 
lawofTRPF. 

To emphasise the distinction, let us examine Marx's defini-
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tions. He states that the value composition, VCC, is 'deter­
mined by the proportion in which it [capital] is divided into 
constant capital ... or variable capital.' On the other hand '1 
call the value composition in so far as it is determined by its 
technical composition and mirrors the changes of the latter, 
the organic composition of capital, [OCe]. Whenever 1 refer 
to the composition of capital without further qualification, its 
organic composition is always understood.' (vol. I, p.612). 
Marx is c1early making a distinction between the VCC and the 
OCC, and the basis of this distinction is an understanding of 
the composition of capital 'in a two fold sense', 'on the side of 
value' and 'on the side of material' (vol. I, p. 612). Marx is 
separating two dialectically related processes: first, the in­
creasing OCC associated with the rising TCC and productivi­
ty increase described earlier, and second, the consequent 
reduction in the values of conunodities associated with that 
productivity increase. The overall effect of the two processes 
on the composition of capital, the technical and value 
changes, is captured by the VCC. To repeat, the OCC mirrors 
the TCC while the 'altered value-composition of the capital, 
however, only shows approximately the change in the com­
position of its material constituents' (vol. I p. 623). 

The quotations from Capital, vol. I where the distinction is 
most forcibly expressed were added to later editions of the 
work as clarifications. They do, however, precisely corres­
pond to the concepts which Marx employed earlier while 
writing Theories 0/ Surplus Value, Part In. The clearest state­
ment there is 'the organic composition of capital. By this we 
mean the technological composition' (TSV, In, p. 382) and 
the distinction between this and the VCC which differs from 
the TCC is then elaborated. It is clear, therefore, that at the 
time Marx wrote on the law of TRPF, using the concept of 
organic composition, he had already distinguished it from the 
value composition; the former being based on 'old values', 
the latter on 'new values' . 

Failure to appreciate this distinction reflects a faHure to 
understand the complex unity of production, exchange and 
distribution. For the distinction between old and new values, 
between the OCC and the VCC, is based on the unity 
between the spheres of production and exchange. The new 
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levels of productivity are created in the sphere of production, 
but only become established as new values through the 
exchange of the commodities concerned. Thus the VCC is 
only formed on the basis of the complex articulation of 
production, exchange and distribution. The acc, however, 
exists at a higher level of abstraction; it exists within the 
sphere of production abstracting from exchange and distribu­
tion (although as we have explained in Chapter 1 abstraction 
does not mean ignoring or assuming away the other spheres). 
Here the distinction between 'old' and 'new' values is not 
based on a chronological but on a conceptual distinction, for 
both the acc and VCC are always and simultaneously 
subject to variation. Consequently the debate between Glyn 
(1972), (1973) and Murray (1973) over whether the acc 
should be evaluated at current or historical values is essen­
tially irrelevant to the distinction necessary for an under­
standing of the law of the TRPF. 

We can now employ these concepts of the composition of 
capital to analyse the law of TRPF. 

4.2 The Tendency of the Rate of Profit to Fall 

In the chapter on The Law as Such in Capital, vol. Iß, Marx 
considers the value rate of profit: 

r=S/C+ V=(S!V)/(C!V)+ 1 = rate of exploitation/value 
composition + 1 

and argues that if C/V rises and S/V does not rise sufficiently, 
the rate of profit will fall. For Marx, however, it appears in 
places that there is no 'if': the law of TRPF appears as an 
inevitable aspect of accumulation. aur view is that this law is 
an inevitable concomitant of accumulation but the law must 
be understood as the law of the tendency of the rate of profit 
to fall; it is not a law which predicts actua! falls in the rate of 
profit (in value or price terms). To c1arify this, we must 
consider the structure of Marx's argument in terms of the 
different levels of abstraction which are employed in the three 
chapters (13 to 15) of Capital vol. Iß, Part Iß entitled 'The 
Law as Such', 'Counteracting Influences' and 'Exposition of 
the Interna! Contradictions of the Law' . 
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In the third of these chapters Marx is concerned with the 
effects on the surface of society of the law of TRPF, the 
counteracting influences and the contradictions between 
these. These effects take the form of 'over-production, specu­
lation, crises, and surplus-capital alongside surplus­
population' . These are not simple effects of the law of TRPF 
or of the counteracting influences, but of both of these 
existing in a complex contradictory unity: 'From time to time 
the conflict of antagonistic agencies finds vent in crises. The 
crises are always but momentary and forcible solutions of the 
existing contradictions. 

The concept of crises is, therefore, at a lower level of 
abstraction than the concepts involved in the law of TRPF 
and the counteracting influences: it is constructed on the basis 
of them. Consider the law as such. It is constructed by 
abstracting from all distributional changes and from all 
changes in values except for those which immediately and 
direcdy result from changes in the TCC. In short, Marx 
specifies the law as the consequence of a rising ace. His 
method in deducing the law is therefore to abstract from the 
indirect effects of the rising technical composition of capital, 
to abstract from changes in the rate of exploitation and, since 
we are dealing with the value rate of profit, to abstract from 
the effects of price and wage changes on the rate of profit. 
With these abstractions it follows tautologically that the rate 
of profit in value terms falls. The significance of this proposi­
tion can only be seen when it is considered together with the 
counteracting influences and the complex effects which are 
produced. But even at the present stage it would be wrong to 
dismiss the law as a 'mere' tautology for it can already be seen 
that it is constructed on the basis of the concepts which come 
before it in Capital. It is the direct effect of the rising technical 
composition of capital; and the necessity of that tendency 
itself follows from Marx's analysis of capital as self-expanding 
value, an analysis constructed from the concepts of the com­
modities, money, labour, and value. 

The law as such then is constructed by abstracting from 
many complications. The counteracting influences begin to 
take account of these complications. Marx's presentation of 
the counteracting influences appears to be a rather arbitrarily 
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delimited list of factors with analysis of the way in which each 
operates. The list is the same as that proposed by J. S. Mill and 
Marx prefaces it by the waming that 'the following are the 
most general counter-balancing forces' only. Those enumer­
ated are chiefly concemed with the distribution al effects 
which can only be understood in terms of the articulation of 
production, exchange, and distribution. Under this heading 
are to be considered increasing intensity of exploitation, 
depression of wages, foreign trade, increase in joint-stock 
capital, and relative over-population (which encourages low 
wages). As a result of these factors the effect on the rate of 
profit of increases in the composition of soeial capital will be 
counteracted through changes in distribution between labour 
and capital. 

In addition, Marx includes the cheapening of the elements 
of constant and variable capital. These counteracting tenden­
eies (which reduce the value of capital advanced and increase 
the rate of surplus value) are to be assoeiated with the 
formation of the VCC and the distribution al struggle between 
capital and labour over the value of wages respectively, 
whereas the law as such is assoeiated with the rising OCC. 
Distributional struggle over the value of labour-power is the 
direct product of capital's need, through accumulation, for an 
expanded and centralised labour-force. The changes wrought 
in the OCC and VCC are also direct products of the accumu­
lation of capital. 

Thus in considering the counteracting influences, Marx 
introduces accumulation's effects on distribution and on the 
value composition of capital. They are at the same level of 
abstraction as the law as such in the sense that the counteract­
ing influences are not predicated upon the concept of the law 
- they are not the effects or results of the tendency of the rate 
of profit to fall. Instead, both the law of TRPF and the 
counteracting influences are equally the effect of capitalist 
accumulation with its necessary concomitant of a rising tech­
nical composition (reflected in Marx's analysis by a rising 
organic composition but a value composition which does not 
necessarily rise). As Marx puts it, 'the same influences which 
produce a tendency in the general rate of profit to fall, also 
call forth counter-effects' (emphasis added). In the light of 
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this we think that the name 'law of the TRPF' is something of 
amisnomer. The law in its broad definition is in fact 'the law 
of the tendency of the rate of profit to fall and its counter­
acting influences' . 

Our interpretation of Marx's law has several implications 
which are worth elaborating before we critically appraise 
other interpretations. First, it is advisable to clarify some 
semantic issues. When Marx refers to an economic law he 
explicitly me ans a tendency. He makes this clear in the very 
title of vol. III, chapter 13, and the first paragraph of chapter 
14; and elsewhere (for example Capital vol. III, p. 175) he 
states that it is the meaning of all economic laws. But the 
meaning of a tendency is understood differently by different 
writers. One meaning in the present context is that if one 
collects data on the rate of profit over adefinite period of 
history one will observe adefinite downward trend (or regres­
sion line). We shall call this an 'empirical tendency'. Asecond 
meaning is that if one abstracts from the counteracting influ­
ences one identifies an 'underlying' direction of movement of 
the rate of profit. This interprets a tendency as a proposition 
developed at a certain level of abstraction which by itself 
yields no general predictions about actual movements in the 
rate of profit. Actual movements depend on a complicated 
relationship between the tendency and the counteracting 
influences which have been abstracted from - their particular 
balance at particular times. We shall call this an 'abstract 
tendency'. The latter is Marx's concept of the law of the 
TRPF. The observable effect of the law cannot be a simple 
tendency for the actual rate of profit (in value or price terms) 
to fall. The effects of the law (which, being constructed from 
the law as broadly defined are at a lower level of abstraction) 
must be the effects of the complex contradictions between the 
tendency of the rate of profit to fall and the conteracting 
influences. One such effect is crises which are necessary at 
times to temporarily resolve the contradictions, another may 
in fact be actual falls in the rate of profit. But if the latter effect 
occurs it cannot be understood as a simple manifestation of 
the law. It is a manifestation of the complex internal con­
tradictions of the law. Hence the title of Marx's chapter 15 
where he considers the law of TRPF and counteracting 



The Law of the Tendency of the Rate of Profit to Fall 65 

influences is 'Exposition of the Intemal Contradictions of the 
Law' (emphasis added). What has been shown is that these 
internal contradictions involve an analysis of the complex 
articulation of production, exchange, and distribution. 

But if the significance of the law of the TRPF is that it is an 
abstract tendency that co-exists with the abstract tendency for 
the counteracting influences to operate, why then did Marx in 
Chapter 13 write of the law of the tendency of the rate of 
profit to fall and only subsequently bring the counter-acting 
influences into the discussion of the law and its effects? Is it 
simplyan accident of the order of exposition? We consider it 
follows from the logicalorder of exposition. For, while the 
counteracting influences, and the tendency itself are simul­
taneous (albeit contradictory) products of accumulation, the 
tendency (associated with the rising OCC) can be studied in 
abstraction from circulation and the distribution of surplus 
value. On the other hand, the study of the counteracting 
influences (associated with the formation of the VCC for 
which the effects of the rising OCC and the reduction of the 
value of constant and variable capital are integrated) presup­
poses the formation of new values and a new rate of surplus 
value through the integration of production with exchange 
relations. Indeed, it is through exchange that the internal 
contradictions between the tendencies are expressed. Conse­
quently the TRPF can only appear through its effects derived 
from its articulation with the counteracting influences, and 
these in turn can only be examined in relation to the TRPF. In 
short, the law of the TRPF is an abstract and not an empirical 
tendency. 

4.3 Neo-Ricardian Interpretations of the Law 

Having set out our interpretation of the law of TRPF we are 
now in a position to consider the neo-Ricardian interpreta­
tion and critique of the law. That position is best represented 
in the writings of Steedman (1972), Hodgson (1974) and 
Himmelweit (1974). Many of the points they develop were 
already known in less developed form before the recent 
debates and had been summarised by Meek (1967) and 
Sweezy (1949). Essential to the critiques is the failure to 
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distinguish between the OCC and the VCC. The two are 
treated as synonymous, but this conceals the relationship 
between production, distribution and exchange that is im­
plicit in the distinction between the two concepts. In effect, 
neo-Ricardians assume that increases in productivity and the 
formation of new values are automatically and simultaneous­
ly achieved. As a result, like us in asense, they treat the 
tendency and the counteracting tendencies as having equal 
status; but, unlike us, the effects of these tendencies are seen 
as being united by simply adding together the resulting 
changes brought about on the (price) rate of profit. They do 
not see the tendency and counteracting tendencies as existing 
in a contradictory unity. 

In essence then, neo-Ricardians are concemed to investi­
gate the validity of the law in terms of whether the simple surn 
of the effects of the tendency and counteracting tendencies 
do or do not lead to a fall in the (price) rate of profit. This in­
evitably leads to a 'logical proof' of the invalidity of the law 
of TRPF (or, at least, their interpretation of it) by demon­
strating that a rising TCC does not necessarily involve a rising 
value composition (or, as they call it 'organic composition'­
the two are essentially indistinguishable for them); that if the 
VCC does rise this does not necessarily cause falls in the rate 
of profit for the real source of falls in the rate of profit can 
only be wage increases, the result of dass struggle over distri­
bution in the sphere of exchange. (Since the models are 
generally constructed in terms of prices rather than values, 
wage increases are the analogue of falls in the rate of 
exploitation. ) 

The first point in the neo-Ricardian argument is that the 
value (organic) composition is an irrelevant concept (Hodg­
son, Steedman), just as value itself iso It should be replaced by 
the concept of dated labour and this view inevitably follows 
from their concentration on a price of production model (for a 
critique of which see Chapter 2). In such a model embodied 
labour is treated simply as a cost and prices are the surn of 
these costs each multiplied by a factor which depends upon 
the rate of profit and the date at which the labour was 
expended. By way of analogy, labour costs are treated very 
much like loans: the longer ago they were incurred the greater 
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the profit that has to be inc1uded in their selling price. For 
neo-Ricardians then, there is no qualitative difference be­
tween dead and living labour as such. There is only the 
quantitative difference that labour expended in the current 
period bears either zero or one period's profit mark-up 
whereas labour expended in previous periods on producing 
means of production bears a profit mark-up compounded 
according to the number of periods that have elapsed. For 
Marx, however, eschewing the dated labour concept of me ans 
of production, the qualitative distinction between dead and 
living labour - the fact that means of production are dead 
labour whenever it was expended - is all-important. It is 
captured in the concept of value composition. This concept 
emphasises the distinction between constant capital (dead 
labour) which does not create value, and variable capital 
which is the source of living labour and which does create 
value. It is no accident that the importance of this distinction 
escapes the neo-Ricardians. For what it represents is the 
relationship in aggregate b.etween capital and labour as clas­
ses in the sphere of production, whereas as we saw in Chapter 
2 the neo-Ricardians' interest in class relations is at a level 
where the antagonism between the two great c1asses in pro­
duction is obscured by competition between and within clas­
ses in exchange and distribution. 

The second neo-Ricardian argument is that even if we 
accept the concept of the value ('organic') composition, a rise 
in the technical composition of capital does not necessarily 
imply a rise in 'organic' composition (Hodgson). The rise in 
technical composition, since it raises the productivity of 
labour, will lower the values of commodities: more com­
modities can be produced in a given number of labour hours. 
Assuming that the values of means of production fall in this 
process, then, depending on the rate of fall, the increasing 
mass of means of production may not involve an increasing 
value. The value of constant capital may rise, fall or stay 
unchanged, and therefore the value composition may not rise 
even though the technical composition of capital has risen. 

A third strand in the neo-Ricardian critique is the idea that, 
even if the organic composition does increase, the rate of 
profit will not necessarily fall. It is a proposition put forward 
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in different ways by Hodgson (1974) and Himmelweit 
(1974). Hodgson's argument for this proposition is extremely 
weak since it reasons by a false analogy between neo-dassical 
economics and Marx's theory. 

Himmelweit's argument is more worthy of consideration. 
She argues in a model expressed in terms of prices of produc­
tion rather than values and she adopts c'/v'+s' rather than 
c '/v' as the measure of organic composition (where the dashes 
denote price rather than value quantification). Within a 
neo-Ricardian model of prices of production it can be shown 
that, given the state of technology, there is a unique inverse 
relationship between wages and the rate of profit: if wages go 
up, the rate of profit must go down and vice versa. Indeed this 
is one of Sraffa's (1960) most significant results for neo­
Ricardianism. Himmelweit argues from this that a rise in the 
wage rate is the sole cause of a fall in the rate of profit given 
the state of technology. Further, a rise in the wage rate, in­
ducing individual capitalists to change to new but previously 
available techniques to offset the rise in wages, brings about 
in aggregate a higher 'organic' composition and level of 
productivity. This rise in productivity actually stemsthe fall in 
the rate of profit which is being caused by rising wage rates. 
Therefore to the extent that the 'organic' composition rises, 
this represents on the one hand a response to rising wages, 
and on the other, a slowing of the tendency of the rate of 
profit to fall. Far from the rising 'OCC' being associated with 
the law of the TRPF, it is to be associated with the counteract­
ing influences! The capitalist dass as a whole benefits from 
the fact that the new techniques, introduced by individual 
capitalists for their own gain, reduce the effects of rising 
wages, whereas Marx argues that the competitive actions of 
individual capitalists in introducing new techniques (raising 
TCC) are at the basis of the falling rate of profit and therefore 
tendentially harm the dass as a whole. 

The contrast between Himmelweit's conclusions and 
Marx's arises because the structure and status of each and 
every concept differs between the two writers. For Himmel­
weit a distribution phenomenon, the movement of the wage 
rate, is primary and the motive force (and this phenomenon is 
considered only as an exchange phenomenon). Whythe wage 
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rate should rise remains unexplained, although for neo­
Ricardians it is usually based on the outcome of dass struggle 
as the proletariat is strengthened by the rise in employment 
brought about by accumulation. However, this accumulation 
is itself unexplained, imposed extemally upon the theory. 
Indeed in neo-Ricardian theory there is precisely no motive 
for capital accumulation, because it is assumed that produc­
tion can be undertaken at any and every scale. Although there 
can be some rather hair-splitting debate about whether Sraffa 
(1960) assumes constant returns to scale, this assumption is 
now generally employed in neo-Ricardian theory. Therefore, 
no economies (or diseconomies) of scale are to be reaped by 
accumulation and the motive for accumulation is untheor­
ised. 

In contrast, for Marx, accumulation of capital is the prim­
ary and motive force, from which the movements of wage 
rates (and other categories) are derivative: 'the rate of ac­
cumulation is the independent not the dependent variable; 
the rate of wages the dependent, not the independent vari­
able'. Nor is this accumulation imposed in a vacuum. It 
follows from the coercive force of competition. 

From this it can be seen that the two differ over the concept 
of competition. For Himmelweit as a neo-Ricardian, compet­
ition exists only in three senses: to equalise the rates of profit 
between capitalists (and wages between workers), in distribu­
tional struggle between capital and labour over the level of 
wages, and as the stimulus to cost reduction. The last causes 
capitalists to change their choice of technique (from a given 
set) when the wage-rate changes. In contrast, for Marx, 
competition exists first and foremost as astimulus to accumu­
lation and expansion of production. The organic composition 
and productivity rise even without the prior stimulus of rising 
wages. When this happens, then even in Himmelweit's price 
of production model, the rate of profit will fall to the extent 
that wages rise. And in Marx's approach developed at that 
level of abstraction where the value of labour-power is con­
stant wages will rise, since to maintain equality between 
wages and a constant value of labour-power, wages must rise 
as labour productivity rises. For the rise in labour productivity 
means that the value embodied in each wage commodity falls; 
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if the value of labour-power is to be constant and equal to 
wages, then wages must rise to allow more commodities, and 
hence an equal amount of total value, to be received by 
workers. The extent to which wages do in fact maintain their 
value will depend upon the strength of capital and labour in 
distributional struggle as weIl as the extent to which the value 
of wage-goods is reduced. But these factors, as elements of 
the counteracting tendencies, cannot be seen, when analysing 

. their effects, in isolation from their contradictory unity with 
the development of production as expressed in the law of the 
TRPF. This analysis demonstrates the significance of value 
analysis since Himmelweit's concentration on price of pro­
duction and wage-rates diverts attention from the question of 
the value of labour-power. More than that, it actually pre­
vents an analysis which takes into account the articulation of 
the spheres of production, exchange and distribution with 
production as fundamental, for, as we have shown in Chapter 
2 this articulation cannot be understood without value theory. 
Thus Himmelweit is forced to consider matters from the 
one-sided exchange-based view of distribution. 

What then is the conclusion of the neo-Ricardian critique 
of the law of the TRPF. Hodgson and Himmelweit both argue 
that the element of truth in Marx's law is that a rise in the 
value composition (numerically equated to C/S+ V) if it 
occurs, will involve a fall in the maximum attainable rate of 
profit - in the rate of profit that would be obtained if wages 
were zero. This is because when wages are zero (Le. V= 0) 
the reciprocal of the 'organic' composition S+ V/Cis identical 
to the rate of profit S/C+ V since both are then equal to S/C 
where Snow represents the total working day. The important 
point for neo-Ricardianism, however, is that the rate of profit 
is below its maximum since wages are greater than zero. As 
Himmelweit concludes, the fact that the maximum rate of 
profit will fall if the 'organic' composition rises says nothing 
about whether there is a tendency for the actual rate of profit 
to fall. What is emphasised is that changes in wage-rates are 
the sources of changes in the profit rate. Class struggle over 
distribution in the sphere of exchange is for them everything 
(see Bhaduri (1969)). This is the theoretical basis for the 
empirical work of Glyn and Sutcliffe (1972) which we discuss 
below in Chapter 5. 
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Finally it must be made clear that an almost automatie 
consequence of the neo-Ricardian treatment of the law is to 
view it as an empirical law, predicting actual falls in the 
observable (price) rate of profit and rises in the value com­
position of capital (see in particular Hodgson (1974)). This 
has given rise to a number of direct attempts to interpret and 
confirm or refute the lawempirically (Gillman (1957), Man­
del (1975), Hodgson (1974)). In general, these contributions 
take the law to refer to the secular development of capitalism, 
while the law in fact refers to the cycle of production. Even so 
cyclical movements in the rate of profit and composition of 
capital cannot be explained or predieted simply by the law. 
But if Marx was not predicting an empirie al tendency, if the 
rate of profit in value or price terms may go up, down or 
neither over any partieular time period, why say that its 
movements are subject to a law? At one level we have given 
an answer - the law refers to an abstract tendency not an 
empirical tendency. The substantive problem posed by Hodg­
son (1977), for example, is what is the significance of a law if it 
does not offer simple predietions of an empirical trend? The 
point which the question fails to grasp is that an abstract 
tendency does have a connection with observable phenomena 
even though it does not involve simple predictions of trends. 
The TRPF and tendency for counteracting influences to 
operate actually exist in capitalism in a contradictory rela­
tionship with each other. The existence of these contradie­
tions gives rise to crises, booms, and the associated cycles of 
production and exchange. These, with their rhythm of unem­
ployment, concentration and centralisation and other 
phenomena are the observable 'predietions' of Marx's ab­
stract tendency. Indeed, particular movements in the actual 
observable rate of profit are associated with these cycles. At 
times the rate of profit will actually fall, at others it will 
actually rise. These movements are not arbitrary but are 
based on the abstract tendencies and their contradietions. 
Thus we would expect that crises whieh result from these 
contradictions give rise (through the restructuring of capital 
and other forces whieh they generate ) to an increase in the 
rate of profit as the basis for a cyclical upturn. The point is 
simply that these definite movements in observable pheno­
mena are the complex ultimate result of contradictions 
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between abstract tendencies; they are not the simple empiri­
cal tendency of falls in the rate of profit which only writers 
such as Hodgson would endow with the title 'law'. It is this 
belief that the only significant theoretical propositions are 
those which consist of simple predictions of observable 
phenomena (rather than those which see such phenomena as 
resulting from contradictoty complex relationships) which 
entitles us to argue that neo-Ricardians tend to employ an 
empiricist methodology despite protestations to the contrary. 

4.4 Fundamentalist Interpretations of the Law 

At the opposite extreme the Fundamentalist interpretation 
(Yaffe (1972) and Cogoy (1973» emphasises the immanent 
contradictions of capital as the basis of the law of TRPF. 
These are seen as being located within the sphere of produc­
tion and associated with capital-in-general rather than with 
competition. 

Yaffe considers the problem in two stages. First he argues 
that accumulation necessarily involves a rise in the technical 
and value composition of capital and, second, he argues that 
this rise is not offset by increases in the rate of exploitation, 
since there are definite limits to its rate of increase. There­
fore, he concludes, there is a tendency for the value rate of 
profit to fall. The substance of his argument concems the 
rising value composition (which he mistakenly calls the 
OCC); the inevitability of this tendency, he argues, stems 
from the very nature of capital. The concept of capital implies 
a contradiction since capital is 'value in process'; it is self­
expanding value which necessarily strives for expansion with­
out limit, but its self-expansion is based on the labour of the 
working class and this is necessarily a limited basis since the 
population and length of the working day cannot be expanded 
without limit. As the resolution of this contradiction,capital 
therefore must make itself as independent as possible from its 
limited base by increasing the technical composition of capi­
tal; employing, that is, a greater proportion of machinery and 
raising labour productivity so that a greater amount of raw 
materials is worked up with a given amount of living labour. 
Furthermore, this must involve an increase in the value 



The Law 0/ the Tendency 0/ the Rate 0/ Profit to Fall 73 

composition, the relative value of constant and variable capi­
tal employed. 

The last step is particularly contentious. Why must a rise in 
TCC be associated with a rise in value composition? Since the 
latter is calculated at 'new values' it may fall while the TCC 
rises, as the neo-Ricardians never tire of emphasising and as 
Marx hirnself makes c1ear. Yaffe attempts to rescue the 
theory that the value and technical compositions are neces­
sarily correlated by appealing to Marx's rule for installing new 
machinery. But the argument is invalid (and its internal 
inconsistency has been noted by Catephores (1973)). Y affe is 
therefore left with a mere assertion that the value composi­
tion (his 'organic composition') rises and the rate of profit 
falls. 

The problem is that Yaffe has confused the value and 
organic compositions. In the terms set out in Sections 4.1 and 
4.2 the truth is that when the TCC rises the acc must rise, 
but what happens to the value composition depends on the 
counteracting influences. In terms of the true meanings of 
VCC and acc Yaffe's argument can be framed as follows. 
As TCC rises, acc rises and this produces a tendency for the 
rate of profit to fall. Thus the tendency is based in the sphere 
of production. So far the argument is valid. But then Yaffe has 
to take the further steps of arguing that the counteracting 
influences are at a lower level of abstraction and that the law 
as such always dominates the counteracting influences so that 
the rising organic composition is expressed in a rising value 
composition. Thls is wrong in Marx's terms since it falls to 
grasp the complex unity of the law as such and the counteract­
ing influences, each with equal status. Moreover the second of 
these steps can only be founded on assertions. The assertions 
are made with great force by Yaffe because he, like the 
neo-Ricardians, sees the law of TRPF as an empiricallaw, a 
statement that the rate of profit will be negatively correlated 
with the TCC as in a downward-sloping regression line. 

Similar faults are found in Cogoy's (1973) contribution. He 
builds a 'model' in which, unusually, the acc is defined as 
C/S+ Vand this is distinguished from the VCC (defined C/V). 
The purpose of this definition of the acc is to eliminate 
changes in the rate of exploitation (value of labour-power). 
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On this basis Cogoy claims to be concentrating on the sphere 
of production, for distribution al struggle is thereby abstracted 
from. Thus Cogoy is instinctively right to associate the OCC 
with production in abstraction but, in comparison to the 
distinction drawn in Section 4.1, he has incorrectly drawn the 
distinction between OCC and VCC. 

The use of living labour, S+ V (the length of the working 
day), as opposed to variable capital Vto measure the organic 
composition has the effect of capturing changes in the value of 
constant capital while ignoring changes in the value of vari­
able capital. In contrast to the law as stated in Sections 4.1, 
4.2, constant capital is measured by Cogoy at 'new values' 
which are achieved automatically, while variable capital is 
measured at 'old values'. Although this maintains the distinc­
tion between dead and living labour, it does so in an arbitrary 
fashion, especially when it is borne in mind that reductions in 
the value of constant capital reduce, ceteris paribus, the value 
of labour-power to the extent that the value of wage goods 
embodies the value of physical means of production. In 
addition, there are further problems with Cogoy's statement. 
Abstracting from distributional struggle in his way is equival­
ent to examining movements in the maximum rate of profit. 
As the neo-Ricardians have shown, this falls if the OCC, 
defined as C/S+ V, rises. Cogoy has to assume that it does 
rise, and this he does by arbitrarily assuming that constant 
capital always grows faster than the mass of living labour. This 
is inconsistent because more surplus value becomes accumu­
lated than is being produced. Leaving this aside, the end 
result is identical to the neo-Ricardian conc1usion - that the 
maximum rate of profit falls if the ratio of constant capital to 
living labour rises. The only difference is that for Cogoy this 
ratio must rise and that changes in the maximum as opposed 
to the actual rate of profit are fundamental because they 
abstract from distributional struggle. 

To sum up, neo-Ricardianism's thrust is that the idea of a 
rising organic composition cannot be the basis of the law of 
TRPF and that, instead, we should focus on changes in the 
rate of exploitation in price terms, changes brought about by 
c1ass struggle over wages, as the source of a falling rate of 
profit. In contrast, the Fundamentalists argue that the law of 



The Law 0/ the Tendency 0/ the Rate 0/ Profit to Fall 75 

TRPF sterns from a rising organic composition and that the 
latter is inherent in the nature of capital. Both schools, 
however, suffer from the same weakness - a misinterpreta­
tion of Marx's method and the meaning of the law. 

Neo-Ricardians and Fundamentalists alike consider the 
law to predict falls in the actual (value or price) rate ofprofit, 
falls which are the simple effect of a rising technical composi­
tion. Neo-Ricardians seek to disprove such a proposition by, 
among other things, emphasising the role of two groups of 
Marx's counteracting influences: the cheapening of the ele­
ments of constant capital which may prevent the value com­
position rising with the technical composition, and changes in 
distribution related to wage struggles. Fundamentalists rec­
ognise the existence of counteracting influences but treat 
them as secondary, transient factors so that the effects of the 
law of TRPF continually reappear as actual falls preceding 
crises. Tbe neo-Ricardian position is the reverse and is sum­
marised by Hodgson's view (1974) that the counteracting 
influences may be considered as the law and the tendency of 
the rate of profit to fall as contingent. Both schools consider 
that what is a law and what a 'mere' influence is an empirical 
matter, a question of the frequency with which one is man­
ifested rather than the other. 

The burden of our own interpretation is that the existence 
of both the tendency of the rate of profit to fall and of 
counteracting influences has the status of a law in the sense 
that both are inevitable products of capitalist accumulation. 
One cannot preface the counteracting influences with the 
adjective 'mere' . The distinction between the law of TRPF 
and the counteracting influences is not one of their relative 
empirical or logical significance. It is a distinction based solely 
on the fact that Marx isolates and considers separately the 
different effects of accumulation; the concept of organic 
composition is employed to analyse the former and the 
concept of value composition to analyse the latter. Tbe 
importance of the distinction between these two concepts has 
escaped neo-Ricardian and Fundamentalist writers. This has 
profound effects on their interpretations of crises, to which 
wenowtuffi. 



5 
Theory 0/ Crisis 

5.1 Partial Theories of Crises' Fonns and Causes 

For Marx aecumulation is the essenee of eapitalism: 'Ae­
eumulate, accumulate: that is Moses and the prophets.' But 
eapitalist accumulation necessarily follows a cyc1ie path whieh 
is dominated by the erisis phase. The study of eyc1ieal ae­
eumulation is a twofold venture: it is the study of the eause of 
erises and of their forms. Existing theories of erises frequently 
confuse the forms of crises with the eauses and this generally 
arises because they eoneentrate on one of the phenomena of 
crises to the exc1usion of others. Before turning to these, two 
things must be emphasised. First, the erises with whieh we are 
coneerned are economie crises rather than general social 
erises; they are identified by a violent interruption in the 
cireuits of eapital. Seeond, sinee in the Marxist concept 
eapitalist accumulation is neeessarily punetuated by erises, 
the theory of the eause of erises must demonstrate that none is 
accidental but all arise from a eommon foundation which is 
inherent in eapitalism. 

There are three main theories of erises supported by Marx­
ists, although these theories are rarely stated in abstract form 
but are found embedded in eonerete analyses. As well as 
neo-Rieardian and Fundamentalist theories of erises, under­
eonsumption theories are put forward by some who claim to 
follow Marx. None of these sehools in fact eomprises Marx's 
theory of erises. 

The neo-Rieardian position on erises is best summarised by 
Glyn and Suteliffe (1972) in their analysis of the post-war 

76 
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British economy. Surprisingly, since we have seen that neo­
Ricardians reject Marx's law of the tendency of the rate of 
profit to fall, these authors argue that crises result from falls in 
the rate of profit. The paradox disappears when it is realised 
that they are talking about the rate of profit calculated at 
market prices rather than at values (or prices of production). 
Thus the cause of the fall in the rate of profit is seen as the 
result of a rise in wages at the expense of profits and this itself 
is the result of workers' relative strength in dass struggle. This 
balance of forces is not explained on any general basis but 
only as the effect of a specific conjuncture. And the dass 
struggle to which it relates is of a partial nature; it is conflict 
over distribution in the sphere of exchange (wage-rates). 

These features of Glyn and Sutdiffe's theory are charac­
teristic of the neo-Ricardian emphasis on dass conflict over 
distribution as ·the dominant contradiction of capitalism. But 
that school's theory of crisis does not always restrict the 
protagonists to labour and capital within one nation; to 
analyse the 1970s, crisis writers such as Gordon (1975) 
broaden the terms to indude conflict between labour, capital, 
the state, and foreign capital. (Glyn and Sutcliffe also indude 
the intensification of international competition in world trade 
as an explanation of the 'profit squeeze'.) The crucial idea 
remains that the conflict is over distribution phenomena -
wages, profits, taxes, terms of trade. From the point of view of 
the economy the balance of forces in such struggles at particu­
lar conjunctures is purely contingent. This gives neo­
Ricardianism both its strength and its weakness: its strength 
because it indicates that the 'subjective' actions of the work­
ing dass (even if focused upon distributional struggle) have a 
determining role to play in capitalism's developments; its 
weakness because their theory implies that crises are 'acci­
dental' rather than the necessary concomitant of the complex 
contradictions between the forces and relations of produc­
tion. 

Fundamentalists, on the other hand, locate the source of 
crises in the law of the TRPF which, as we have explained in 
the previous chapter, they analyse within the sphere of pro­
duction in terms of capital-in-general (Le. attempting to 
abstract from competition). This position is best represented 
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by Yaffe (1972), but see also Bullock and Yaffe (1975). The 
law of the TRPF is seen as sometimes being masked by 
counteracting influences and at other times comes to the 
surface in the form of an actual decline. When it does make 
this appearance it induces crises and these crises overcome 
the contradiction of capital for which the falling rate of profit 
is merely the form of expression; but in overcoming the 
contradiction, the barrier to accumulation, the crises remove 
it to a higher level. Economic crisis is seen as the major 
counteracting influence to the tendency of the rate of profit to 
fall (although Marx considers it as the resolution of the 
contradictions of the tendency and the counteracting influ­
ences rather than a counteracting influence itself). Yaffe 
argues that the law of TRPF is located exclusively within the 
sphere of production, but that crises can only be analysed 
after competition and activities in the sphere of exchange are 
introduced. The processes by which the crisis counteracts the 
falling rate of profit and restores the conditions for accumula­
tion include forces located within the sphere of production 
(e.g. restructuring of productive capital), those located within 
the sphere of exchange (e.g. depreciation of the prices of 
commodities) and distributional phenomena. This analysis of 
crises is the opposite of the neo-Ricardians'. It emphasises the 
priority of production rather than exchange and distribution 
based on exchange, and it locates crises as necessary rather 
than contingent. In this, Yaffe is closer to advocating Marx's 
theory of crises whereas neo-Ricardians can only be consi­
dered to be rejecting it. However, Yaffe's argument does 
have its faults and these are related to his treatment of the law 
of the TRPF. For while he recognises that the course of the 
crisis is determined by competition (as between capital and 
labour, as between capitals in the processes of distribution 
and exchange), his analysis of this is necessarily suspended in 
isolation from the law of the TRPF which is confined to the 
sphere of production alone. As a result, the role played by 
exchange and distribution (and class struggle over them) in 
economic reproduction must be reduced mechanically to the 
logical requirements of the laws of production. Otherwise ad 
hoc functions and explanations are assigned to them which 
cannot be deduced from the logic of production alone 
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(as in Yaffe's Keynesian treatment of state expenditure, on 
which see Chapter 6). 

The misunderstandings about the nature of the law of 
TRPF which we examined in Chapter 4 have an effect on both 
Fundamentalist and more edectic theories of crisis. This is 
illustrated by Gamble and Walton (1976) and Mandel (1975) 
respectively. The former, for example, see crises as the simple 
product of increases in the organic composition of capital 
(which they confuse with the VCC) and this leads them to 
interpret all dass struggle (induding the state's role) in terms 
of the interest the bourgeoisie supposedly has in restraining 
the growth of the composition of capital. Mandel (1975), 
together with Rowthorn (1976), also addresses himself to the 
question of whether what they call the organic composition 
has risen, as if this could be the direct cause of crises by its 
isolated and quantitative effect on the rate of profit. 

The third school, underconsumptionism, has a history 
within Marxism which runs from Rosa Luxemburg (1963) to 
Baran and Sweezy (1964), although Bleaney (1976) in his 
careful survey argues that the first does not fit into this school. 
Its essence is that crises result from a deficiency in the 
effective demand for commodities for one reason or another. 
In this it is dearly similar to Keynes's (1936) theory, but the 
question is whether it is in any sense Marxist. Marx does 
develop the concept of effective demand and employ it in a 
remarkable anticipation of Keynes's multiplier analysis of the 
developments which occur within crises. But these concepts 
pertain to the form which crises take rather than to their 
underlying cause. The underconsumptionists, by contrast, 
take the deficiency of demand as the cause of crises and 
thereby confuse the form of crises with their cause. Although 
underconsumptionism is a distinct school of thought some 
writers, of whom Kalecki (1943) is a leading example, com­
bine it with neo-Ricardian ideas. In such cases the source of 
underconsumption is seen as the depression of wage rates 
which reduces workers' effective demand, but the crisis can­
not be cured by a rise in wage rates (or employment) for this 
would reduce the rate of profit (and workers' discipline as 
jobs become easily obtained). 

If underconsumptionism confuses the form of crises with 
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their cause it is because crises under capitalism do take the 
form of being precipitated by a failure of demand (unsold 
goods) whereas in pre-capitalist modes crises took the entire­
ly different form of natural or social upheavals precipitating 
falls in supply (such as harvest failure). The idea of a failure of 
demand is that of a break in the circuit of aggregate capital in 
the phase C'-M'. How this form is itself a summary of breaks 
in the circuits of individual capitals is explored by !toh (1975), 
Ergas and Fishman (1975) and Fine (1975a). These writers 
make c1ear that breaks in the complex articulation of indi­
vidual circuits, especially through monetary exchange, are the 
basic form of crises. The individual circuits become desyn­
chronised. But what is demonstrated thereby is only the 
possibility of crises; the analysis as such says nothing of the 
cause of crises (although !toh supplements his analysis with a 
neo-Ricardian view of causes); by demonstrating only the 
possibility of crisis, one equally demonstrates the possibility 
of a crisis-free accumulation in which circuits of capital are 
not broken despite their anarchic integration through market 
relations. 

5.2 Crises and their Determining Contradictions 

The crisis theories examined above are unsatisfactory in 
several ways but most basically because they are partial as 
compared with Marx's. Neo-Ricardianism and undercon­
sumption theories see the source of crises in the sphere of 
exchange; Fundamentalism is unable to see the articulation 
betwen production, on which it concentrates, and exchange 
and distribution. But Marx's own theory of crisis is not 
presented in Capital in an easily accessible form. In this 
section, therefore, we bring its elements together. 

Crises, the dominant phase of the cyc1e, are forcible 
changes in the progress of capitalist accumulation; not only in 
the pace of accumulation but also in its internal structure. 
Marx sees them as necessary in the sense that they forcibly 
resolve the internal contradictions of accumulation which 
would otherwise persist. In separate places he describes these 
contradictions in two apparently separate ways. On one hand 
Marx sees crises as resolving the contradictions between the 
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spheres of production, exchange and distribution, the ten­
sions and displacements between them. The reader can gain a 
concrete picture of one such displacement by thinking of the 
speculative boom which generally precedes crises; there ex­
change is over-developed in relation to production. On the 
other hand Marx sees crises as resolving the contradictions 
between the law of TRPF and the counteracting tendencies. 
In fact these two formulations are complementary rather than 
separate for we have already seen (Chapter 4) that the law of 
TRPF concerns the effect of accumulation within the sphere 
of production in abstraction whereas the counteracting influ­
ences concern the effects within all three spheres. These two 
formulations of the contradictions which crises have to solve 
are the elements on which Marx's theory is constructed: the 
idea of displacement between the spheres is the idea of a 
particular structural relationship while the effects of accumu­
lation (law of TRPF and counteracting influences) are seen as 
the dynamic force which explains the development of these 
contradictions over time. 

To see the development of crises we have to ex amine this 
dynamic force. Within the sphere of production, capitalist 
accumulation in the expansion phase of the cycle produces 
continual revolutions in the labour process, in the forces of 
production. By itself this produces a tendency for the rate of 
profit to fall. It also leads to the expulsion of living labour 
from production. These factors, however, do not necessarily 
cause the expansionary phase to falter: within the whole 
circuit of capital the counteracting influences may be such as 
to maintain or even raise the rate of profit and the rate of 
accumulation may be such that the relative expulsion of living 
labour does not become absolute. Continued accumulation 
on this basis can be thought of as the harmonious develop­
ment of the three spheres. It also defines the idea that the law 
of TRPF and the counteracting influences are in harmony 
rather than antagonistic contradiction with each other. This 
idea, however, is as much an abstract construction as are 
Marx's reproduction schema: it abstracts from the fact that 
the antagonistic contradictions of the law and counteracting 
influences are ever present so that accumulation carries the 
seed of its own interruption. 
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But what is the meaning of these contradictions? How are 
the counteracting influences in conflict with the TRPF in 
anything other than a quantitative sense (one pushing the rate 
of profit up with the other pulling it down)? This conflict is 
defined as the opposite of the harmonious co-existence of the 
law and the counteracting influences; it is defined as any 
conjuncture of the law and the counteracting influences 
which causes capitalist accumulation to be interrupted. 
Marx's theory of crisis is the idea that such conjunctures 
necessarily develop, but they may take several different 
forms. The simplest is where both the TRPF and the coun­
teracting influences work smoothly but the former is quan­
titatively more powerful so that the actual rate of profit falls 
and the stimulus to accumulation thereby disappears. It is 
wrongly assumed by Fundamentalists that this is the only 
possible conjuncture which Marx considered to be the basis of 
crises, and both they and neo-Ricardians consider that ac­
cumulation depends upon a positive stimulus to capitalists' 
motives (the value rate of profit and the price rate of profit 
respectively). The error of this view can be seen from Marx's 
emphasis on the mass of surplus value (identified with the 
mass of profit) as being even more significant than the rate of 
profit; the ability to accumulate dominates the incentive. In 
fact, the effect of falls in the rate of profit in producing crises 
cannot be understood without recognising the significance of 
the mass of profit or surplus value. For if the rate of profit is 
seen as a stimulus so that accumulation is positively related to 
it, its gradual decline should produce a gradual decline in 
accumulation rather than its sudden interruption. The effect 
of the mass of surplus value in determining the ability 
to accumulate, however, necessarily involves discon­
tinuities. This is because the ability to accumulate depends 
not only on the mass of surplus value but also on the 
minimum size of the mass that can be capitalised. Given the 
significance of fixed capital and the tendency for the size 
of fixed capital in each production process to increase, a 
definite amount of surplus value is required if accumulation 
is to proceed. If the rate of profit falls but the mass of 
surplus value remains sufficiently large, accumulation can 
proceed; if, however, the mass falls below the critical point 
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while retaining a positive increase accumulation must be 
interrupted. 

Falls in the rate of profit and its mass are not the only 
possible conjunctures characterised by contradiction be­
tween TRPF and the counteracting influences. Others arise 
from the tensions which are involved in the formation of 
TRPF and the counteracting influences themselves. That is, it 
is amistake to picture increases in the organic composition 
(TRPF) as proceeding smoothly even when accumulation is 
going ahead; the scrapping of old techniques and the installa­
tion of new involve sharp changes rather than gradual trends. 
Similarly, it is amistake to picture counteracting influences 
developing smoothly. Foreign trade, for example, cannot 
grow in a smooth progression; the international division of 
labour which it pro duces involves the development and the 
closure of whole industries. More significantly, the decline in 
the value of the elements of constant capital - or, more 
generally, the formation of the value composition of capital­
involves upheavals. For changes in the value composition 
involve not only the changes in production techniques which 
underlie the organic composition (TRPF) but also changes in 
exchange relations. As Marx argues, such changes in values 
mean that when money-capital comes to be thrown back into 
the circuit (M'-C) the capitalist finds that the old relations 
have been transformed (the relative values of C(LP, MP) 
have altered as have those for C'-M'). Therefore the repro­
duction of capital requires not the reproduction of the old 
circuit but a leap into a radically new circuit. It requires, that 
is, a break in the existing circuits, a crisis. Marx describes such 
a crisis associated with this counteracting influence as: 'This 
periodical depreciation of existing capital- one of the me ans 
immanent in capitalist production to check the fall in the rate 
of profit ... disturbs the given conditions, within which the 
process of circulation and reproduction of capital takes place, 
and is therefore accompanied by sudden stoppages and crises 
in the production process.' 

The example Marx then gives of this depreciation of capital 
(Capital, vol. III, chapter xv, section III) is one where it 
follows from an actual fall in the rate of profit; but it is clear 
that this is only one of the possible conjunctures, for Marx 
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writes that 'these antagonistic agencies counteract each other 
simultaneously' (emphasis added) and the 'different influ­
ences may at one time operate predominantly side by side in 
space and at another succeed each other in time.' (Capital, 
vol. III, p. 249). 

In this context, the devaluation of capital can be defined in 
terms of the increasing productivity associated with the in­
creasing OCC, that is with the law of the TRPF. On the other 
hand, for this devaluation or reduction of values to be expres­
sed and formed through exchange, the capital must be depre­
ciated; that is, the VCC formed and the counteracting tenden­
eies realised. In so far as the law of the TRPF and the 
counteracting tendencies interact smoothly, the devaluation 
and depreciation of capital are synonymous. But itis over the 
cyc1e of production that the two do not act in unison and in 
recession in particular that capital is depreciated without 
being devalued, and that the exchange value of capital falls 
(money appreciates) without a corresponding reduction in 
values. It is this depreciation on which a renewed accumula­
tion and centralisation can be based, as idle (e.g. bankrupt) 
capitals are absorbed by those that survive the competitive 
process. 

It seems c1ear then that Marx sees crises not as the simple 
effect of actual falls in the rate of profit which are themselves 
the simple manifestation of the TRPF. They result from the 
fact that accumulation inevitably causes both the TRPF and 
the counteracting influences to develop in such a contradic­
tory way that smooth accumulation is impossible. Crises are 
seen as necessary for the resolution of those contradictions, 
but in what sense? Marx makes c1ear that the most fundamen­
tal force generated in crises is the scrapping of old techniques 
and the adoption of more productive ones. This restructuring 
of capital can temporarily resolve the contradictions which 
gave rise to crisis whatever their specific appearances. If the 
rate of profit actually fell, the restructuring of capital would 
be necessary to restore it (by depreciating but not devaluing 
the elements of constant and variable capital and increasing 
the production of relative surplus value) (Capital, vol. III, 
p.255). If the crisis is precipitated by the depreciation of 
capital even before a fall in the actual rate of profit has 
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become manifest, tbis restructuring of capital is itself part of 
the process of depreciating capital. 

5.3 Crises and the Most Complex Phenomena 

The preceding section presents Marx's theory of the deter­
mining contradictions in crises. These are located in terms of 
values and are therefore at a relatively high level of abstrac­
tion. Remaining at that level, however, prevents us from 
showing how the observable superficial phenomena as­
sociated with crises and the cycle are founded upon these 
determining contradictions. Let us move on, therefore. 

The first task is to complete the picture wbile remaining at 
that level of abstraction where values are relevant. For we 
have not so far introduced money into the analysis. This is 
easily done. The crisis is the interruption of the circuit of 
capital so that apart of capital ceases to function as capital. 
This is true of capital in each of its fundamental forms, 
productive, commodity and money capital. The circulation of 
money as capital therefore declines or in more familiar lan­
guage money as the medium of circulation is hoarded. This 
hoarding is merely the counterpart of a decline in the circula­
tion of commodities and therefore it appears at first to be a 
rather passive phenomenon in the development of crises. But 
it has in fact a very active role for the formation of hoards 
affects money's role as a 'means of payment' (that is, a means 
for settling debts). Lenders attempt to accumulate hoards by 
pressing for settlement of debts from those capitals which are 
in crisis but borrowers default on their debt obligations. This 
leads to a restrietion or even collapse of the credit system 
wbich plays an active role in ensuring that the crisis spreads to 
all capitals from those capitals first affected. 

The second task is to examine how market price phenome­
na, observable wages and profits, are related to the funda­
mental contradictions we have explored. For this it is neces­
sary to introduce explicitly competition in the sense of the 
market demand and supply for labour-power (although it 
should be noted that the adoption of new techniques which 
we examined in Section 5.2 itself implicitly assumes competi­
tion between capitals). The phenomena we have already 
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considered abstract from the fact that the value of wages may 
diverge from the value of labour-power. Thus we ean proceed 
to analyse how, on the basis of these phenomena, the p&th of 
these divergenees over the eycle is determined; the abstrae­
tion, therefore, is the same as Marx's dictum that wages are 
the dependent, accumulation the independent variable. 
Marx's view of the path of wages is straightforward and 
unexeeptionable. It is that the value of wages rises above the 
value of labour-power as accumulation and economie activity 
rise, and they fall below it in erises and the ensuing stagnation. 
The apparent simplicity of this view, however, hides several 
problems some of whieh are more easily solved than others. 
Do these systematic variations in wages themselves have any 
effect on accumulation? It is clear that they do - for example, 
depression of wages is one of the counteraeting influenees and 
affects the pace of eapital's recovery after erisis - but this 
two-way influence does not lessen the fact that accumulation 
rather than wages is determinant. Does the value of la1)our­
power itself remain eonstant over the eycle as is implicitly 
assumed in Marx's theory? It is reasonable to argue that 
movements of wages do themselves ultimately affeet the 
value of labour-power (through its moral and historie ele­
ment). Depression of wages after a erisis ean, if sufficiently 
severe and accompanied by other phenomena (such as 
ideologieal attaek by the bourgeoisie) push down the value of 
labour-power; aperiod of expansion ean raise it. This is not 
ineonsistent with Marx's theory of crisis and cycles; in fact, it 
reinforces it. How does the divergenee of wages from the 
value of labour-power relate to inflation? This is a problem 
whieh is inseparable from the role of eredit over the eycle and 
we return to it in Chapter 8, Section 4. 

Our next task is to examine the role of class struggle in 
crises and cycles. The question of the eompetitive determina­
tion of wages, whieh we have already eonsidered, relates to 
that of class struggle. Competition over the value of wages is 
a form of eeonomie class struggle and therefore if we say 
that the movement of wages is determined by and affeets the 
cycle of accumulation we are saying that this is true of a specl­
fie form of class struggle. More general forms of econo­
mie class struggle between the proletariat and bourgeoisie 
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are also related to the cyde of accumulation although the 
particular relationship is specific to each form of struggle. Of 
these, the most important is struggle over production itself. 
The process of accumulation involves constant revolutions in 
the techniques of production, but the pace of these is different 
at different phases of the cyde. At and immediately after the 
crisis, for example, the revolution in techniques is dramatic 
even though (or because) accumulation is zero or low. The 
proletariat is forced to struggle against this restructuring of 
capital, against the expulsion of living labour; and this strug­
gle itself has an effect on the duration of the crisis and ensuing 
slump. Thus, economic dass struggle at the level of produc­
tion is affected by the phases of the cyde but is nevertheless 
distinct from dass struggle over wages (exchange): the 
strength of the former after a crisis, for example, depends 
upon the restructuring of capital within the factory in a direct 
way (e.g. struggle over control of the speed of the production 
line) whereas the latter depends upon it in an indirect way 
through its effects upon the reserve army of labour. 

Moreover the rhythm of dass struggle associated with the 
cydes of accumulation concems not only the antagonism 
between the working dass and the bourgeoisie. It also con­
cems the antagonistic fractions of the bourgeoisie in two 
major ways. On one hand the relations between interest­
bearing and industrial capital (financial and industrial 
bourgeoisies) change over the cycle. From being harmonious 
during the phase of expansion they become antagonistic 
during crises. This is the counterpart at the level of class 
(fraction) struggle of money ceasing to function as a me ans of 
payment and of the accumulation of hoards. Financial 
capitalists, in particular, attempt to accumulate money in the 
form of hoards during crises. This may involve a collapse of 
the credit system. It also involves dlstributional struggle, since 
the rise in the interest rate which results from hoarding at time 
of crisis reduces the portion of total profit which is received by 
industrial capitalists (profit on enterprise). As Harris (1976) 
argues, this distributional struggle is determined by the cycle 
of accumulation rather than being purely accidental; 
nevertheless it itself has an effect on accumulation. 

We can summarise the role of class struggle over the cycle 
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as follows. The antagonisms which determine the cycle are 
those located within the sphere of production, which are 
understood on the basis of values (law of TRPF and coun­
teracting tendencies). There is class struggle on the basis of 
this antagonism between capital and labour (struggle over the 
introduction of new techniques, speed of the production line 
etc.) but crisis is not produced by a simple balance of forces in 
this struggle. It is not analysable simply as the result of the 
working class preventing the introduction of new techniques 
(as bourgeois ideology proclaims ); nor simply as the result of 
capitalists' victory in introducing new techniques (as Fun­
damentalists might claim). In addition, at a much lower level 
of abstraction, there is class struggle over market exchange 
relations, determined by the cycle which results from capital­
ist production. This struggle concerns market wages primari­
ly, and although it has an effect on the cycle it cannot be taken 
as determinant as in Glyn and Sutcliffe (1972). Similarly, the 
struggle over wages in price of production (rather than mar­
ket) terms cannot be taken as determinant. Finally, the 
struggle between fractions of the bourgeoisie determined by 
the cycle has an effect on the cycle. 

The cycle and crises are therefore the products of the 
capital/labour antagonism which manifests itself in produc­
tion and in exchange and in distribution. Developments at 
each of these levels involve contradictions and these are 
related to each other in a hierarchical manner. Crises occur 
when these contradictions exist in particular relation to each 
other when, in terms of Althusser's (1969) concept, there is 
an over-determination of contradictions. Thus, crises are not 
produced by exchange contradictions (market wages or pro­
fits), or by production contradictions (law of TRPF) but by 
these in a particular relation to each other. 

In considering the effect on the cycle of struggle between 
capitalists and labourers (as classes) care must be taken to 
understand this struggle as determined by the antagonistic 
relation of capital and labour. If this is not done class struggle 
becomes easily misunderstood as the action of classes organ­
ised as such and conscious of themselves as c1asses. It is then a 
short step to seeing crises as the effect of a capitalist conspi­
racy (to restructure capital or to push down wages) or of 
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a workers' conspiracy (Luddism or greed). The essence of 
Marx's analysis, which avoids these failings, is that crises 
occur through the antagonism of labour and capital (which, 
although borne by humans, are themselves non-human 
forces) and that they occur wh ether or not capitalists and 
labourers as classes (or individuals ) consciously struggle over 
accumulation. 

We have presented here Marx's theory of crises. In doing so 
we have demonstrated the partial nature of neo-Ricardian 
and Fundamentalist theories and shown how underconsump­
tionist theories confuse the form of crises with their cause. 
But it is commonly asked whether Marx's theory has any 
relevance for today. After all, Marx's theory takes no account 
of the role of the state which is now so significant. Nor does it 
take account to any extent of the rivalry between blocs of 
capitals organised within a system of national states (inter­
imperialist rivalry) and the effect that this has on accumula­
tion. In subsequent chapters, after considering the specificity 
of modem capitalism we return to the theory of crisis and 
argue that Marx's theory, far from being outdated, is the 
essential basis for understanding phenomena such as state 
intervention and the current phase of imperialism. 



PartII 



6 
The Capitalist State 

6.1 Levels of Analysis 

The reconsideration of Marxist theory that we have surveyed 
so far has not itself been generated in a vacuum, but is rather 
the product of Marxist theory's response to the changing 
cpnditions of world capitalism. Thus, while the various 
schools of thought may have found it necessary to confront 
abstract theoretical issues, the ultimate objective has been for 
this work to shed light on the workings of modern capitalism. 
As a result interest has focused on the increasing economic 
role played by the state and the relationship of this to the 
international expansion of capital. 

Work on the question of the state can be divided into 
several types according to the level of abstraction that is 
involved. Several writers develop abstract propositions about 
'the general nature of the capitalist state' (for example, 
Poulantzas (1973» and these generally correspond to a treat­
ment which is at the level of the mode of production and 
which abstracts from the existence of national states. Others, 
while continuing to analyse the mode of production (abstract­
ing from other modes and therefore from social formations) 
explicitly introduce the concept of the national state. In 
consequence, unlike the first type of analysis, they explicitly 
introduce the idea that the capitalist state, as anational state, 
has relations (antagonistic and cooperative) with other 
capitalist states. At a lower level of abstraction the role of the 
national state in a world where several modes of production 
exist is analysed. Finally, the national state may be considered 
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in its concrete forms, the national state of the USA or that of 
the UK in the 1970s. 

In this chapter and the next we follow the first approach; we 
theorise the capitalist state at the same level of abstraction as 
the mode of production and while abstracting from national 
states. In Chapter 9 we study the question of imperialist 
relations and therefore consider the state as anational state, 
first at the level of the capitalist mode of production (the 
relations between capitalist national states) and then at the 
level of relations between capitalist and other modes of 
production (uneven development). 

Apart from these distinctions there is another which must 
be drawn. We argue in Chapter 7 that the capitalist mode of 
production has a history; it can be periodised into stages. At 
different stages, the state has differing levels of significance. 
Thus, even when we study the state at the level of the mode of 
production we must distinguish between those characteristics 
which apply at all stages of this mode and those which are 
spedfic to particular stages. In the present chapter we are 
concerned with the 'universal' characteristics of the capitalist 
state. In Chapter 8 we turn to those which are spedfic to the 
stage of state monopoly capitalism. 

6.2 The State, Capital, and Labour 

The issues that we have raised so far and the contributions to 
debates that we have surveyed have essentially been con­
cerned with economic reproduction. For capitalism we mean 
by this the relations directly assodated with the production, 
distribution and exchange of value. It is significant that such a 
study, the analysis of the economic laws of motion of capital­
ism, can be undertaken in abstraction from the sodal repro­
duction of dass relations as a whole. In short, the economic 
reproduction of capital and the sodal reproduction of capital­
ism are to be distinguished, although the latter both indudes 
the former and is essential for it. 

However, our economic analysis would constitute an arid 
study if it were not developed to be located within an analysis 
of sodal reproduction. For while it would be possible to 
perceive in a general way the conflict of dass interests as-
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sociated with economic reproduction, the expression of these 
in and their relationship to political and other forms of 
struggle would be exc1uded. This raises the problem of defin­
ing the relationship between politics and economics in the 
capitalist reproduction of social relations. We do this by 
considering the commodity labour-power, whose reproduc­
tion is essential for capitalism and which, as we shall see, 
provides a direct link between economic and social reproduc­
tion. In terms of economic reproduction alone, the existence 
of wage-Iabour depends upon the production of wage goods 
to the value of wages and the freedom of the labourer to 
choose an employer. Analysis of economic reproduction 
shows how this is brought about through and as part of the 
aggregate circulation of capital, despite the historical laws 
and cyc1e of production associated with capital accumulation. 
This demonstrates that economic reproduction is logically 
possible, but only in a formal sense, for the existence of 
wage-Iabour presupposes the 'freedom' of the labourer in two 
senses. First, the (economic) freedom of the labourer to 
choose an employer is a necessary consequence of the exis­
tence of labour-power as a commodity, but it is a freedom that 
direcdy ties the labourer to a particular term and quality of 
imprisonment within the capitalist process of production. 
Second, the wage-Iabourer is necessarily free from time to 
time from the process of production (i.e. unlike the slave, 
from the direct control of the exploiter). But just as capital 
accumulation imposes definite relations of production upon 
the labourer in economic reproduction, so are constituted 
social relations in capitalist society to be consistent with and 
preserve economic reproduction, and it is within these social 
relations that the labourer engages in the production of 
surplus value. As a result, political relations are constituted in 
capitalist society and the capitalist state exists to guarantee 
the reproduction of these social (including economic) rela­
tions as a whole. 

Saying that the capitalist state exists to guarantee the 
reproduction of the social and economic relations of capital 
makes one thing clear immediately. That is, it is amistake to 
think of the state as concemed only with political relations or 
to identify it with the politicallevel. (As Poulantzas 1973) 
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tends to do; see Fine and Harris (1976a).) It is a focus for 
dass relations at political, economic and ideological levels 
and its institutions 'intervene' in dass struggle at all these 
levels. Although it makes this dear, saying that the state is the 
focus for dass relations at all levels muddies the water in other 
respects. For there is the problem of which dass relations, and 
also that of whether, if the state is a focus, the dass relations 
are consequently pre-given and simply act through the state. 
As to which relations, the most fundamental factor is of 
course the antagonism of the bourgeoisie and proletariat. But 
within these bounds the state's role is also determined by 
intermediate strata such as the 'petty bourgeoisie' and by 
dass fractions such as the financial bourgeoisie as against the 
industrial bourgeoisie. As to whether dass relations are pre­
given the answer is dearly that they are not necessarily so. 
Poulantzas (1973), for example, argues that as a political 
force the bourgeoisie is not a unity which then acts through 
the state; instead, its unity is itself formed through the state. 
This conception is explicitly concemed with the bourgeoisie 
as a dass with a political effectivity and it is wrong to try to 
derive it from the economic laws of capital. Gerstein (1976), 
for example, makes such amistake and argues that the 
bourgeoisie's requirement for the state to act as unifying force 
sterns from economic competition per se. The fact that the 
general rate of profit is formed through the competition of 
many-capitals is, for hirn, sufficient to demonstrate that polit­
ically the bourgeoisie cannot act as one unified dass 'spon­
taneously'. This reasoning is however, faulty even if we ignore 
the fact that political dass struggle is not simply derived from 
economic. For the formation of the general rate of profit is an 
example of how market forces themselves create the 
bourgeoisie as a dass at an economic level. Out of competi­
tion is formed the general rate of profit, the bourgeois meas­
ure of the exploitation of the working dass by the whole 
bourgeoisie (abstracting from other dass es and strata), so 
that this competition which is an aspect of economic unity is 
no obstade to political unity. 

There are however some instances where the economy 
dearly does have an effect on the role of the state as a unifying 
force for the bourgeoisie (although it must be remembered 
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that 'unity' here me ans acting on behalf of the bourgeoisie 
even against some of its own fractions). For example, Marx's 
analysis of the Factory Acts shows that in such a case an 
'intervention' in the interests of capital as a whole is necessar­
ily undertaken by the state because economic competition 
prevented the bourgeoisie as a class from adopting it 'spon­
taneously' (if any one capitalist introduced shorter hours he 
would be defeated in competition even though it may be in his 
interest for all to have a restriction of hours). Similarly 
whereas the formation of the general rate of profit is a market 
process through which the bourgeoisie shares out surplus 
value like brothers, crises cause the bourgeoisie to fight each 
other like 'a band of thieves' so that market processes cannot 
smoothly effect economic unity through competition. In such 
a situation if the state intervenes at an economic level, as it 
does under state monopoly capitalism (see Chapter 8), it is 
forced to act on behalf of the whole bourgeoisie against the 
immediate interests of some of its fractions (against, for 
example, the representatives of small capital). In that sense it 
is acting as the unifying force of the bourgeoisie. Thus it is not 
competition per se which is the economic basis preventing 
spontaneous political unity; it is competition in particular 
circumstances, which forces the state to act in the interest of 
the bourgeoisie as a whole and in that sense unify the class. 

As it stands this remains an abstract analysis of the struc­
ture of the capitalist mode of production. It cannot serve to 
locate the economic laws of motion within sodal reproduc­
tion for that would presume the existence of the formation of 
the class interests of the bourgeoisie at a more complex level 
of analysis than has been developed. It would take for granted 
the existence of the economic interests of the bourgeoisie 
prior to and independent of sodal reproduction and identify 
those interests purely in relation to abstract economic laws. 
Non-economic sodal relations would then simply be the 
super-structural expression of economic needs, while the 
political interests of the bourgeoisie would be confined to 
limiting the effects on sodal reproduction of the struggle 
generated by economic reproduction. As a result political 
relations would come to be seen as a simple appendage to 
economic relations through which the economic interests of 
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the bourgeoisie are guaranteed, subject to the strength of 
working-class struggle. In contrast to such economistic 
reasoning it must be emphasised that the location of 
economic within sodal reproduction must confront the effect 
of political relations on the bourgeoisie's economic interests. 
For example, non-economic sodal relations can have a direct 
influence on the conditions and forms of competition. Con­
sider the commodity labour-power. Whether over the cycle of 
production or in the longer term, the economic conditions 
under which labour is employed are determined in part by 
non-economic dass relations and struggles (e.g. over labour 
legislation). This is necessarily true because of the relation­
ship between the wage-Iabourer as producer and as free 
individual. What affects one affects the other. Consequently 
at times the interests of the bourgeoisie as a whole will be 
represented by concessions to the working class, not simply in 
order to moderate dass struggle, but also as a means by which 
weak capitals that rely upon cruder forms of exploitation for 
their survival can be eliminated as is required by the economic 
laws of motion. But at other times, and depending upon the 
strength of non-economic dass struggle, the bourgeoisie's 
interest may be represented by a failure to grant concessions 
so that the competitive process remains more dependent 
upon the market. (See Chapter 7 for a discussion of the 
Factory Acts.) What this discussion demonstrates is that 
political relations are not simply an expression of nor a means 
for guaranteeing the bourgeoisie's economic interests, but 
that they play a necessary part in their determination and 
implementation. Just as the processes of exchange express the 
laws of production but with particular effects and in particular 
forms, so the same relationship exists between economic and 
sodal reproduction. As we have seen, the concrete expression 
of economic laws varies according to the relative develop­
ment of different forms of capital in exchange. Similarly the 
relationship between economic and sodal reproduction 
determines but also depends upon the development of 
political forms. In both cases, there is no strict one-to-one 
correspondence between the more abstract and the more 
complex relationships. However, for particular periods of 
history, concrete historical developments will produce limits 



The Capitalist State 99 

within which capitalism's laws are formed, according to the 
strength of one fraction of capital as against another and 
according to the existence of one set of political relations as 
opposed to another. It is to these questions that we turn in 
subsequent chapters. 

6.3 Theories of Capital and the Capitalist State: a Critique 

Elements of the analysis of the previous section are to be 
found in the work of HoIloway and Picciotto (1976) (1977). 
They emphasise that the real unity of political and economic 
relations creates the illusion of its opposite, the appearance 
that the capitalist structure of social relations constitutes 
economic and political relations as absolutely autonomous 
spheres of activity. Arguing by analogy with commodity 
fetishism, they perceive that this illusion is not simply false, 
for politics can in reality be conducted as if in isolation from 
economics (just as commodities do exchange as things). But 
economic reproduction. is not independent of and indeed is 
only possible in conjunction with political reproduction. On 
this basis, they and Clarke (1977) criticise so-called struc­
turalist theories of the state which draw a distinction between 
politics and economics at the outset without developing it 
from a concept of capital. Such theories are for them 'fetish­
ised' (in their words), falling under the trap of the illusion set 
by the structure of capitalist social relations. However, they 
elevate their discovery of the unity of social relations into a 
fetish itself, denying the validity of any theory that draws 
upon the (real but illusory) separation of politics and 
economics without specifying how the two are reproduced as 
a totality. This leads to a tendency to analyse the relationship 
between politics and economics. on the basis of an under­
developed (because denied) economics. It is most clear in 
their idea that capital needs to mobilise counteracting ten­
dencies (rather than seeing them in contradiction with the 
TRPF) and their support for Yaffe's proposition that the law 
of TRPF necessarily gives rise to shortages in the mass of 
surplus value available for accumulation as weIl as a decline in 
the rate of profit (on which see below). Significantly their 
work provides propositions at such a general level that they 
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are uncontroversial; for example, the proposition that the 
restructuring of capital associated with the law of the TRPF 
also involves a restructuring of political relations is uncon­
troversial but rather empty as it stands. 

Holloway and Picciotto's focus on the real illusion of the 
separation between politics and economics is, however, 
flawed by the development of state economic interven­
tion in the current period. (For a similar criticism, but one 
which also argues that the state can only be analysed within 
a system of national states see Barker (1978).) Here, no 
matter how it may appear, the unity between politics and 
economics is no longer concealed as economic events have an 
immediate political significance (nor is a real illusion 
maintained of the separation between capital and the state 
although an illusion of neutrality can be created). We con­
sider the problems posed by these modern developments in 
Chapter 8. 

The attack by Holloway and Picciotto and Clarke against 
what they call structuralism is difficult to understand. At no 
point do they argue that capitalism does not develop particu­
lar structures of social relations combined with particular 
relations of determination, but on the other hand they are not 
able to develop an account of the current period of capitalism 
in terms of such a structure because of their under-developed 
understanding of economic reproduction. Consequently their 
criticisms of other writers remain at the methodologicallevel; 
they are an attack on 'structuralism', a label which they apply 
indiscriminately. For example, their criticism of Poulantzas 
(in Clarke (1977). This reaches the lengths of mis­
representation (see Tomlinson (1978)) and is in part mis­
placed for it is unable to confront his particular interpretation 
of the historical development of capitalism (as one in which 
political relations have supposedly become 'dominant', for 
example) with an alternative in which it can be located. 

If these authors' emphasis on the real unity between politi­
cal and economic reproduction is flawed by an inadequate 
conception of the economy, there are others who misunders­
tand the unity because of an overemphasis on the economy. 
Both neo-Ricardians and Fundamentalists confront state 
economic intervention with their respective ready-made 
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economic theories to which political relations are a simple 
adjunct. For neo-Ricardians, best exemplified by Gough 
(1975), the major preoccupation is with those factors that 
influence the rate of profit. In the case of state (economic) 
intervention and political relations, as in other areas, these 
are reduced to their quantitative effects on the rate of profit. 
It is a simple exercise to extend the state's role to inc1ude 
economic functions which supplement its traditional political 
and ideological roles. For example, it is argued that the lower 
the level of welfare services, the higher the level of wage 
taxation, or the higher the productivity in public employment, 
the greater will be the rate of profit, just as the rate of profit 
rises if wages fall or productivity rises in the private sector. 
The effects are identical and directly comparable even if they 
are produced more or less indirectly. By the same token state 
organisation of infrastructure, etc., may be explained by the 
more efficient (i.e. less costly) provision of a healthy, edu­
cated and compliant workforce in general conditions condu­
cive to production than could be provided by a competitive 
and anarchic provision by private capital. 

Such an effortless extension of the role played by private 
capital to the state's economic role is possible for neo­
Ricardians because of their commitment to a concept of 
undifferentiated labour-time, of exploited labour in general. 
As a result, economic relations are extended to social rela­
tions as a whole in the formation of a simple unity whose 
fundamental mediating link is the aggregate and common 
effects on the rate of profit formed. 

With Gough, this produces a certain amount of confusion. 
For, appealing to Poulantzas, he relies upon aseparation of 
politics and economics into relatively autonomous spheres of 
activity. But the very existence of state economic intervention 
in the neo-Ricardian framework implies that this separation 
cannot be maintained as the state acts as capitalist (in 
nationalised industries ), produces 'for' capital (infrastruc­
ture) or 'for' labour (welfare services), provides employment 
(state expenditure) and varies wages (taxation, incomespoli­
cy and the 'social wage') so that political and economic 
struggle become indistinguishable. In so far as the state has 
autonomy, this, it is argued, is related to its dependence upon 



102 RereadingCapital 

the outcome of dass struggle and not to its dependence upon 
the economic laws of motion of capitalism (which are in any 
case denied except for passing reference to combined and 
uneven development). As a result the cydical and secular 
determinants of state economic interventions are located 
simply in terms of economic efficiency for capital or as a 
response to political and economic pressures. In particular 
Gough puts forward the common argument that the state is 
committed to full employment as a result of the political 
demands of the working dass. On this, a complete theory of 
state intervention is erected by neo-Ricardians. Full employ­
ment has the effect ofincreasing the strength of the working 
dass in distributional struggle, thus threatening a fall in the 
(market price) rate of profit. Consequently the state must at 
times pursue policies that increase unemployment, represent­
ing capital's interest by reducing the strength of the working 
dass in wage bargaining. Of such are crises made and they 
fundamentally must involve a political and economic defeat 
of the working dass in accepting increased unemployment 
and lower wages before accumulatio,n can be renewed. 

Fundamentalists, locating the contradictions of accumula­
tion within the confines of production, predude an integra­
tion of the state's economic interventions in the complex 
formation of those contradictions just as exchange and dis­
tribution are exduded from their concept of the law of the 
TRPF. Rather the state becomes a me ans by which contradic­
tions may be expressed as an external response to the con­
tradictions of production. Unlike neo-Ricardians, Fun­
damentalists are able to draw a dear distinction between 
economic and political relations by associating the former 
implicitly with the aggregate circulation of capital (although 
the basis for political relations is otherwise undefined except 
as a means by which the interests of capital as a whole may be 
represented). As such the distinction can be drawn between 
political and economic struggle and demands. Now for Yaffe 
(1972) the law of the TRPF gives rise to a tendencyforcrises, 
the effect of which would be an increase in unemployment. 
This is possible without social crisis as long as working dass 
political struggle is not subsequently intensified. Otherwise, 
he argues, the state is committed to full employment, increas-
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ing state expenditure to guarantee aggregate demand and 
maintain employment. In doing so, it produces a further 
contradiction or, rather , transforms the contradiction inher­
ent in capital and expressed in the law of the TRPF. It 
t.ransforms this because the growth of state expenditure itself 
further intensifies the tendency of the rate of profit to fall and 
the contradiction therefore takes the form of the state, in 
attempting to overcome crises, merely intensifying the source 
of crises and thereby underpinning their inevitability. This 
occurs because state expenditure must be financed by the 
taxation of surplus value produced by capital, since state 
expenditure (except for the operation of nationalised indus­
tries ) is itself unproductive of surplus value. An increase in 
state expenditure must imply a reduction in the proportion of 
any given mass of surplus value which remains in the hands of 
capital and is available for accumulation: it must, that is, 
reduce the rate of profit further. A similar view is adopted 
within the Fundamentalist framework by Gamble and Wal­
ton (1976), but for them the primary contradiction which 
results from the state's supposed commitment to full employ­
ment is an intensification of inflation (and consequently of 
generalised social instability) as state credit expands without 
drawing upon declining profits. Thus, drawing upon a theory 
of economic reproduction and a location of this within social 
reproduction, in sharp contrast to neo-Ricardianism, Fun­
damentalists arrive at remarkably similar condusions. The 
state is seen as being committed to full employment but is 
prevented from achieving its objective by the necessity of 
crises (rather than an intensification of distributional strug­
gle). Both neo-Ricardianism and Fundamentalism therefore 
draw upon an understanding of the current period of capital­
ism and the state's role within it that has a dose affinity to 
orthodox Keynesiansim. Their major difference is that the 
state exercises its Keynesian policies on behalf of capital as 
opposed to a neutrally conceived nation or society in the 
orthodox theory. It follows that neither theory adequately 
confronts the relationship between capital and the state either 
in general or in the context of the current period of capitalism. 
It is to this last question that we turn in Chapter 8. 



7 
Periodisation 0/ Capitalism 

7.1 The Prindples of Periodisation 

The idea that present-day capitalism differs in a significant 
way from that of earlier periods plays an important role in the 
political strategies of workers' parties and in the theoretical 
study of capitalist societies. This stage is given varlous names 
- late capitalism, monopoly capitalism, imperialism, state 
monopoly capitalism - and, having named it, several writers 
have studied aspects of it in relation to particu1ar concrete 
societies. Prominent among recent studies along these lines 
are those of Braverman (1974), Pou1antzas (1973) (1975) 
and Mandel (1975), and each presents us with valuable 
insights. It is, however, rare to find any consideration of what 
is meant by a stage of a mode of production. Since, in these 
writings, we only meet the concept of the stage in its applica­
tions to concrete social formations it is difficult to separate the 
concept from the concrete history of the societies to which it is 
applied. Indeed Poulantzas (1975) claims that it is not pos­
sible to have such a concept. For him only concrete social 
formations may be considered to have a history divided into 
stages. 

Such studies suffer in general from a failure to distinguish 
between two methods of periodising history. One is to think 
of stages as highly abstract concepts; stages of a mode of 
production. The second is to think of. them as very complex 
concepts; stages of social formations. The distinction has 
been explained above (Chapter 1). 

We consider that the workings of social formations can only 
be understood as the concrete effects of development of the 
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mode or modes of production. Similarly the bistorical prog­
ress of social formations can only be understood as the effect 
of transformations of the mode of production. These trans­
formations indude the supersession of one mode by another, 
the articulation of different modes in the process of transition, 
and transformations within a mode of production from one 
stage to another. In tbis and the foIlowing chapters we 
concentrate on the movement within the capitalist mode from 
one stage to another. Unless tbis is studied it is impossible to 
consider the generallaws of development of capitalism, and 
Marxists would be confined to studying how particular 
capitalist societies have developed without being able to base 
these developments on generalIaws. Moreover, unless we can 
show that the laws of the mode of production give rise to 
distinct stages rather than to continuous trendswe can have no 
justification for periodising a social formation's history into 
stages at aIl. If asked why we say that British society is at the 
stage of state monopoly capitalism all we could do would be to 
say that Britain's concrete bistory shows distinct differences 
in different periods: but then we mayas weIl distinguish the 
periods by the name of the reigning monarch (Victorian 
England) or the newest form of transport (the 'railway age') 
as is done in bourgeois textbooks, without reference to the 
Marxist concept of capital. 

The definition of a mode of production is based upon a 
specific set of dass relations of production. The existence of 
these relations of production implies a further constitution of 
social relations that are preconditions for economic repro­
duction (production - distribution - consumption) and social 
reproduction of dasses within this mode. Under capitalism, 
for example, the relations of production are integrated with 
the processes and relations of exchange and distribution and 
these together constitute the circulation of social capital. This 
economic reproduction, in isolation, cannot guarantee nor 
exist without social reproduction; thus political and ideologi­
cal relations are necessarily constituted in the capitalist mode 
with a particular structure of links between themselves and 
the economy. In contrast, under feudalism economic repro­
duction is only guaranteed through the direct intervention of 
non-economic relations. 
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Although a mode of production is thus defined in terms of 
speci[ic relations this does not imply that no change can take 
place within a mode. The existence of such changes is the 
necessary precondition for periodisation of the mode of 
production into stages. But there are two major problems 
involved in defining stages of the mode. The first is the 
question of which types of change are involved in the trans­
formation from one stage into another, and how do these 
differ from the types of change involved in the transformation 
from one mode to another. The second is the problem of 
causation; the question of what dynamic or motive force lies 
behind the transformation from one stage to another. We 
begin with the second question, for its answer sheds some 
light on the first. In particular, we wish to show that transfor­
mations within the capitalist mode of production, whether 
defined as movements between stages or not, can be analysed 
at that level of abstraction at which the concept of the mode of 
production (as opposed to social formation) is utilised. 

Since we are concerned with the periodisation of capital­
ism, we shall examine the transformation from laissez-faire to 
monopoly capitalism (even though we have yet to define 
these rigorously as stages). This transformation can be 
treated as the effect of the generallaws of the accumulation of 
capital. We begin by noting two things. First, in Capital 
Marx's analysis is at the level of the mode of production, and a 
social formation (nineteenth-century Britain) is introduced 
only as an illustration: 

In this work I have to examine the capitalist mode of 
production, and the conditions of production and exchange 
corresponding to that mode. Up to the present time, their 
c1assic ground is England. That is why England is used as 
the chief illustration in the development of my ideas. . .. 
Intrinsically, it is not a question of the higher or lower 
degree of development of the social antagonisms that 
results from the naturallaws of capitalist production. It is a 
question of these laws themselves, of these tendencies 
working with iron necessity towards inevitable results. 
(Capital, vol. I, p. 19. Emphasis added.) 

Second, even at this level of the mode of production, c1ass 
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struggle is introduced and its foundations examined. The 
proletariat's struggle is shown to arise from the processes of 
production, exchange and distribution under the capitalist 
mode and, in a stage where the production of absolute surplus 
value predominates, it takes the length of the working day as 
its most significant object. The analysis of the struggle over 
the length of the working day is presented and illustrated in 
terms of the history of English society, but Marx makes quite 
c1ear that the 1844 Act, for example, is the concrete effect of 
laws of development and c1ass struggle analysed at the ab­
stract level of a mode of production. The details of the 1844 
Act 'were the result of a long struggle of c1asses' and 'de­
veloped gradually out of circumstances as naturallaws of the 
modern mode of production' (Capital, vol. I, p. 268). For 
Marx, the c1ass struggle over the length of the working day is a 
necessary concomitant of the pure, highly abstract, capitalist 
mode of production itself. Thus we find: 

Our labourer comes out of the process of production other 
than he entered. In the market he stood as owner of the 
commodity 'labour-power' face to face with other owners 
of commodities, dealer against dealer. The contract by 
which he sold to the capitalist his labour-power proved, so 
to say, in black and white that he disposed of himself freely. 
The bargain conc1uded, it is discovered that he was no 'free 
agent', that the time for which he is free to sell his labour­
power is the time for which he is forced to sell it, that in fact 
the vampire will not lose its hold on him 'so long as there is a 
musc1e, a nerve, a drop of blood to be exploited'. For 
'protection' against 'the serpent of their agonies' the 
labourers must put their heads together, and, as a c1ass, 
compel the passing of a law, an all-powerful social barrier 
that shall prevent the very workers from selling, by volun­
tary contract with capital, themselves and their families 
into slavery and death. (Capital, vol. I, p. 285.) 

Here, in the c1earest terms, is Marx's view that forms of 
c1ass struggle - in this case struggle over the working day - are 
the necessary result of the relations or production analysed at 
the highly abstract level of the mode of production. 

We note these things at length because they are controver-
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sial, for Poulantzas claims that periodisation into stages can­
not be conducted at the level of the mode of production since 
class struggle cannot be analysed at that level. He states that 
periodisation into stages: 

is applied at the level of the social formation, Le. the forms 
of existence of a mode of production, in this case the 
capitalist: it does not derive fromthe supposed 'tendencies' 
of the mode of production itself, this being simply an 
abstract object. It is only social formations that can be 
periodized, since it is in them that the class struggle is 
enacted: a mode of production only exists in the specific 
conditions - economic, political, ideological- which deter­
mine its constitution and reproduction. (Poulantzas (1975, 
p.48).) 

The example we have given indicates that Poulantzas' 
method differs from that of Marx. Further, since the limita­
tion of the working day is an essential element in the move­
ment from emphasis on the production of absolute to relative 
surplus value, transformations of the capitalist process of 
production can be analysed at the level of the mode. 

Accumulation under capitalist relations and the class strug­
gle associated with it are then the basic forces determining the 
transformation of the capitalist mode from one stage to 
another. As it stands this is too general a statement (but we 
shall consider it in more detail below). It does not help us to 
delineate the difference between a new stage and a new mode 
nor to discriminate between distinct stages of the mode, for 
clearly, accumulation and class struggle determine in general 
the developments within capitalism as weIl as from the 
capitalist to the socialist mode of production. To distinguish 
between these two orders of periodisation it is necessary to 
examine the effects of the development of the forces and 
relations of production. We know the effects which are 
identified with a change to a new mode of production - they 
involve basic changes in relations of production. We would 
not consider a new mode of production to be characterised by 
a mere change in the form (legal, for example) in which the 
relations of production are reproduced; we would, however, 
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consider it to be characterised by a change in the pos session 
and control of means of production exercised by producing 
and non-producing classes. 

In contrast to the changes associated with a change in a 
mode, the effects of the development of the forces and 
relations of production on the form of social relations within a 
mode define the transformation from one stage of a mode to 
another. However, even though we have so far stated rather 
starkly our criterion for periodisation, it is not one that is 
pulled arbitrarily out of the air. It is produced by the material 
development of the modes of production themselves. For 
example, our analysis of capitalism leads us to understand 
that it increasingly develops the socialisation of production as 
the historical precondition for socialism. It is the reflection of 
this in the development of social relations that we will use to 
periodise capitalism. This we do in this chapter and the next. 
Before doing so, we observe that such a periodisation will 
reveal itself through transformations in the methods of ap­
propriating and controlling surplus value. These methods will 
assume increasingly socialised forms as the socialisation of 
production progresses. This will be reflected in transforma­
tions in the economic relations of distribution and exchange 
as weIl as of production itself. These in turn must have 
associated with them transformations in social relations as a 
whole; changes in political relations and the form of the state, 
for example, being aprerequisite for the more fundamental 
changes. Underlying these processes and associated with 
them will be the development of new forms and objects of 
class struggle, as the bourgeoisie attempts to preserve the 
social reproduction of capitalism, despite the effects of the 
increasing socialisation of production. 

In the next section we demonstrate that our method of 
periodising capitalism is consistent with Marx's method of 
periodising feudalism. Since feudalism through its own de­
velopment historically creates the preconditions for capital­
ism, it is periodised into successive stages according to the 
increasing privatisation of the form taken by the relations of 
production (toward private property) and the increased 
socialisation of the form taken by distribution (commodity 
exchange). Thus the general method for periodising mo des of 
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production - according to their own material development 
toward a new mode - is adopted. 

7.2 Periodising Feudalism 

In his discussion of the 'Genesis of Capitalist Ground-Rent' 
in Capital, vol. III, chapter 47, Marx analyses three distinct 
stages in the feudal mode of production. These appear as 
differences in the institutional arrangements through which 
surplus labour is appropriated - at one stage labour rent is the 
institution, later it is rent in kind and at a still more advanced 
stage it is money rent. The differing forms of appropriation 
are accompanied by differing institutional forms of control; in 
the labour rent stage the compulsion to perform surplus 
labour is physical coercion, with rent in kind comes legal 
(contractual) coercion, and with money rent the coercion is 
exercised through legal and market price relations, contracts 
fixed in money terms. But the important thing about these 
different stages is that the mode of production remains the 
same in each. The relations of production are invariantly 
characterised by an owner of land who is a non-producer, by 
pos session of land in the hands of the direct producer and 
ownership and possession of the instruments of production by 
the direct producer. In each they are characterised by approp­
riation of surplus labour by the owner of land so that the 
whole of the surplus comprises revenue as rent (or, in some 
cases, rent and taxes) rather than profit. These particular 
relations of production determine the pace and character of 
the development of the forces of production although the 
development of the forces of production has effects on the 
relations of production, leading eventually to their dissolu­
tion. Moreover, these relations of production give rise to a 
specific structure of political and ideological relationships 
characterised at each of the first two stages of the feudal mode 
by extra-economic coercion to ensure the production of an 
economic surplus - whether this coercion is by physical force 
(in the stage of labour rent), or legal enactment (in the stage 
of rent in kind). 

Thus in comparing the stage of rent in kind with that of 
labour rent Marx argues: 
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The transformation of labour rent into rent in kind changes 
nothing from the economic standpoint in the nature of 
ground rent. The latter consists, in the forms considered 
here, in that rent is the sole prevailing and normal form of 
... surplus-Iabour. This is further expressed in the fact that 
it is the only surplus-Iabour, or the only surplus-product, 
which the direct producer, who is in possession of the labour 
conditions needed for his own reproduction, must give up 
to the owner of the land, which in this situation is the 
all-embracing condition of labour. (Capital, vol. III, 
p.794.) 

The third stage, money rent, is somewhat different. AI­
though it still involves the same basic relations of production 
and the domination of these relations over the forces of 
production, at this stage we can see the seeds of the dissolu­
tion of the feudal mode based upon the 'natural economy' of 
feudal agriculture. But it is still a stage within the feudal 
mode: 'the basis of this type of rent, although approaching its 
dissolution, remains the same as that of rent in kind' . ( Capital, 
vol. III, p. 797.) 

Thus, according to Marx, the feudal mode of production 
passes through various stages in its movement to capitalism. 
Associated with each transformation of the form taken by 
rent is a new structure of social relations upon which social 
reproduction is based. These relations embody new forms of 
the basic feudal relations of production, these forms maintain 
the basic relations but equally promote new forms of dass 
struggle. In passing, it should be observed that new objects of 
dass struggle are created and at various stages these can 
either promote the transformation to the next stage (the 
demand for economic freedom from extra-economic coer­
cion, for example), or lead to a struggle against the relations 
of production themselves. 

The fact that Marx does periodise the feudal mode into 
stages renders incomprehensible Poulantzas' assertion 
(1975, p.44) that 'The CMP exhibits the peculiarity, as 
compared with "pre-capitalist" modes of production, of 
being characterised by two stages', with its implication that 
feudalism cannot be periodised into stages (and for hirn an 
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inconsistent lapse into talking of the periodisation of a 
mode rather than of a social formation). 

Having considered the principles involved in periodisation 
and illustrated them in terms of Marx's periodisation of 
feudalism we now turn to the periodisation of capitalism. In 
this chapter and the next we examine its stages while abstract­
ing from the existence of national states. In this we followthe 
method adopted by Marx: 'In order to examine the object of 
our investigation in its integrity, free from all disturbing 
subsidiary circumstances, we must treat the whole world as 
one nation, and assume that capitalist production is every­
where established and has possessed itself of every branch of 
industry.' (Capital, vol. I, p. 581.) 

In Chapter 9 we then consider the problem of periodisation 
when national states are explicitly considered, and the discus­
sion there centres on the problem of imperialism. 

7.3 Laissez-fake Capitalism 

Our basic principle for periodising the capitalist mode of 
production then is to examine how capitalism's socialisation 
of production brings about distinct stages involving restruc­
turing of the social relations of reproduction. We shall iden­
tify three stages, laissez-jaire, monopoly and state monopoly 
capitalism, but our main concern is with the third. According­
ly we consider the others in order to demonstrate the princi­
pIes of periodisation and to contrast them as stages with state 
monopoly capitalism, In addition it should be remembered 
that these are principles of periodisation, so that in concrete 
his tory phenomena associated with one stage will co-exist 
with those associated with the predominant stage. In its 
laissez-jaire stage, capitalist production is socialised in its 
most under-developed form, as a community of commodity 
producers. As a result of its formal adoption from feudalism 
of unchanged techniques of production (see Marx's 'appen­
dix' to Capital (1976), and also Marglin (1974)), capitalism is 
characterised by the production of absolute surplus value and 
accumulation takes the form of concentration. Accumulation 
provides for increasing productivity through the internal 
reorganisation of each given production process, thus reaping 
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the benefit of the cooperation and division of labour over the 
stage-by-stage working up of the commodity produced. This 
capitalist development of the feudal methods of production 
does involve the production of relative surplus value, for 
productivity is increased as the manufacturing system grows. 
But the production of relative surplus value involved does not 
correspond to that associated with the growth of the use of 
machinery, which has as its result the expulsion of living 
labour, as machines displace workers from the production 
process. Rather the growth of employment is guaranteed with 
the accumulation of capital, except with those capitals that 
are competitvely eliminated. Class struggle associated with 
this form of the production of relative surplus value is based 
on the limited effects it has upon the worker, depriving him as 
it does of the range of skills required to produce a complete 
commodity rather than part of it in cooperation with others. 

The primary contradiction at this stage is that the pro duc­
tion of absolute surplus value has limitations imposed upon it 
by working dass militancy which is in turn stimulated by that 
accumulation itself. For, as long as the production of relative 
surplus value is restricted to the limits of manufacture, pro­
ductivity can only grow as fast as the accumulation of capital 
(through concentration not centralisation), while the growth 
of the labour force is also in proportion to the accumulation of 
capital. It follows that the production of surplus value must 
increasingly come to rely upon the lengthening of the working 
day, as the avenues to accumulation through productivity 
increase and wage cuts are dosed off. In addition, the form 
taken by crises in exchange is dominated by the movement of 
commodity capital and commercial capital to the extent that it 
develops, giving rise to appropriately named trade cydes 
(whose basis nevertheless remains the contradictions of pro­
duction). 

The ideal forms of the political relations (and this is dearly 
true of ideological relations also) associated with laissez-jaire 
capitalism are those that minimise the economic freedom of 
the working dass. It can be too readily assumed that the 
establishment of wage-Iabour heraids the rights associated 
with freedom of exchange, but these are rights that have to be 
won in cIass struggle. The restriction of those rights best 
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serves the production of absolute surplus value and is best 
served by the lack of working c1ass political representation. It 
has as its effect the localisation of capitalist relations, particu­
larly in the competition for labour-power, and the corres­
ponding localisation of political power with the central state 
restricting rather than enforcing the granting of reforms to the 
working dass. In Britain, this is illustrated by the New Poor 
Law of 1834 with its legislation for settlement and removal, 
which, combined with the continued reliance on local relief -
a burden on local rate-paying capitalists - reinforced the 
parochial character of capital and obstructed the develop­
ment of legislation for health, education and factory condi­
tions. (For some analyses of the operation of the New Poor 
Law, and a useful bibliography of work in progress see Fraser 
(1976).) 

The c1ass struggle associated with this period was, as it had 
to be, unmediated confrontation between c1asses whether in 
the factories or on the streets. In so far as the bourgeoisie 
alone were systematically organised, through the organs of 
state power, working dass riots were the most open expres­
sion of working dass militancy. But the systematic organisa­
tion of the working c1ass around a programme for political 
and economic emancipation promised grave dangers for the 
bourgeoisie, unless they could be accommodated through a 
restructuring of capitalist social relations. 

7.4 Monopoly Capitalism 

Monopoly capitalism heraids historically the first fuH de­
velopment of the capitalist laws of motion. The individual 
production process is revolutionised through the introduction 
of machinery in place of living labour so that technology is no 
longer based on the refinement of the techniques inherited 
from feudalism. Now for the production of absolute surplus· 
value and manufacture Marx observed that the lengthening of 
the working day by individual capitalists appeared to be 
against the interests of capital as a whole, since the resulting 
physical destruction of the workforce (inc1uding women and 
children) increased the cost of reproducing labour-power by 
reducing the length of life of workers. But the coercive forces 
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of competition external to the capitalist made a limitation of 
the working day impossible without social intervention, i.e. 
by the state external to economic reproduction. However, no 
such stimulus to state intervention from capitalists could 
develop until the advent of machinery. For then the lengthen­
ing of the working day forms an object of competition be­
tween capitalists as well as between c1asses. On the one hand 
small capitalists may support a limitation of the working day 
to render large-scale fixed capital idle and hence uncompeti­
tive. On the other hand the limitation of the working day can 
at times act against the interests of small-scale backward 
capitalists, who continue to rely upon the extensive exploita­
tion of their workers through long hours and low wages. Thus, 
large-scale capital can also .support the limitation of the 
working day in order to weaken small capitals and take them 
over in a process of centralisation. With machinery, there­
fore, capitalist interests in support of the limitation of work­
ing hours develop alongside those of the working dass. This is 
reflected in the history of the Factory Acts in Britain, for the 
legislation developed and was implemented according to the 
conjuncture of dass forces that support the working dass's 
struggle for limitation of working hours. 

But machinery does not simply stimulate the Factory Acts. 
For machinofacture accelerates over manufacture the 
minimum capital required to produce at sufficiently high 
levels of productivity. This requires the accumulation of 
capital to be accomplished through its centralisation, the 
gathering of many capitals into the hands of a few. It has as its 
immediate effect the centralisation of labourers in ever larger 
numbers at the point of production; it requires the breaking 
down of locallabour markets and the creation of freedom of 
exchange for labour-power. 

The consolidation of the phenomena associated with the 
centralisation of capital characterises the stage of monopoly 
capitalism. The organisation of workers in increasing num­
bers in the factories creates the material basis for the forma­
tionof trade unions and revolutionises the forms taken by 
dass struggle. New objects of dass struggle are created 
centring on the continual revolution in working conditions 
and the expulsion and de-skilling of living labour that occur 
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even during periods of prosperous accumulation. However, 
the monopoly stage of capitalism has its most obvious reflec­
tion in economic reproduction through the increasingly 
socialised forms of the control and appropriation of surplus 
value. 

We consider control first, but note that control of the 
production process is not an undifferentiated concept. It is 
distinguished from possession in that the latter refers to the 
actual operation of the means of production and is exercised 
by the direct producer - under capitalism, the collective 
worker - whereas control refers to the bringing together of 
means of production and labour-power for the production of 
values (under capitalism) in aparticularmanner (appropriate 
to the production of surplus value under capitalism). Thus 
control is a more global concept than possession but it has 
different levels. We do not divide the levels of control arbit­
rarily but according to the structure of the circulation of 
individual and social capital, as it is money, productive and 
commodity capital. Process control refers to the control of 
particular production units and is concemed with matters 
such as the speed of the production line and the immediate 
issues involved in the adoption of new techniques. Account­
ing control refers to the control, usually thought to be exer­
cised at the level of the firm, of choice of product, choice of 
technique (including integration of plants or production 
units) , and matters which direct1y involve the relationship 
between the particular capital and aggregate capital- matters 
such as sales and financial policy. Financial control, or control 
of disposition, is control of particular capitals through the 
agency of money-capital in exchange. The credit system, for 
example, is an agent of financial control which dominates the 
lower levels of control by its role in determining the allocation 
of capital across the whole economy (while remaining itself 
subj ect to the law of value). 

The stage of monopoly capitalism is marked by new forms 
of socialisation of each type of control, symptomatic of which 
is the mechanism of exchange relations. The development of 
process control is marked at this stage by the form known as 
'the separation of ownership from control' with the growth of 
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a managerial stratum whose formal renumeration is by wages. 
Accounting control is marked by the existence of monopolies 
and trusts which increasingly socialise the process of price 
formation and allocation of market shares. The development 
of financial control is marked by the existence of a sophisti­
cated credit mechanism for which money-capital itself be­
comes socialised as a commodity. An integrated system of 
banks and stock exchanges dominates the distribution of 
money-capital. These forms of control are interrelated - the 
development of the credit system being fundamental to the 
development of monopolies and these, in turn, being the basis 
for the growth of the managerial stratum. But they are only 
new forms of control. Control of the production process 
remains in the hands of capital - represented by the owning 
and non-producing dass - and capital is, as under all forms of 
capitalism, essential1y social capital, a social relation. At the 
monopoly capitalist stage, however, the forms of control 
correspond more closely than previously to the real social 
nature of capital; the existence of the credit mechanism 
ensures this. 

Corresponding to the new forms of control at this stage 
there exist new forms of appropriation of surplus value. The 
credit mechanism ensures that a greater proportion of surplus 
value takes the form of interest revenue, so much so that 
appropriation at this stage takes a form qualitatively different 
from that under laissez-faire where profit-of-enterprise pre­
dominates. 

These features of monopoly capitalism were pinpointed by 
Marx in his brief comments on the development of joint-stock 
companies: 

capital, which in itself rests on a social mode of production 
and presupposes a social concentration of means of pro­
duction and labour-power, is here direcdy endowed with 
the form of social capital (capital of directly associated 
individuals) as distinct from private capital, and its under­
takings assume the form of social undertakings as distinct 
from private undertakings .... Transformation of the actu­
ally functioning capitalist into a mere manager, adminis-
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trator of other people's capital, and of the owner of capital 
into a mere owner, a mere money-capitalist. Even if the 
interest which they receive inc1ude the interest and the 
profit-of-enterprise, Le., the total profit ... this total profit 
is henceforth received only in the form of interest, Le., as 
mere compensation for owning capital that now is entirely 
divorced from the function in the actual process of repro­
duction, just as this function in the person of the manager is 
divorced from ownership of capital. Profit thus appears (no 
longer only that portion of it, the interest, which derives its 
justification from the profit of the borrower) as a mere 
appropriation of the surplus-Iabour of others, arising from 
the conversion of means of production into capital. (Capi­
tal, vol. III, pp. 436 - 7. Emphasis added.) 

All this is treated by Marx as being predicated upon the 
development of financial control in this new stage; the de­
velopment of stock exchanges and other parts of the credit 
mechanism. (On finance capital see Hussain (1976) and 
Thompson (1977).) However, the transformation of 
economic relations is not all that is involved. The develop­
ment of the monopoly stage of capitalism requires that work­
ing class struggle for the limitation of the working day prove 
successful. This presupposes the political representation of 
working-class interests and can have the additional effect of 
moderating c1ass struggle. In Germany this was achieved 
through the Bismarckian dictatorship (see Dawson (1891), 
for example). In Britain it was accomplished through the rise 
of liberal capitalists agitating for reforms that would benefit 
themselves (as a means of competition against laissez-faire 
capital) as much as their employees. In addition the 
nineteenth century saw the transition from the stage of 
laissez-faire to monopoly capitalism reflected in a transfor­
mation in the form of state power. Legislation on all reforms 
centred around a relationship between central government 
and local authority that was successively restrictive, permis­
sive and compulsory as monopoly capital wrested political 
and economic control from parochial capital. This was not 
limited to a geographical process, but was also sectoral. The 
uneven passing and application of labour legislation (factory 
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inspeetors eould be earefully appointed quantitatively and 
qualitatively, magistrates were often loeal employees) rep­
resented at times a eompromise, at other times a true reflee­
tion of divided interests among the bourgeoisie aeeording to 
the partieular eonditions of eompetition between and within 
c1asses. 



8 
State Monopoly Capitalism 

8.1 The Sodalisation of Economic Reproduction 

Before identifying the features of this third stage it is neces­
sary to consider how it is the product of the contradictions 
associated with monopoly capitalism; its relationship to the 
forms of dass struggle, crises and social relations that develop 
with the earlier stage. To a limited extent we have already 
made an analysis of the relationship between erises and 
monopoly capitalism by consideration of the role of credit 
over the cyc1e of production (see Chapter 5). On the one hand 
the development of the credit system encourages the over­
expansion of credit and thereby intensifies violent ehanges in 
production over the eyde as collapses occur in both financial 
and merchant capital, intensifying competition between these 
and industrial capital. The economic crises of eapitalism take 
on a more violent and threatening eharacter, potentially 
stimulating working dass pressure for the overthrow of the 
system. For the capitalist dass as a whole, the necessity of 
overcoming these violent eruptions is increased, associated as 
they are with growing working-dass strength and organisa­
tion. On the other hand the predominance of interest revenue 
as the form in whieh surplus value is appropriated under 
monopoly capitalism is related to the law of the TRPF and its 
counteracting influences: 'Since profit here assumes the pure 
form of interest, undertakings of this sort are still possible if 
they yield bare interest, and this is one of the causes, stem­
ming the fall of the general rate of profit, since such undertak­
ings in whieh the ratio of constant capital to the variable is so 

120 



State Monopoly Capitalism 121 

enormous, do not necessarily enter into the equalisation of 
the general rate of profit.' (Capital, vol. III, p. 437. See also 
p.240.) 

The development of the credit system and the existence of 
profit in the pure form of interest represents part of a de­
veloping division of 'labour' among capitalists. Just as the 
immediate control of capital is divided as it passes in its circuit 
through its various forms, so the division of control within 
each phase of the circuit develops. Within process control of 
productive capital, for example, a large managerial stratum 
relying on a hierarchy of command and responsibility is 
created. Furthermore the allocation of labour to these func­
tions is itself socialised on the basis of the wage system. It 
concerns not only intermediate strata, the so-called new petty 
bourgeoisie of managers, but also stratification within the 
working dass (foremen, charge-hands, skilled expert work­
ers), giving rise to an aristocracy of labour. (This concept is to 
be distinguished from that of Lenin and Engels which refers 
to a world division of labour.) The interests of this labour 
aristocracy are easily identified with the limitation of 
working-dass struggle to the aims of political democracy (for 
example, abolition of property qualifications for franchise) 
and social reformism (to moderate economic conflicts and 
promote meritocracy). Monopoly capitalism is characterised 
as a stage then in which there develops an intensification of 
dass struggles over economic crises. These struggles are 
confined within limits compatible with the reproduction of 
capitalist social relations as a whole by the development of 
struggle for political democracy as a means to social reform. 
The partial 'resolution' of these contradictory tendencies that 
both promote and moderate dass struggle under monopoly 
capitalism is to be found in the development of the economic 
role of the state. The state's predominance in economic 
reproduction is the distinguishing feature of state monopoly 
capitalism (SMC), the latest stage of the capitalist mode of 
production. It represents an even higher level of the socialisa­
tion of the relations of production than previous stages and is 
characterised by a new highly socialised mechanism for the 
control of production. Whereas under earlier stages the do­
minant social mechanisms for controlling production were 
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the coercive forces of market exchange and the credit system, 
at this stage state 'intervention' is the predominant mechan­
ism. A direct relationship is created between economic and 
social reproduction rather than the state simply creating the 
social conditions in which economic reproduction takes place. 
The state, however, does not simply replace the existing 
relations of economic reproduction but exists together with 
them in a complex relationship thereby transforming their 
social significance as a consequence of its direct 'intervention' 
into the circuits of capital. 

Our method is to identify a stage by its particular forms of 
economic reproduction (although these are connected with 
the corresponding forms of social relations and their con­
tradictions). For SMC consider first the forms in which capital 
controls production. In financial control the state 'replaces' 
the private credit system as the dominant agency through 
which capitalist accumulation is regulated. The mechanisms 
accomplishing this are complex and varied, but the simplest is 
state control of the credit system itself both in the sense of 
controlling private credit through monetary policy and of 
distributing state credit to particular sectors. This, in turn, is 
linked to and supplemented by the development of the 
tax/subsidy system which affects the distribution of financial 
resources, even if their primary function is or appears to be 
different (for example, indirect taxation is a socialised form of 
accounting control since it divorces the market prices of 
commodities from their prices of production). State interven­
tion in financial control does not originate with SMC, for the 
ratification of the social existence of money is an intervention 
at least as old as capital itself. Under capitalism it has direct 
effects on the level of credit and its distribution. But the 
substitution of state for private credit raises the significant 
possibility of transforming the role played by credit as 
interest-bearing capital. For its basis is no longer directly 
linked to private profit-making (or more accurately, max­
imum surplus value appropriation in the formofinterest). As 
we shall see, state credit may be advanced to temper the 
rhythm of the cyde of production - an action beyond the 
scope of private capital- and this corresponds to the socialisa­
tion of production in which the state acts in conjunction with 
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the market as a mechanism of financial control. Even though 
the state operates within the areas of financial control and 
accounting control (through indirect taxation or pricing poli­
cy for example) in the circulation of total social capital as weIl 
as of individual capitals, it cannot monopolise control even of 
individual capitals. It can, however, monopolise control of 
particular capitals in the case of nationalisation since 
nationalisation involves controlling the operations of the 
capital throughout the spheres of exchange and production. 
In this case the state has complete financial control, since it 
completely replaces the credit system as the ultimate source of 
finance (although this finance itself is ultimately determined 
by the state's ability to obtain surplus value). The state also 
has complete control in the sense of accounting and process 
control- so complete that the state can remove these opera­
tions from market competition (setting subsidised prices and 
maintaining unprofitable employment). This again reflects 
the development of the state (in conjunction with the market) 
as the agency through which production is socialised. 

Associated with the new form of control, state control, 
under state monopoly capitalism there exists a major new 
form of appropriation. Surplus value is at this stage to a large 
extent appropriated through taxation and this is a form which 
has no significance under earlier stages of the capitalist mode. 
In previous stages capital appropriates surplus value by ex­
change (of money for labour-power and commodities for 
money) with labour. Then there is no legal compulsion in­
volved in the appropriation. Under taxation, legal compul­
sion (supported by ideological and political pressures) forces 
workers and capitalists to transfer money to the state in order 
that the state shall appropriate surplus value. The state, of 
course, does not appropriate surplus value for its own sake. 
As the legal owner of large sectors of capital (nationalised 
industries ) and the controller of privately owned sectors it 
disburses this revenue by throwing it back into the circuit of 
capital, by making it available for accumulation as capital 
(apart from those parts of tax revenue which are used for 
marginal redistributions of wage revenues and for the pro­
duction of welfare services). Thus, under state monopoly 
capitalism, the circuit of capital remains with its essential 
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characteristic, self-expansion. But the surplus value which is 
the basis of this self-expansion is now appropriated and 
thrown back into the circuit in a new form, taxation (and 
credit and subsidies). This new form exists side by side with 
the other capitalist forms of appropriation based on free 
exchange, but these other forms are themselves transformed 
under state monopoly capitalism. Thus the competitive deter­
mination of the value of wages through the market and free 
collective bargaining is modified by state intervention in 
distributional struggle. An incomes policy, in other words, 
modifies exchange relationships and introduces an element of 
legal compulsion. It does so in conjunction with state control 
of taxes, both representing increasingly socialised forms of 
the capitalist mode of appropriation (of surplus value). In 
addition the state's interventions into the credit system alter 
the balance of competition in the supply of, and demand for, 
money-capital. The result is that the competitive struggle, 
between fractions of capital over the appropriation of surplus 
value as interest or profit-of-enterprise, becomes increasingly 
socialised through the state. 

8.2 Political Transfonnations 

So far we have discussed in general terms the socialisation of 
economic reproduction associated with SMC. Under capital­
ism we have also seen how the structure of social relations 
creates the illusion of aseparation between economic and 
political struggles and there is a strong tendency for struggle 
to be confined to economic issues. This tendency to econom­
ism provides a powerful basis for bourgeois hegemony in 
social reproduction. However, the features which we have 
identified as characteristic of SMC have by themselves a 
tendency to weaken the basis of economism. For the state, 
which primarily embodies political relations, becomes directly 
involved in economic struggles. In previous stages, struggles 
over wages or redundancies need not involve the state for 
they concern exchange and production relationships which 
direcdy involve only employers and wage-earners. In particu­
lar instances, of course, the state may in these earlier stages be 
drawn into the struggle, but the point is that under SMC the 
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state cannot avoid direct involvement in all forms of 
economic struggle. At the stage of SMC the immediate 
protagonists against the working dass in a struggle over 
wages, for example, are the state institutions which adminis­
ter, and in which are determined, income and taxation 
policies. This threatens the division between economic, poli­
tical and ideological struggles upon which bourgeois 
hegemony in earlier stages is based; since the state not only 
intervenes as an economic agent, it is also a crystallisation of 
ideological, economic and (primarily) political relations. A 
struggle for wages or over other economic issues would have a 
tendency under SMC to raise political issues immediately; the 
question of control of the state and its dass nature. It is to 
overcome this danger that a political transformation is a 
necessary aspect of SMC. 

This transformation may take several concrete forms but in 
all cases it involves building a system where the political 
struggle of the working dass is contained. Its most developed 
form is the establishment of bourgeois social democracy so 
that political parties based on working dass support become 
part of the state apparatus. This enables the working dass to 
obtain the appearance of political power so that the question 
of control of the state which arises from economic struggles 
under SMC does not necessarily lead to a political struggle for 
real contro!. It enables policies to be pursued in the interests 
of capital even when their adoption is in response to im­
mediate working dass demands - welfare expenditure for 
example. Most important it can at times defuse economic 
struggle itself by demanding sacrifices in order to maintain a 
spurious 'political power'. 

But these changes should not be seen merely or even 
primarily as of ideological significance - maintaining the 
illusion of the neutral state in circumstances when the dass 
character of the state may be revealed by its extended 
economic interventions. For while the stage of SMC is charac­
terised by a weakening of the separation between economic 
and political struggles, the integration of working dass strug­
gle into social democratic institutions creates the material 
conditions for that struggle to be confined to limits compati­
ble with capitalist social reproduction. This is accomplished 
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by divorcing the locus of economistic struggle from the point 
of production (where for SMC the strength of the working 
dass would inevitably lead to political and ideological crisis) 
and giving it expression in the institutions of the state. 

As we have seen earlier (Chapter 6) these developments in 
SMC have themselves bred confusions in Marxist analyses of 
dass struggle. The politicisation of economic struggles leads 
Gough (1975) to identify and confuse political and economic 
relations, arguing that they constitute a simple structure in 
which the balance of dass power is decisive for determining 
the rate of profit. Economic demands can be gained as much 
through political as through economic struggle, since in his 
view there is a fusion of the 'social wage' (social services) and 
money wage to form an aggregate level of wages which is 
determined through political conflict. This suggests a strategy 
for dass struggle based on an ideology that supports the 
bourgeoisie, one in which the 'social wage' can be seen as a 
political quid pro quo for reducing wages. But in fact it is 
precisely because the 'social wage' and money wages are 
entirely different categories that they give rise primarily to 
different levels of struggle, political and economic respective­
ly. In general the working class is organised in economic 
struggle at the point of production, but it can be led to 
sacrifice that by the spurious comparison of money wages 
with the 'social wage'. In such conjunctures the state control 
of money wages and the 'social wage' is accepted: each of 
these is determined with the intervention of political relations 
in which the working dass is less well organised. (For a 
criticism of Gough on this score in the context of Britain see 
Fine and Harris (1976a).) 

Holloway and Picciotto (1976) (1977), however, do not 
follow Gough in simply identifying economic with political 
struggle so that political struggle is seen as in fact dominant. 
Instead they emphasise that in fact the working dass is 
erroneously confined to economic struggle and fails to see 
that in reality economic and political relations are parts of a 
unity. As we have seen, theirunderstandingofstatemonopo­
ly capitalism is entirely wrong on this score. There is in fact a 
definite relationship between the economic and the political 
struggles which occur and the predominance of state 
economic intervention solidifies this relationship. The prob-
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lem is not that there is economic and not political militancy. It 
is that the economic struggles are not of a revolutionary 
character and they are related to political struggles of a 
similar nature: the former are trade unionist struggles, the 
latter are reformist or social democratic. In consequence 
Holloway and Picciotto's prescription for working dass 
strategy is empty. It is an appeal for a unification of political 
and economic struggles which fails to see that they are in any 
case unified. Its emptiness can be seen by comparing it with 
the strategy of intensifying economic struggle and building on 
that struggle an intensification of political struggle; a strategy 
which involves building on what already exists in each sphere 
and struggling for a qualitative change in each. 

Under SMC, then, the objects of struggle associated with 
economic reproduction, whether over unemployment or the 
value of wages, for example, increasingly take the forms 
associated with state economic intervention - such as the 
struggle for nationalisation, policies for reflation, against 
incomes policies and their effects. But the separation of these 
struggles from the point of production and their incorpora­
tion into political relations simultaneously creates the poten­
tial for new forms of dass struggle over non-economic repro­
duction, over the conditions under which labour-power is 
reproduced outside the immediate process of producing and 
circulating surplus value. In particular the working dass is 
able to struggle directly through political relations for the 
extension of social reforms and for surplus value to be de­
voted to them rather than to state controlled capital accumu­
lation. Consequently SMC is to be associated with the rise of 
social reformism as a force whose effects are materialised in 
the development of the welfare state, a further point of 
departure for SMC. For while the state in previous stages 
makes unproductive expenditures of surplus value (to pre­
serve law and order, for example), these correspond directly 
to the needs of the bourgeoisie and are only indirectly deter­
mined by dass struggle. 

8.3 State Expenditure 

SMC is characterised by a growth in state expenditure and 
consequently by a growth in employment of wage-Iabour. 
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The structure of sodal relations assodated with SMC is such 
as to moderate dass struggle over the control of that surplus 
value and employment and direct its use in the interest of 
capital accumulation. Nevertheless, dass struggle over the 
employment and expenditure of the state has a significance 
beyond its direct political implications pursuant upon the use 
of political control. For while workers can only struggle 
against the productive expenditure of surplus value when 
controlled by private capital, struggles over state control of 
surplus value indude those for the extension of unproductive 
expenditure (possibly at the expense of productive labour). 

Consider nationalisation, for example. Whether in conflict 
over an extension of nationalisation or reorganisation of 
existing nationalised industries, the proletarian dass interest 
requires state ownership and control in the context of a 
transformed state and sodety and, in prindple, its pressure 
over nationalisation is part of its struggle for such a transfor­
mation. Inherently it is a struggle for industry to be subject to 
workers' control both directly and through control of the state 
which directs the economy. It is a struggle for state ownership 
in general as a step in the abolition of capital; a step in the 
development toward a society of assodated producers. With­
in a continuing capitalist sodety it becomes, however, a 
struggle for the unproductive expenditure of surplus value on 
the nationalised industries, an attempt to wrest the control of 
production from capital in ways that restrict but do not 
abolish that control (the demand for subsidies, no redundan­
des, etc.). The bourgeoisie, by contrast, requires state owner­
ship precisely in order to preserve the existence of capitalism 
and capital. This involves ownership by the capitalist state 
(although, as we have seen, astate based on transformed 
political relations vis-a-vis monopoly capitalism) and it in­
volves an attempt to limit the extension of nationalisation, to 
have only partial and particular nationalisations. This 
bourgeois requirement of limited nationalisation occurs be­
cause the dass could not exist as such if all production and 
exchange were nationalised. In addition, for the bourgeoisie, 
the nationalised industries are to be opera ted as capital- their 
rationale being the production and sodal accumulation of 
surplus value within a sodal formation. The struggle of the 
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opposing classes determines the pace of nationalisation and 
the manner in which nationalised industries are controlled 
and operated. In this context it should be recalled that the 
stimulus to state economic intervention is the increasingly 
violent nature of crises under monopoly capitalism. That this 
intervention leads to nationalisation, and is not limited to 
control over exchange and distribution, reflects the in ability 
of the state to maintain production by capital by these me ans 
without control of the production process. If the private 
restructuring of a bloc of capital cannot be accomplished 
without an explosion of social conflict, the state may be forced 
to ensure an orderly restructuring through nationalisation, 
thereby moderating and transforming the demands forwork­
ers' control. On the other hand, not being subject itself to the 
direct control of financial criteria, state economic interven­
tion that does not encompass control of production may 
weaken the control of that production by capital as either 
individual capitals or the workers they employ are cushioned 
from the direct effects of the coercive forces of competition. 

These considerations have implications for the forms of 
control assumed for nationalised industries. Fundamental to 
this is the separation of dass struggle from the point of 
production, and its removal within a labour movement rep­
resented through the channels of social democracy. But this is 
based on a chain of command that is structured to preserve 
production by capital, imposing market criteria of profitabili­
ty prior to a potential development of political crises. Con­
sider Britain by way of illustration. The day-to-day running of 
a nationalised industry differs litde from that of a private 
company, with boards of management responding to com­
petitive market conditions. Commercial criteria form the link 
between these boards and government. The recent insitution 
of the National Enterprise Board, essentially a state-owned 
financial holding company, completes the picture, creating a 
further barrier of capitalist rationality between workers' 
struggles and workers' control. 

Before leaving the question of nationalisation it should be 
noted that we have analysed it in a manner different from that 
usually employed by Marxists in the study of state expendi­
ture. The relationship between capital and state expenditure 
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of various types has been the subject of much debate in recent 
years. (See Gough (1975), Fine and Harris (1976a) (1976b), 
O'Connor (1973).) The discussion has concentrated on the 
question of whether state expenditure on welfare services is 
productive or unproductive. We have argued elsewhere that 
it is unproductive and that this eategorisation is centrally 
important to an understanding of capitalist relations since it 
emphasises the dependenee of all sectors of the eapitalist 
economy upon the production of surplus value. But concent­
ration upon this taxonomy fails to eome to grips with state 
expenditure as a whole for it teUs us no thing about state 
expenditure in nationalised industries (a eategory whieh in 
this type of debate is mentioned parenthetieaUy as employing 
productive labour and is then ignored). The argument of the 
preceding paragraphs suggests that to understand the differ­
enee between nationalised and privately owned industries it is 
necessary to move beyond the mere c1assifieation of both as 
directly productive of surplus value. One has to eonsider the 
forces behind the tendency toward nationalisation. 

We have done this by identifying for SMC the role played 
by the state in resolving c1ass struggle over the control of 
eapital as this is inereasingly socialised and subject to violent 
crises of restructuring. This has important implications for the 
dynamic of nationalised industries (and state expenditure in 
general) as well as for the dynamic of nationalisation. For 
wh ether, and if so the extent to whieh, the nationalised 
industries operate as eapital is not determined by the legal 
and institutional forms assumed by state employment but by 
c1ass struggle over the control of that produetion. In general it 
is in the interest of eapital to struggle for that employment to 
be operated productively, for the production of surplus value 
according to the law of value and subject to its direet effects. 
In contrast the working-c1ass interest requires struggle 
against these effects and for the operation of state employ­
ment unproductively for eapital, for the planned produetion of 
use-values and the maintenanee of employment. Thus it is not 
the supposedly ill-defined and abstract boundaries between 
produetive and unproduetive labour in theory whieh ereates 
problems for categorising state employment as eapital or not, 
but the conerete struggles within the nationalised industries 
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over the reorganisation of production. Again Britain serves as 
an illustration, with the failure to coordinate the plans of 
nationalised industries in the same sector (fuel, transport) 
and the reorganisations within each corporation reflecting the 
attempt to impose 'commercial criteria', that is, the forces of 
competition. 

We have argued that under SMC economic reproduction 
brings into question as a matter of dass conflict the produc­
tive or unproductive employment of labour by the state. 
Whichever way this conflict is resolved in a particular con­
juncture, the matter never rests there. If nationalisation 
reimposes productive employment on the workers con­
cerned, they are still in a position to struggle against the 
effects of capitalist production, as in the private sector . On the 
other hand successful working-dass action to expand unpro­
ductive expenditure by the state only wrests from capital the 
direct control of that expenditure. For unproductive expendi­
ture by the state, other forms of control must be developed by 
capital to subordinate it both quantitatively and qualitatively 
to the needs of accumulation, thereby giving a specifically 
capitalist character to welfare expenditure and welfare pro­
duction. For example, the reproduction of labour-power as a 
commodity requires that welfare benefits for unemployment 
lie below the value of wages. The need for a particular 
structure of skills influences the hierarchical character of the 
education system. The general drain of surplus value from 
accumulation represented by welfare expenditure ensures 
that the welfare state is subject to severe constraints and far 
from adequate (as in health services). Institutionally the 
ability of the working dass to struggle for welfare is disorgan­
ised as far as possible, with local government subordinated to 
central government and decision-making removed not only 
from the recipients and producers of welfare but also from the 
working dass organised as producers. 

For so me the welfare state simply represents a means for 
moderating dass struggle. For others it is a product of dass 
struggle in which the proletariat makes gains. A third school 
sees the welfare state as guaranteeing and providing the 
conditions for social reproduction. This last view is essentially 
correct but it needs to be related to the particular role played 
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by the reserve army of unemployed in economic reproduc­
tion. For this is not simply a product of capitalist accumula­
tion as workers are expeHed from the production process, but 
also a condition guaranteeing the ability to centralise capital 
(including variable capital). The welfare state represents 
more than the regulation and maintenance of the reserve 
army; it provides for the socialisation of the conditions 
through which it exists (the unhealthy do not become unem­
ployed direct1y, the unemployed are available for employ­
ment rather than existing as domestic servants, etc.). The 
analysis of this in detail is beyond our scope here. 

8.4 The Cycle of Production 

State monopoly capitalism is, then, a stage at which the state 
direct1y participates or 'intervenes' in the economy. This does 
not mean the abolition of capital and of the organisation of 
the economy (and society) on a capitalist basis, but it does 
mean a change in the forms of. that organisation. Surplus 
value is appropriated but now in the new form of taxation (as 
weH as the old forms of interest, profit on enterprise etc.). The 
economy continues to be controHed according to the needs of 
capital, but the agency of that control is now the state (as weH 
as the old agencies of the market and the credit mechanism). 
Since SMC does not involve the abolition of capital it does not 
abolish the laws of motion of capital. The law of increasing 
concentration and centralisation of capital remains valid al­
though the form in which it operates is altered, the law of the 
TRPF and its counteracting influences remains valid, and the 
law that accumulation is necessarily punctuated by crises 
remains although the form of crises and the business cyc1e is 
modified. In this section we consider how the analysis of 
capitalist crises and cyc1es which we set out in Chapter 5 
remains valid with modifications under SMC. 

The essential point is that the state actively intervenes to 
affect the course of the cyc1e but does not abolish it. This 
failure to abolish the cyc1e arises because, in Marx's concep­
tion, as long as capital remains the technical (and hence 
organic) composition has a tendency to rise; and this pro­
duces the TRPF and its counteracting influences which, as we 
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saw in Chapters 4 and 5, are the basis of capitalist crises and 
cycles. Before going on to consider the ways in which the state 
nevertheless affects the cycle it is illuminating to consider the 
eITor made by Keynesianism in thinking that the state can 
abolish crises. It arises from the view that crises are caused by 
deficient demand so that the state can always avoid crises by 
influencing the demand for commodities (demand­
management). It ignores the fact that the deficiency in de­
mand merely concems the form of crisis rather than its cause, 
that the cause lies in the contradictions of the law of TRPF 
and the counteracting influences, and that this cause is inher­
ent in capitalist production and can only be eradicated by the 
abolition of capitalism. In other words Keynesianism ignores 
the fact that the capitalist state, responsible for the reproduc­
tion of capitalist relations, is forced to permit and even at 
times precipitate crises. For crises are not only disastrous for 
sections of the bourgeoisie and, of course, the working class; 
they are also the preconditions for renewed capitalist ac­
cumulation (although they never guarantee that renewal) and 
the capitalist state cannot provide these preconditions in any 
way which avoids crises. These considerations enable us to 
see how the state at the stage of SMC affects the cycle of 
production (or, since crisis is the predominant aspect of the 
cycle, intervenes in crises). 

There are certain forces, elaborated by Marx in Capital, 
vol. III, chapter 15, which are unleashed in crises at all stages 
of the capitalist mode of production. At the stage of SMC, as 
we have argued elsewhere, (Fine and Harris (1975) (1976a) 
(1976c», the state acts to strengthen these forces whencrises 
break. These forces are in a structured relationship to each 
other so that some are more fundamental than others. The 
restructuring of productive capital is the most basic of these 
processes. It takes the form of speed up and the expulsion of 
labour both with existing fixed capital and with the adoption 
of more advanced fixed capital (although the latter is properly 
part of the accumulation for which crisis creates the precondi­
tions rather than one of the forces within crises). This 
restructuring of productive capital is the most basic of forces 
in crises because it is essential for raising the production of 
relative surplus value and thereby temporarily resolving the 
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contradictions which give rise to crises. On the basis of it other 
forces develop. The most significant of these at the economic 
level is aredistribution of revenue toward surplus value (Le. 
from labour to capital) and simultaneously an intensification 
of struggle for surplus value between different sections of the 
bourgeoisie. 

At the stage of state monopoly capitalism the state inter­
venes to strengthen these processes, both the most funda­
mental and the derivative. The state intervenes direcdy in the 
restructuring of productive capital through its position as an 
agent controlling the economy at all levels. At the level of 
financial control the state intervenes in the distribution of 
surplus value between capitals to foster direcdy the restruc­
turing of capitals (grants, subsidies, etc., conditional upon the 
restructuring of the industries which receive them). And 
where the state has accounting control and process control, as 
it does in nationalised industries, the state itself carries out the 
restructuring. Moreover, there is a tendency in crises under 
SMC for the state to extend its control so that it nationalises 
(takes over accounting and process contro! in) more sectors. 
In these respects the state direcdy stimulates the restructuring 
of productive capital. It also intervenes in the processes which 
indirecdy stimulate it, especially distributional struggle be­
tween labour and capital. Through taxation, subsidies, and 
wages policies the state is able, at least temporarily, to 
influence distribution in the direction required for the re­
structuring of ,capital. In crises this generally involves an 
increase in profit, although as we note below such an increase 
mayaiso hinder the restructuring of capital. It is instructive to 
see how this distributional intervention is achieved. Wages 
policies which push down the value of wages re dis tribute by 
pushing the value of wages below the value of labour-power, 
and also by influencing the value of labour-power itself (the 
moral and historical element). Taxation and subsidies have 
effects which are most significant when reinforced by wages 
policies. A rise in taxes on workers, for example, generally 
gives rise to pressure for an increase in gross wages to 
maintain their relation with the value of labour-power so that 
ultimately taxes on workers fall on capital and are not an 
instrument of redistribution. An effective wages policy, how-
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ever, prevents this effect and permits a rise in taxes on 
workers to be used as a means for redistribution to capital. 

The state's economic intervention in crises is also accom­
panied by intervention in ideological and political struggle. 
The expulsion of living labour in the restructuring of produc­
tive capital and redistribution toward capital are processes 
which carry the threat of stimulating working class militancy 
at all levels. It therefore becomes imperative for the 
bourgeoisie to mount a counter-offensive and the state acts as 
a focus for this. As we argued in Chapter 6 the state itself acts 
to form the political unity of the bourgeoisie; it is also 
responsible for the ideological apparatuses of capitalism 
under SMC. The state itself, therefore, is instrumental in 
mounting this ideological and political counter-offensive 
which is necessitated by the essentially economic require­
ments of capital in crises. It i..s this which in a very unspecific 
manner Holloway and Picciotto (1977) characterise as a 
'political restructuring' which arises from the fact that the 
state is an aspect of 'the capital relation' . 

The economic interventions of the state in crises give rise to 
two particular phenomena which appear as reversals of the 
historic gains of the working class. The first is attempts to cut 
its expenditure upon welfare services. Welfare services in­
volve unproductive expenditure so their financing reduces 
the proportion of surplus value which is available for accumu­
lation as capital; reductions in welfare services, therefore, 
redistribute surplus value from unproductive expenditure to 
capital. (It should be noted that this interpretation is quite 
different from that of Gough (1975), see Fine and Harris 
(1976a) (1976b).) The second is the strengthening of the 
capitalistic element in nationalised industries. We saw earlier 
in this chapter that nationalisation involves an ever present 
tension between the interests of the working class (which 
requires nationalisation as a step toward proletarian control 
of the economy) and those of the bourgeoisie (which requires 
their operation as capital). In crises the operation of the 
nationalised industries is transformed so that it conforms 
more closely to their operation as capital. Criteria of commer­
cial profitability are imposed or reinforced and the expulsion 
of living labour is forced forward. This can be brought about 
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in a number of different ways, each corresponding to control 
of capital at a different point in the circuit. First, the direct 
coercion of market competition can be intensified organisa­
tionally by creating competition between nationalised indus­
tries themselves, as weIl as with private capital (in Britain, for 
example, in the transport and energy sectors, for which the 
nationalised industries neither have a monopoly nor are 
integrated under a plan). Second, the relationship between 
the state and the nationalised industries can be mediated by 
state institutions committed to financial control and geared to 
profit-making (in Britain, the development of the National 
Enterprise Board is an example). This has the further effect of 
weakening if necessary the political implications of state 
intervention, as the struggles at the point of production are 
divorced from political power by the economic rationale 
imposed by the financial institution. Third, production within 
nationalised industries which is unproductive - does not 
operate as capital- can be reorganised as capital (in asense, a 
form of primitive accumulation). Here the conversion of 
unproductive to productive expenditure does not involve the 
cut in one to expand the other. Rather the reorganisation of 
production is aimed at redefining the boundaries that divide 
the sphere of capitalist production from the sphere of social 
reproduction (in Britain, this is significant for British Rail­
ways and the Post Office). 

The cycle of production under state monopoly is character­
ised by an entirely new phenomenon, or, rather, a phenome­
non which is in fact very old but which is transformed by state 
monopoly capitalism. That is inflation. To consider it is to 
move on from direct consideration of state intervention, but 
inflation under SMC is nevertheless inextricably linked with 
the state's role. 

In terms of the hierarchy of determination which we discus­
sed in Chapter 1, inflation is a phenomenon which appears on 
the surface of society and is determined by the interaction of 
deeper forces; in terms of analytical method, inflation is a 
complex rather than highly abstract concept. The existence of 
inflation as a complex phenomenon breeds theories to ex­
plain it that rely upon one or more causal factors superficially 
treated, that is in isolation from or in simple relation 
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to accumulation and economic reproduction. In contrast it 
should be argued that inflation cannot be reduced to a single 
determining cause (such as workers' militancy or a bourgeois 
conspiracy) and only to an ensemble of determinants, when 
these are themselves constructed in a hierarchical relation­
ship to each other. We base our discussion on taking as given 
the cyc1e of accumulation and examining how the rhythm of 
inflation is related to it. 

Inflation concems increases in the price of commodities in 
terms of money. In Marx's analysis, set out in Wages; Price 
and Profit, the matter is relatively simple. There, for inflation 
to occur the value of commodities in terms of the money 
commodity (gold) must rise unless we assume that the prices 
of production or market prices of commodities in relation to 
money are above their values to an increasing extent. These 
value relations provide the conditions and limits within which 
such aspects of economic c1ass struggle as workers' militancy 
for a higher value of wages has its effects. Essentially they 
imply that workers' militancy can raise the value of wages to a 
limited extent; money wages can be pushed up temporarily 
without necessarily causing a rise in prices. This analysis can 
be used to study how the value of wages changes over the 
production cyc1e, as competition in the demand and supply of 
labour fluctuates with accumulation. But it can only be so 
used if money does take the form of commodity money such 
as gold. One of the distinguishing aspects of SMC is the 
transformation of money so that it no longer takes this form. 
Therefore analysis where inflation is limited by changes in the 
relative value of the money commodity is not direct1y appli­
cable in this stage of the capitalist mode. 

If changes in the relative value of the money commodity are 
no longer a limit to the inflation of commodity prices it is 
equally invalid to suppose that money imposes no limits on 
inflation. Money does impose limits but instead of arising 
simply from the relative value of the money commodity these 
limits arise from the role of money in the circuit of capital. 
Before examining these limits we should note that many 
Marxist analyses proceed as if they did not exist. For example, 
so-called conflict theories (see Harvey (1977)), which are 
merely a development of Glyn and Sutcliffe's (1972) neo-
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Ricardian approach, argue that inflation is determined by the 
relative strengths of the bourgeoisie and working dass in 
distributional struggle without considering how this process is 
limited by the role of money in the circuit of capital. Similarly 
the Fundamentalists' argument, that inflation is the result 
simply of the state's need to increase the money supply in 
order to finance its unproductive expenditure, ignores, as we 
shall see, the role of money as money-capital. 

What is the significance of the role of money in the circuit of 
capital? It is essentially that capital necessarily takes the form 
of money (money-capital) at one phase of the sphere of 
exchange and that this money-capital must be equal to the 
commodity capital with which it exchanges ifo the circuit is to 
proceed and be renewed. It follows that if capital accumula­
tion is contracting the money-capital element in the circuit 
must contract if the unity of the circuit is to be maintained. 
Marx saw the role of hoarding in this light (see de Brunhoff 
(1976)). Hoarding involves withholding money-capital from 
the circuit; a rise in hoards decreases the amount of money 
which acts as capital and at times when the circuit of capital is 
contracting can ensure that money-capital is contracted ac­
cordingly. Apart from or together with hoarding, inflation 
acts in a similar manner; for inflation too reduces the 'value' 
of any given quantity of money-capital. From this point of 
view, therefore, inflation is determined in accordance with 
the rate of expansion of the circuit of capital and the rate of 
hoarding or dis-hoarding. All this assumes that the circuit 
runs its course smoothly and is expanding or contracting 
without violent interruption. It involves a paradoxical result, 
that as the value of the elements of commodity capital de­
clines because of technical progress, the money prices of 
commodities may rise to reduce the 'value' of money-capital­
unless either hoarding withdraws sufficient money-capital 
from the circuit or accumulation proceeds fast enough to 
ensure that the total mass of capital in value terms (value of 
the mass of commodity capital for example) is large enough to 
be commensurate with the existing money-capital. It follows 
that the rate of inflation is determined by the relationship 
between the pace of accumulation and the rate of hoarding 
(or dis-hoarding and expansion) of money-capital. This rela-
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tionship can only be explored, however, by distinguishing 
between the role of credit between capitals in competition 
and the role of credit between capital and labour (on which 
see Harris (1976)). For the former credit is onlysignificantin 
this context when it is advanced and received in expanding the 
circuit of capital. For then it depends upon the production of 
surplus value for its function to be realised. From the perspec­
tive of the individual industnal capltalist Dorrowing money 
(-capital), for example, surplus value must be produced and 
realised for the interest (and profit-of-enterprise) to be 
received. However, this cannot be seen as a purely individual 
act, for the role played by such credit socially is to promote 
the production of relative surplus value through the central­
isation and accumulation of capital. The individual capitalist 
is an agent in this process, driven by competition with other 
capitalists to seek credit as a me ans of centralisation. Whether 
or not credit as capital expands in disproportion to the circuits 
of capital depends upon the extent to which the centralisation 
and accumulation of capital, which it stimulates and pro­
motes, is successfully accomplished. In short the expansion of 
credit as capital involves a necessary intervention in the 
circuits of capital to promote their expansion, but presup­
poses the production and realisation of surplus value if infla­
tion is not to result. In addition, where credit circulates in the 
circuits as capital, it has the role of money( -capital) even if 
assuming different forms from gold. 

Credit relations are not, however, limited, even between 
capitals, to the expansion of money as capital. But where they 
are not, they simply perform the function of easing the 
circulation of commodity-capital and do not have the effect of 
expanding the circuits of capital. Put another way such credit 
exchanges against surplus value already produced and merely 
anticipates movements of money (when the IOUs are re­
c1aimed). Of course, if a credit note is created and circulates 
independently as money and subsequently as capital, then 
capital must expand to maintain balance between production 
and circulation without inflation (unless an equivalent in 
money is hoarded). However, it would not be the credit note 
itself which would be at the root of any inflation. Rather the 
conditions which allow the possibility of such a credit note to 
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circulate as money (the existence of finance capital or state 
credit) and the forces which turn this possibility into actuality 
have to be located in relation to the pace of accumulation as 
discussed earlier. We return to this below in the context of 
state credit. In the credit relations between capital and 
labour, there are two considerations. First, when labour­
power is purchased by the capitalist, it has already been seen 
that credit as capital may be extended to the capitalist to 
promote centralisation. The more wages are bid up, the more 
this may be necessary, but higher wages should not be seen as 
the source of the credit expansion. For it is only through 
increasing wages, especially during aperiod of expansion, 
that capital can be centralised with the less efficient (small­
scale) capitals being squeezed between falling output prices 
and increasing wages. Indeed it can be argued that an over­
expansion of capital stimulates inflation at this point, not 
through permitting wage increases (which it does) , but 
through restricting both the liquidation of inefficient capitals 
and consequently the increasing production of (relative) sur­
plusvalue. 

In the movement C'-M', where workers purchase means 
of consumption from capitalists, credit may be granted to 
workers. But as we have already observed in the inter­
capitalist exchange, the credit advanced merely promotes the 
realisation of an existing mass of surplus value, and is not of 
itself inflationary. In addition it should be observed that the 
intervention of credit in this act of exchange may alter the 
form adopted by exchange of equivalents (and this is also true 
for the inter-capitalist exchange) with interest falsely appear­
ing to be a 'penalty' for the credit advanced. While for the 
individual worker this may appear to open a world of freedom 
(through hire purchase and mortgage), socially it binds the 
worker eloser to capital reinforcing the presure to work Uust 
as for the miner's bond to the company shop). Even where 
workers themselves advance credit, through savings, this is 
merely a means by which the value of labour-power is spread 
over a lifetime, so that the worker is self-sufficient during 
times of hardship (see Harris (1976)). 

It must be remembered that the foregoing arguments apply 
under SMC because money does not take the form of com-
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modities (gold) with their own value determined in accor­
dance with labour embodied. Money is, at this stage, created 
by the state (in interaction with the banking system and a1l 
forms of financial capital) as an effect of the state's interven­
tion in the credit system. The question then is how the state 
affects the variations in the circuit of capital which, as we have 
argued, determine inflation. The state, as argued in Chapter 
6, is the foeus for the antagonisms between the bourgeoisie 
and the working c1ass and also for those between different 
fractions of the bourgeoisie. Its effects on the circuit of capital 
are determined by those antagonisms. 

Consider, first the antagonism between bourgeoisie and 
working c1ass. One effect of this is the state's intervention to 
temper the rhythm of accumulation, or in other words the rate 
of expansion of the circuit as a whole. For it is this c1ass 
antagonism which ultimately lies at the source of crises and 
cyc1es, and the state intervenes to influence these cyc1es 
(while not abolishing them). Another effect is the state's 
influence on hoarding and this arises through the fluctuations 
in state credit. This credit is the counterpart to state budget 
deficits and so it is influenced by the working-c1ass struggle to 
force the state to increase its expenditure to maintain full 
employment and to maintain social services. It may take the 
form of bond issues alone or (either directly or indirectly) the 
creation of money. In either case an expansion of state credit 
has an influence on hoarding but it is by no means necessarily 
an inflationary influence. Bond issues absorb money which 
would otherwise be available as money-capital; they with­
draw money from its role as money-capital to the extent that 
the state uses the money for unproductive expenditure. The 
creation of money, equally, does not directly increase money­
capital in the case where it is spent by the state as unproduc­
tive expenditure. The effect of the creation of state credit 
when the state is forced by the capital/labour contradiction to 
finance budget deficits is therefore equivalent to an increase 
in the amount of money which is hoarded . . . there is an 
increase in the amount of money which is spent as revenue 
rather than capital. Since inflation is associated with a dispro­
portion between money-capital and the circuits, it follows 
that the expansion of state credit cannot be identified as 
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necessarily causing inflation. Some of this money will eventu­
ally enter the circuit of capital as money-capital (as the 
recipients of this revenue spend it on commodities produced 
by capital) but then it involves an increase in money-capital 
which is identical with the expansion of the circuit itself, 
because it enters the circuit to exchange against and realise 
surplus value already produced. 

This, it should be noted, is in contrast to the position taken 
by Yaffe (1973). He argues that dass struggle ensures that the 
state necessarily attempts to maintain full employment for 
political stability (which as we have seen is a false Keynesian 
view) , that this necessarily involves an expansion of state 
credit in the form of money (again, a false view) and that this 
necessarily results in inflation because the money expansion 
does not correspond to surplus value produced. Now given 
that state expenditure has both productive and unproductive 
elements, it might seem arbitrary to choose one sector of 
expenditure as requiring credit expansion and being infla­
tionary rather than another. Yaffe chooses as being inflatio­
nary state unproductive expenditure (expanded to maintain 
employment) since it reduces the surplus value available for 
accumulation. In contrast, we have argued that it is the 
expansion of state credit as capital that is inflationary with the 
reservation that it is so only relative to the pace of accumula­
tion and centralisation (for which state unproductive expen­
diture does not form the only limit). That Yaffe's argument is 
erroneous can be seen in a number of related ways. First, it 
would imply that any luxury consumption by the capitalist 
dass is inflationary since, like any unproductive expenditure 
by the state, it re duces the surplus value otherwise available 
for accumulation. In fact the distribution of surplus that has 
already been produced, whether between dasses or between 
productive and unproductive labour, cannot be considered 
inflationary as such. It must be related to the expansion of 
money-capital relative to the production of surplus value. 

Second, Yaffe does not relate the expansion of state credit 
to the accumulation process, and in particular to the competi­
tion between capitals for money-capital. Rather he merely 
relates it to the redistribution of surplus value through state 
credit, ignoring the fact that this can be done without expand-
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ing the money supply (through a bond issue which can have 
the effect of reducing the circulation of money-capital). Once 
corrected for this erroneous conception of state credit, 
Yaffe's theory reduces to a monetarist theory of inflation in 
which the state simply makes the mistake of expanding the 
money supply faster than the rate of growth. 

Third, even within this formulation Yaffe can be seen to be 
erroneous relative to Marx's categorisation of capital's circuit 
since he conflates different turnover periods of capital. Marx 
in Volume Il of Capital asked how was it possible, in simple 
reproduction for example, for C+ V+S=M' to be realised 
when only M= C+ Vwas thrown into exchange by the capital­
ists. The answer is that the m=M'-Malready exists in the 
hands of capitalists enjoying luxury consumption. For ex­
panded reproduction the money-capital in the circuit must 
also increase either through the production of gold or an 
advance of credit in its place. Yaffe can be interpreted as 
making apolar error, puzzling over Marx's paradox in re­
verse. For hirn, because M' has emerged from the circuit (on 
the basis of an expansion of money as credit) but only Mhas 
been thrown into the circuit, inflation must result in propor­
tion to the difference between M' and M. But, of course, 
surplus value has been produced in the movement from M to 
M'. Yaffe inverts a theory of underconsumption - how can S 
be realised - into a theory of excess demand - how can m be 
spent? 

Before moving on from the effect on the state of the 
struggle between the bourgeoisie and the working dass, we 
must consider the nature of wages policy. The state's inter­
vention in the determination of wages has been seen by many 
as the major aspect of the state's role in inflation. The state 
presents these policies as attempts to reduce inflation with the 
implication that all c1asses will benefit alike from its reduc­
tion. In fact wages policies are primarily concerned with 
redistribution both between labour and capital and between 
capitals, and in general require for their effect a difference 
between the rate of growth of money wages (money price of 
labour-power) and the inflation of other money prices. 
Wages policies are concerned, that is, with shifts in the value 
of wages. The neo-Ricardian school, concentrating as it does 
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on distributional struggle, emphasises this redistribution 
alone so that it appears that the state always acts in the 
interests of the bourgeoisie by imposing wages policies. Fun­
damentalists take the view that this redistribution is required 
by developments in the sphere of production so that wages 
policies become strengthened in crises in an attempt to fi­
nance the restructuring of capital by increasing profits. The 
Fundamentalist view is based upon the hierarchical relation­
ship between production, exchange and distribution and 
therefore sees wages policy in terms of the cycle of production 
and accumulation. But like neo-Ricardianism it does not 
make clear that wages policy is not always in the interests of 
capital as a whole and cannot be seen simply as a bourgeois 
conspiracy. Wages policy is also an effect of and has an effect 
on competition between capitals. Its effect on competition 
may be to ensure the survival of capitals which would other­
wise be transformed by centralisation, for a reduction in the 
value of wages enables relatively inefficient capitals to sur­
vive. To this extent wages policies are not always in the 
interest of capital as a whole and may contribute toward 
inflation by weakening the tendency toward restructuring of 
capital. 

We have not yet, however, examined the relationship 
between wage struggles and inflation. Before doing so it is 
necessary to consider state intervention in distributional 
struggle between classes in isolation from its relation to 
inflation. Earlier (Chapter 5) it has been argued that there is a 
tendency for the value of wages to fall below the value of 
labour-power during a recession as unemployment increases. 
This is not simply a matter of distribution al struggle, but an 
essential part of the depreciation of (variable) capital, where­
by it can be subsequently reorganised both through capital's 
ability to draw upon the expanded reserve army and through 
centralisation in the wage goods industries. It follows that the 
state will intervene through taxation and incomes policies to 
reduce the value of wages. During aperiod of expansion, 
however, it is necessary for wages to have a tendency to rise, 
not simply because of the increased strength of the working 
class in distributional struggle as employment increases, but 
also as a means of centralising capital. If wages are contl'Olled 
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during this period, the effect is to hinder centralisation as the 
least competitive capitals are maintained in existence by low 
wages. Thus, it should be observed that the interests of capital 
as a whole are not represented in every instance by a re duc­
tion in the level of real wages (in particular during periods of 
expansion) as a means of increasing the rate of profit, as 
neo-Ricardians would argue. In this light, it can be seen that 
workers' demands for wage increases cannot be considered to 
cause inflation, and this is not simply because they interact 
with capital's administration of price.s, so that blame cannot 
be apportioned. The value of wages can rise without an 
over-expansion of credit and money as capital, indeed this is 
necessary during aperiod of expansion. As a distribution al 
strugg]e between capital and labour, the competitive determi­
nation of the level of money wages is not to be discovered in 
the expansion of state credit as capital or of money capital. 
However, it should be observed that, because the competitive 
struggle between capitals in the process of centralisation can 
intensify inflation, it can lead to an intensification of distribu­
tional struggle between capital and labour over the level of 
real wages, further stimulating state intervention based on the 
ideology that wage controls lead to a reduction of inflation. 
Those (neo-Ricardians) who argue in support of this - a direct 
link between wage increases and inflation - are, while wrong, 
consistent in their method. For the transformation problem, 
neo-Ricardians emphasise competition in exchange within 
classes at the expense of competition between classes in 
production. For inflation, implicit to their theory is the failure 
to distinguish between credit as capital and credit in general; 
with the implication that workers and capitalists equally 
strive, possibly indirectly, to expand credit in order to ratify 
increases in revenue (as wages or profits). 



9 
AlodeofProduction, 
National States and 
Imperialism 

9.1 Periodisation 01 the World Economy 

In the previous chapters we have developed a periodisation of 
capitalism into three stages. We have done this at the level of 
the mode of production, without considering concrete soeial 
formations. Moreover, we have abstracted from the existence 
of national states so that the periodisation of the capitalist 
mode at which we arrive is one constructed from the tenden­
eies and contradictions of capital accumulation in general. 
Now the national state appears to be a simple conceptbut this 
is not so. We must ask what distinguishes the national state 
from the state in general and examine the relationship be­
tween it and capital. 

The primary function of the state-in-general is to guarantee 
the reproduction of capitalist soeial relations - relations 
which pertain to the existence of capital-in-general. The 
national state, on the other hand, presupposes the division of 
soeial reproduction and also the division öf capithl into com­
peting blocs (many-capitals). It will be argued below that this 
division is not a simple one: one cannot assume that capital is 
divided into national capitals in one-to-one correspondence 
with national states (a 'British capital' to which corresponds 
the British state apparatus) and the division of soeial repro­
duction is not one which makes the reproduction of nations its 
main element. Nevertheless the existence of the national state 
under capitalism is predicated upon the existence of competi-

146 
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tion between blocs of capitals and the related division of 
social reproduction. This is to be contras ted with those views 
which take the national state as the product of 'natural' 
nations which are defined in terms of unexplained linguistic 
and cultural characteristics. It is also to be contrasted with 
those views which see the existence of the national state and 
its state apparatus only in terms of economic reproduction; 
for to say that the national state is predicated upon competi­
tion between capitals means that the political and ideological 
roles of its national state apparatus as weIl as its economic are 
determined in this way. 

In saying this and in what follows (until Section 4) we are 
continuing to work at that level of abstraction which pertains 
to the capitalist mode of production. Once we move to a lower 
level of abstraction it is no longer enough to say that the 
national state and its state apparatus is predicated upon 
competition between capitals; it is then a product of the 
antagonistic articulation between capitalist and other modes 
of production. 

Remaining at the level of the capitalist mode of production 
we can arrive at a periodisation of capital based upon the 
reproduction of the world economy. Capital accumulation 
involves the expansion of capital beyond national boundaries 
and pro duces both the internationalisation of capital and 
international competition. But these take different forms. 
InitiaIly, whether accumulation is based on the production of 
absolute or relative surplus value, accumulation of productive 
capital guarantees that national capitals expand beyond their 
boundaries in their search for expanded markets to ensure 
that realisation and completion of their circuit is possible. 
Thus commodity capital is the first form of capital to be 
internationalised, and this can be taken as the index of the 
first stage of the world economy. The development of the 
credit system which accompanies the predominance of the 
production of relative surplus value facilitates the inter­
nationalisation of financial capital, and this may be consi­
dered as its second stage. The intensified production of 
relative surplus value gives rise to a third stage in which 
productive capital itself is internationalised with multination­
al corporations controlling production processes which cross 
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national boundaries. At each of these three stages, the forma­
tion of the capitalists' class interest through the national state 
represents düferent internal conflicts as the external forces of 
competition are transformed. For the stage dominated by the 
export of commodity capital, each competitively weak sector 
of capital stands to gain through protection, while other 
capitals in general stand to gain through the import of com­
modities produced at lower values. The export of financial 
capital hastens the process of centralisation within each na­
tional state, intensifying the conflict between small and large 
scale producers. Finally, the internationalisation of produc­
tive capital divides capitals, not according to their ability to 
compete on the world market or gain access to world finance, 
but according to their ability to organise production across 
national boundaries. Associated with each stage, a section of 
national and foreign capital have a 'natural' alliance whose 
interests come to dominate state interventions as the world 
economy develops. 

We have therefore, in principle, a periodisation of the 
capitalist mode that brings to the fore the transformations of 
social relations and class struggle which arise from accumula­
tion in general (Chapter 7), and now, in addition, a periodisa­
tion of the world economy that is based on the existence of 
national states and international competition. It could be ar­
gued that the two periodisations simply coincide with each 
other. However, even if this could correspond to the historical 
development of capitalism as a world system, it could not 
render the dual principles of periodisation redundant. For the 
two sets of stages through which capitalism progresses are not 
united in a simple fashion in which the characteristics of each 
are added together or necessarily reinforce each other. Con­
sider, for example, three related issues central to the integra­
tion of the two periodisations. First, the formation of the 
bourgeois class interest is on the one hand a product of class 
struggle associated with a stage of the mode; and on the other 
hand a product of competition between national capitals at a 
stage in the world economy. Neither one influence nor the 
other is a simple product or addendum of the other, but each 
depends upon the configuration af class alliances constructed, 
for which there is no objectively determined outcome. 
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Second, the reproduction of the capitalist mode and the 
world economy together produce the reproduction of the 
proletariat in nations and the reproduction of those nations. 
As the exchange of labour-power becomes increasingly inter­
nationalised, whether through emigration, or gästarbeiter, 
again the result depends upon a configuration of dass al­
liances which is not predetermined by the logic of periodisa­
tion. Finally, each periodisation has presupposed, except 
during phases of transition, the existence of each stage in its 
pure form. But, as theorised in the law of combined and 
uneven development, the progression of capitalism through 
its stages produces the co-existence of capitals at different 
stages of development, and even the co-existence of capitalist 
with pre-capitalist modes. It is the resolution of these issues 
that constitutes the study of imperialism to which we now 
turn. 

9.2 Imperialism and Capitalism's Stages 

In everyday usage, the word 'imperialism' describes the 
domination, whether political, economic, or ideological, of 
one nation by another. It is invariably used pejoratively. As 
such it is based on nationalist ideology rather than Marxism. 
It acquires a Marxist dass element if amended so that it 
relates to the domination of some or all of the dasses of one 
national state by the bourgeoisie of another rather than domi­
nation of one nation by another. But however amended, the 
idea of domination across national boundaries is not the main 
element of the Marxist concept of imperialism. Whereas 
domination as such is as applicable to ancient Roman society 
as to modem capitalism, 'imperialism' essentially refers to the 
relations existing at a certain stage of capitalism. Since Lenin, 
the Marxist concept of imperialism is primarily the idea of a 
stage of capitalism. For Lenin, imperialism was seen as 'the 
highest stage of capitalism' and some modem writers such as 
Poulantzas (1975) adopt the same perspective, while at the 
same time subdividing the stage of imperialism into distinct 
phases to allow for the variations which have been experi­
enced since Lenin wrote. To say that imperialism is a stage of 
capitalism, however, raises several theoretical questions 
rather than settling them. Here we examine some of the 
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problems the concept involves. 
As suggested in the previous section the concept of im­

perialism implies an integration of the two processes of 
periodisation, and therefore involves a level of abstraction 
more complex than those employed for the periodisations. 
This is exemplified by Lenin's pamphlet Imperialism, which 
was not a theoretical tract at a high level of abstraction. That it 
was not written as a contribution to high theory is indicated by 
its sub-title: A Popular Outline, and by the fact that it was 
written 'with an eye to the tsarist censorship' and therefore 
had to be structured around the 'admissions of bourgeois 
scholars'. That it was not concerned with highly abstract 
concepts but with the complexities of concrete social forma­
tions is indicated in Lenin's 1920 Prefacewhere he states his 
purpose as 'to present ... a composite picture of the world 
capitalist system in its international relationships at the begin­
ning of the twentieth century - on the eve of the first world 
imperialist war.' He might as weIl have added 'and the eve of 
the collapse of the Second International', for this collapse is 
central to an understanding of Lenin's arguments in all his 
major writings on imperialism. In other words, Lenin's con­
cept of imperialism could only be developed at that level of 
abstraction which relates to particular social formations and it 
has a specific place in the particular conjunctureof 1914-18. 
On the other hand, it does not follow that imperialism is 
separate from the periodisation of the mode into stages nor 
that it exclusively involves concepts at the level of the social 
formation. Imperialism is to be understood in the same way as 
other phenomena, as the complex outcome of more basic 
forces than are immediately observable. 

Lenin's powerful insight in developing the concept can be 
seen precisely in these terms. Concerned with the conjunc­
ture of the social formation dominated by France, Britain, 
Germany, Russia and the USA, he did not merely describe 
that conjuncture, but instead analysed it on the basis of 
concepts drawn from the periodisations suggested in Chapter 
7 and Seetion 9.1. Lenin identified the characteristics 
of the stages of monopoly capital and the export of 
capital, the latter primarily in the form of money 
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capital. It was the articulation of these two highly abstract 
stages in a world made up of the social formations of Britain, 
France, etc., with their concrete histories, interrelations and, 
most importantly, relations with social formations dominated 
by pre-capitalist modes of production - it was this articulation 
which Lenin named imperialism. 

This immediately raises the question of whether imperial­
ism is a concept appropriate to the present stage of capitalism. 
Currently state supetvision rather than regulation through 
the credit mechanism is the order of the day and, while the 
export of capital continues to dominate capitalism's interna­
tional relations, the most significant form of this inter­
nationalisation is productive capital. Thus what we have 
named state monopoly capitalism and the internationalisa­
tion of productive capital (rather than monopoly capitalism 
and the internationalisation of financial capital) dominate, 
and the concept of imperialism in the strictsense as developed 
by Lenin is no longer appropriate. The present stage is one 
where particu1ar aspects of imperialism sutvive in new forms 
(for example, the phenomenon described by Lenin as the 
subjugation of one nation by another) but where other as­
pects are so transformed that they appear to be qualitatively 
different. In particular, inter-imperialist rivalry has under­
gone major transformations and its nature is the subject of 
dispute. Related to this is the debate over the role of the 
national state in the present stage of capitalism. These de­
bates are examined in a subsequent section. First, it is neces­
sary to construct a 'composite picture' of the current stage of 
capitalism in which to locate them. 

As we have seen, the current period of capitalism is marked 
by two tendencies: increasing state intervention in economic 
reproduction and increasing internationalisation of produc­
tive capital. These are stimulated by the intensification of 
crises and the dass struggle associated with them, and by the 
competitive international expansion of capital. Only by state 
intervention to promote internationalisation can both ten­
dencies be satisfied and intervention along these lines does 
predominate. But at times the state's responsibility of guaran­
teeing social reproduction can be an obstac1e to international 
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expansion, whilst conversely the international dimensions of 
economic crises can further intensify the contradictions of 
social reproduction. These general observations, however, 
raise more questions than they answer. In particular, what are 
their implications for inter-imperialist rivalry and imperialist 
domination, and the associated role played by national 
states? 

In Lenin's treatment, inter-imperialist rivalry as an 
economic struggle took the form of the division of the world 
among competing blocs of capital ('capital ll.ssociations'). 
This was linked to political struggle, marked by competitive 
colonisations and inter-imperialist wars and comprising defi­
nite political alliances. The 'capital associations' with which 
Lenin was concemed were cartels and trusts which, corres­
ponding to the predominance of the intemationalisation of 
commodity and financial capital, divided the world into mar­
kets and spheres for lending. Today also 'capital associations' 
exist, but as multinational corporations competing for the 
division of the world into markets, financial areas, and pro­
duction bases. This corresponds to the dominance of produc­
tive capital as the form which is intemationalised. These blocs 
of capital ('capital associations' in their new form) and today's 
national states are again the agents in inter-imperialist rival­
ry. But the form taken by these rivalries in both economic 
and political struggle has been transformed, first because of 
the transformations in the nature of the capital associa­
tions themselves (from cartels to multinational corporations) 
and, second because of the increasing role played by state 
economic intervention. This has resulted in an increasing 
complexity in inter-imperialist relations and the word 'rival­
ry' is far from adequate to grasp it. For inter-imperialist 
rivalry implies also cooperation between blocs of capital and 
between national states - in Lenin's day in the form of cartels 
and political and military alliances - and the respective ele­
ments around which cooperation and rivalry occur in the 
present period are transformed. It follows that a general 
assertion of inter-imperialist rivalry is sterile; analysis re­
quires examination of the particular antagonism and cooper­
ation which arise when the mode of production is at the 
SMC stage and capital is intemationalised as productive 
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capital. Studies of some of the particular aspects of antagon­
ism and rivalry are surveyed in this chapter. 

So far we have only discussed state economic intervention 
in the context of the stage of SMC and divorced from the 
existence of national states in the world economy. As a result 
interventions in international economic relations have been 
absent. As observed earlier, these involve promoting the 
internationalisation of capital- but subject to the necessity of 
guaranteeing social reproduction. Accordingly the interna­
tional economic policies adopted by each national state are 
subject to the internal forces generated by dass struggle and 
the external forces imposed by international capital and dass 
antagonisms on a world scale. Consequently the policies 
concerned do not exhibit a simple correspondence with con­
flicting interests of dasses or fractions of dasses; a devalua­
tion of sterling, for example, should not be seen as being 
simply a tactic in the struggle between British proletariat and 
British bourgeoisie. 

Any general discussion of the role played by national states 
in the current period should not be divorced from the exis­
tence of international state apparatuses (such as the IMF and 
EEC), which are particular products of a world economy in 
which national states make economic interventions and con­
sequently can form international economic organisations. If 
we recall that the national state fulfils the fundamental role of 
guaranteeing social reproduction and that it also acts as an 
agent of competition, the question is posed whether interna­
tional state apparatuses are concerned fundamentally with 
social reproduction, with the resolution of inter-imperialist 
rivalries or with both. As agents of social reproduction, these 
bodies can dearly perform the function of organising cooper­
ation to moderate the effects of and implement imperialist 
domination through the international control of finance, 
tariffs, etc. In addition the working dasses of all national 
states can be disciplined and moderated in dass struggle by 
the economic contral exercised by these bodies, a contral that 
is remote from the struggles at the point of production. It 
is these functions that we take to be primary in the workings 
of international bodies, but doing so does not imply that 
they remain neutral in inter-imperialist rivalries and only 



154 Rereading Capital 

represent all capital against all workers. Rather they will be 
constructed and forced to promote the internationalisation of 
capital according to the relative strengths of different blocs of 
capital in competition, just as exchange relations promote a 
particular centralisation of capital. The difference is that the 
forces of competition become directly political in character 
with, for example, the pressure to intensify the effects of 
economic crisis in particular countries corresponding both to 
the conditions of working-c1ass struggle (inc1uding those 
expressed through the state apparatuses) and particular inter­
ests in inter-imperialist rivalry. 

9.3 Imperialist Relations and National States 

The transformations in the form of imperialist relations have 
in recent years stimulated attempts to analyse the role of 
national states. Several writers, well-represented by Murray 
(1971), Warren (1971), Rowthorn (1971), consider the 
problem in terms of a specific question: has the international­
isation of capital weakened the capitalist national state as an 
institution? We shall note be10w that others such as Poulant­
zas (1975) have criticised the question itself as weH as the 
concepts and method employed in answering it. For the 
moment, however, let us consider the answers which have 
been provided. 

Murray (1971) argues that in general it is the case that the 
internationalisation of capital has weakened the power of 
individual national states. He reasons that the capitals of each 
country are in various ways 'supported' by 'their' national 
states. The national state performs certain functions in re­
spect of its national capital, but this capital has a tendency 
toward international expansion. For Murray the question 
then becomes whether the national state performs these 
required functions for the territorially expanded capital or 
whether these functions are performed by other state bodies; 
either foreign states or international bodies such as the EEC. 
The conc1usion is that the national state may continue to 
exercise the functions required by 'its' national capital, but 
that the dominant type of internationalisation of capital since 
World War II has been such that the expanded national 
capital takes as its supporters national states other than its 
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own, and also international organisations; and this weakens 
the powers of national states. In effect, Murray sets up a 
model in which national states compete to perform econornic 
functions for capital, the internationalisation of capital inten­
sifying that competition and consequently strengthening cap­
ital at the expense of national states. 

Murray's argument has specific weaknesses, some of which 
are noted by Warren (1971). His list of the necessary func­
tions performed by states for capitals is arbitrarily con­
structed. It is based upon a false concept of the state interven­
ing from outside into capital's economic processes; it fails to 
distinguish between the state's role under SMC and that in 
earlier stages; and it presents the state's econornic functions 
as being for and determined by the needs of capital rather 
than dass struggles, as if the state were a simple tool of the 
bourgeoisie. His theory of 'competitive nations' leads 
hirn to consider international bodies as internationally orga­
nised competitors for state economic functions, rather 
than as institutions complementing and controlling the 
national state's role as agent of cornpetition and social repro­
duction. 

Murray's concept of the state's economic functions pre­
vents him from periodising capitalism into stages (preventing 
the use of the concept of SMC), his concept of international­
isation is so ill-defined that he is similarly unable to consider 
the different historical stages of capital's expansion (the 
predominance in later stages of the internationalisation of 
productive capital). However, Murray does take that view 
that internationalisation as such is, on its present scale, a 
distinctly modem phenomenon. This permits Warren (1971) 
to depict the essence of Murray's argument as a simple 
conc1usion derived from mistaken prernises: that since the 
capitalist national state's economic functions have, according 
to Murray, been performed in one form or another since the 
beginning of capitalism whereas the internationalisation of 
capital is arecent phenomenon, the relative significance of 
these two factors has altered and internationalisation has 
decreased the national state's role in performing these given 
functions. 

Warren, by contrast, emphasises the increased strength of 
the national state in relation to capital. He notes the distinc-



156 RereadingCapital 

tive feature of the state monopoly capitalist stage - the 
increase in the economic role of the state - and the fact that 
capital's expansion is dominated by the internationalisation 
of productive capital. And he notes that national states have 
themselves instigated this internationalisation, the creation of 
international state bodies such as the EEC, and the creation 
of monopolistic firms. Warren's argument however is, like 
Murray's rather impressionistic and suffers from an inade­
quate theoretical basis. For one thing, the fact that national 
states have played a significant rale in stimulating inter­
nationalisation, the EEC and monopolies is not sufficient to 
establish that they have contra I over or dominate capital: the 
rale itself may, in principle, result fram the needs of capital 
and may have the effect of serving to weaken the national 
state. For another, Warren offers litde theoretical reasoning 
to explain why the power of the national state over capital is 
increasing. He merely suggests that it results fram the grow­
ing size of firms (since increased size and decreased numbers 
make for technically easier contral) and the growth of state 
economic activities. This growth is itself unexplained except 
in terms of the need to overcome the shocks to which capital­
ism is subject and in terms of the self-expanding nature of 
state intervention. 

One of the weaknesses of Warren's artic1e (and to a lesser 
extent of Murray's) is that the power of the national state is 
considered only in relation to that of that country's capital. 
The question considered is whether the state institutions are 
dominated by the international firms into which the country's 
capital is organised or vice versa. Rowthorn (1971), Mandel 
(1970), Nicolaus (1970) and others consider the matter from 
the point of view which Warren neglects: whether the nation­
al state, representing a particular national capital, is domi­
nated and weakened by other national states representing 
their capitals. The view taken by Mandel and Nicolaus, and to 
some extent by Rowthorn, is that the strength of the national 
state vis-a-vis others depends upon the strength of its national 
capital. Rowthom qualifies this view by arguing that in some 
instances strong capitals can weaken the power of the nation­
al state, for a strong capital may be an intemationalised 
capital and 'its' state may therefore pursue the interests of 



Mode 0/ Production, National States and Imperialism 157 

international capital and be subject to another national state 
which has world hegemony. This qualification falls to over­
come the basic problems inherent in the notion that the 
strength of the national state is related to the strength of the 
national capital. These problems relate to the fact that the 
concept of strength or power (of the national state or capital), 
the concept of national capital, and the concept of the multi­
national firm are either undefined or else incorrectly 
specified. 

This problem is a serious one not only for those writers such 
as Rowthorn, Mandel and Nicolaus, who are concerned with 
the relations between different national capitals (represented 
by national states), but even more so for Murray and Warren 
who are concerned with the relations between national states 
on the one hand and national capitals on the other. It is a 
product of the attempt to analyse the current period of 
capitalism with concepts drawn (correctly or otherwise) from 
an earlier period of less complex determination. Accordingly 
capitals are associated with particular countries whose states 
represent them with a degree of strength against other nation­
al states and their associated capitals. The absence of a 
developed concept of strength leads these writers to concen­
trate on symptoms. As Lenin argued in Imperialism: 'In order 
to understand what is taking place, it is necessary to know 
what questions are settled by changes in strength. The ques­
tion as to whether these changes are "purely" economic or 
non-economic ( e.g. military) is a secondary one which cannot 
in the least affect fundamental views on the latest epoch of 
capitalism. To substitute the question of the form of the 
struggle and agreements ... for the question of the substance 
of the struggle and agreements between capital associations is 
to sink to the role of a sophist'. In general these contributors 
have merely dealt with the symptoms of international conflict 
without revealing the substance that underlies them since the 
two do not correspond in a simple fashion to some concept of 
national states' economic or political strength. Moreover, the 
concept of power employed by these authors is that which is 
appropriate to a zero-sum game (each capital or nation loses 
what the other gains) and this, as Poulantzas (1973) argues, is 
not the Marxist concept of power. 
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Poulantzas (1975) advances the debate over the relation­
ship between the national state and capital by radically ex­
amining the concepts employed in the discussion so far consi­
dered. Poulantzas characterises the state as having no power 
of its own, but instead expressing and crystallising dass 
powers. This provides an immediate critique of those who 
pose the question of the relative power of the state and 
capital; for Poulantzas the relevant question is the relative 
powers of the dasses and fractions expressed in and through 
the state. In the context of internationalisation these groups 
indude internal and international fractions of the 
bourgeoisie. Moreover, understanding that the state expres­
ses the crystallisation of dass powers saves Poulantzas from 
adopting the view implicit to a greater or lesser extent in 
Murray and Rowthorn that the position of the national state 
relates to the economic power and requirements of capital; 
for on the one hand it is not only economic but also political 
and ideological dass relations which determine the state's 
functions, and on the other it is not only the dasses represen­
tative of capital, the bourgeoisies, which determine the na­
tional state but the relations between all dass es and fractions. 

Thus, Poulantzas's (1975) concept of the state is complete­
ly destructive of the work surveyed so far in this section. But 
what alternative analysis of the national state does he adopt? 
He argues that the relevant effects of internationalisation for 
the national state occur through its effects on the dass struc­
ture - and particularly the structure of the fractions of the 
bourgeoisie - within the country. Thus for him the problem of 
the relationship between multinationals such as ICI and the 
British state is to be analysed in terms of the relative strengths 
in dass relations of, among others, the international and 
internal fractions of the bourgeoisie and the fractions of the 
proletariat. Similarly the interests of American or other 
capitals affect the British state, according to Poulantzas, to 
the extent that they affect the dass structure of Britain. 

As a critique of the state power versus the power of 
multinationals' question Poulantzas's argument is convinc­
ing. However, its positive contribution to a theory of the 
current period suffers from its dependence upon an inade­
quate understanding of the current stage of capitalism. In 
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keeping with his treatment of the relative autonomy of politi­
cal relations, he underestimates the role played by the state in 
economic reproduction (in response to dass struggle), subor­
dinating this to achain of imperialism headed by the USA in 
which the internationalisation of production sweeps all be­
fore it. Paradoxically, this is coupled with an over-estimation 
of the role of the national state in social reproduction at the 
expense of the role played by international state apparatuses. 
In fact these are treated as if their significance is small. He 
argues that the national state's economic functions are in­
separable from its ideological and political functions and 
therefore cannot be effectively transferred or taken over but 
only, in a limited way, delegated to the international institu­
tions. The argument is used to support the condusion that 
political strategies which 'defend' the national state against 
these apparatuses are necessarily reformist, a condusion that 
is dearly present in the premise that abstracts from the 
significance of state economic intervention. 

If we give explicit consideration to these international 
apparatuses and apply to them the principles Poulantzas 
applied to the national state the opposite political assessment 
would result. Taking them seriously as state apparatuses the 
power they exert is not their own but is a crystallisation of 
dass powers. It is then possible to discuss the nature of the 
dass relations which are expressed in these institutions. A 
paper by the Balance of Payments Study Group (1977) takes 
this approach and argues that the international apparatuses 
such as the EEC and IMF express in an extremely onesided 
manner the political interests of the bourgeoisies or, to be 
more precise, those bourgeois fractions which represent in­
ternationalised capital. In this they differ from national states 
since the latter, acting as the factor of cohesion for social 
formations, pursue policies directly determined by the rela­
tive powers and strengths of the bourgeois and proletarian 
dasses and fractions. The ability of the capitalist national 
state to act on behalf of capital is affected by the possibility of 
dass conflict (at the minimum, electoral defeat for bourgeois 
representatives) to an extent which is not the case for interna­
tional state apparatuses. Moreover the international institu­
tions themselves occupy unequal positions in this respect, 
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with some such as the IMF being more loosely connected with 
antagonistic dass relations than others (such as the EEC). 

From this perspective it is dearly wrong of Poulantzas to 
pose the problem as one of whether or not the national state 
transfers its role to international state apparatuses. Instead 
there exists a complex structure of national and international 
capitalist state apparatuses, some of which are more dis­
tanced from the site of dass struggles (the national social 
formation) than others. Those which are more distanced are 
more freely able to pursue the dass interests and dass posi­
tions of the dominant bourgeois fractions than is the national 
state. Because they have mechanisms (laws, treaties, agree­
ments) for enforcing policies onto their constituent national 
states this structure of international institutions is able to 
exert what appears as an outside pressure on national states in 
favour of the interests of internationalised capital. For this 
reason a political strategy which attacks the international 
institutions is by no means reformist; it is an attack on the 
whole structure of capitalist state apparatuses, and it weakens 
the constraints which in various ways hinder an attack on the 
natronal state itself. 

9.4 International Unity and Rivalry 

As every child knows, Lenin correct1y identified rivalry as the 
distinguishing feature of imperialism. Blocs of capital were 
easily identified with particular national states; and economic 
antagonism between these blocs, giving rise direct1y to politi­
cal antagonism between their respective states, predominated 
and overwhelmed the elements of cooperation. Many Marxist 
writers, considering inter-imperialist relations today, simply 
adopt the identical thesis (see for example Bullock and Yaffe 
(1975)). This gives them an appearance of being faithful to 
Leninist principles but it is a spurious appearance. In fact they 
abandon Leninist principles by forgetting that for Lenin 
imperialism is a particular stage (the articulation of monopoly 
capitalism and the internationalisation of finance capital). In 
moving from that stage to the present one (SMC and inter­
nationalisation of productive capital) inter-imperialist rela­
tions have been transformed, and the problem of the relation-
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ship between antagonism and cooperation, unity and rivalry, 
has to be re-examined. Those who fail to recognise these 
transformations also tend to adopt a simple understanding of 
international economic relations, either continuing to rely 
upon a direct correspondence between national capitals and 
the national state or mistaking the complexity of international 
rivalry for its disappearance. Such is the breeding ground of 
unfruitful debates, even though they have concerned the 
assessment of concrete historical trends. On the one hand 
writers such as Mandel (1969) (1970) and Szymanski (1977) 
argue that we are witnessing a dedine in the hegemony of 
Uni ted States capital and its political agencies over those of 
other imperialist centres. Capitals in Western Europe and 
Japan have developed their relative strength and this de­
velopment has involved major challenges to American capi­
tal, so that the latter cannot be considered the undisputed 
leader of the block of imperialist capitals. By contrast 
Nicolaus (1970) and Petras and Rhodes (1976) (1977) argue 
that United States hegemony has either not been seriously 
challenged by the other imperialist centres, or that United 
States capital has regained its hegemony after having suffered 
serious setbacks. Although this debate is of an empirical 
nature it has within it important theoretical elements, for 
underlying it is the question of whether competition or coop­
eration, unity or rivalry, predominates in inter-imperialist 
relations. 

Mandel (1969) (1970) emphasises the significance of com­
petition for capitalist development and, as an aspect of this, 
asserts that inter-imperialist relations are necessarily com­
petitive. This is so because of the law of uneven and combined 
development. Since capitalism develops unevenly, there are 
always some capitals developing faster than others and these 
can only do so by competing against the previously dominant 
capitals (and among themselves) for market shares and areas 
of operation. The modern appearance of this theoretical 
proposition, according to Mandel, is the rapid development 
of West European and J apanese capital based upon their 
ability to exploit a labour force cheaper than the American 
working dass. These challenge American hegemony but, 
nevertheless, do not precipitate inter-imperialist war because 
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of the threat from the socialist states. For Mandel, competi­
tion and rivalry predominate over cooperation. It is signific­
ant that in his work, state economic intervention is analysed 
predominantly in terms of credit expansion to maintain 
domestic capital accumulation. It is argued that the national 
state's expansion of credit is eventually limited by the forces 
of international competition acting on the resultant inflation, 
and giving rise to credit cycles. Such an analysis owes more to 
the bourgeois Keynesian theory of targets and instruments 
than it does to the Marxist theory of accumulation. 

For Nicolaus (1970), on the other hand, internationalisa­
tion has proceeded to a point where the interdependence of 
capitals renders meaningless any theory of competition be­
tween nationally or regionally organised blocs of capital. 
Nicolaus emphasises that world capitalism must be seen as a 
whole; rather than separate national or regional capitals in 
conflict with each other there is one complex system whose 
centre is located in United States social relations. The propo­
nents of each of these positions argue that the other has 
abandoned the classical Marxist position. Mandel (1970) 
argues that Nicolaus has adopted the concept of ultra­
imperialism put forward by Kautsky and attacked by Lenin, 
although he also reports (1975) that Nicolaus has character­
ised as Kautskyist Mandel's own concept of the formation of a 
West European imperialist bloc out of the several imperialist 
powers. In passing it should be observed that Mandel's theor­
isation of the need for a European state to correspond to a 
European capital consists of a cmde determination of politi­
cal from economic relations (for a discussion of which see 
Holloway (1976)). 

In the debate, those who simply emphasise inter­
imperialist rivalry have often developed indices of imperial 
strength. The problems with these are indicative of the inade­
quacy of analysing complex categories with simple ones. 
Mandel (1969) (1970), for example, measures the strenth of 
a nation's capital partly by the nation's export performance 
and, in addition, considers the ability of a region's (or na­
tion's) capital to compete as dependent partlyon wage costs 
in that region. Therefore he is necessarlly thinking of a 
nation's capital as being that capital which is actually oper-
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ated within that national state, irrespective of ownership. For 
this he is taken to task by Nicolaus (1970), who points out that 
ownership complicates matters, that profits controlled by the 
American bourgeoisie emanate in part from subsidiaries 
operating in other national states and that, therefore, the 
capital operating in those countries cannot be identified as 
being 'their' capital in competition with American capital. 
EIsewhere Mandel argues that whether a particular national 
state is strong enough to lead the imperialist bloc depends on 
whether its capital is the owner of capitals located abroad to a 
sufficient extent; ownership of assets abroad becomes the 
dominant index. Even if one accepts the concept of national 
blocs of capital implied in this approach, these indices are 
inadequate measures of a capital's strength. If 'strength' 
refers to the national capital's ability to accumulate at a rapid 
rate, the appropriate criterion of a capital's strength is its 
profitability. Export performance is only relevant to this in 
the very indirect sense of being partially related to the pro­
ductivity of labour in the nation. The profit ability of a nation­
al bloc of capital depends partially on this productivity but the 
connection is so loose that to take exports as an index is quite 
futile. The exports and productivity in Britain of a firm which 
can be identified as British capital may be low, yet its profita­
bility may be extremely high as a result of its overseas 
operations. The ownership of capital abroad is relevant to 
profitability only to the extent that its ownership reflects or 
influences the profitability of the parent capital. In any case, 
as Poulantzas (1975) argues in a polemic against Mandel, the 
significance of the ownership of foreign assets cannot be 
estimated in terms of a simple quantitative measure. Poulant­
zas argues that ownership of capital located abroad (or, in 
flow terms, the export of capital) is indeed the most signific­
ant index of strength in and domination by a particular 
national capital, but the characteristics of this export of 
capital are as important as its size; the question of whether it is 
direct or portfolio investment, of which sectors it goes into, 
and of the degree of concentration of the industries into which 
the capital flows. Another approach to the index question is 
that of the Cambridge Political Economy Group (1974). 
Representing a view which is common in Britain, not 
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unnaturally in view of Britain's balance-of-payments history, 
the authors tend to treat the nation's balance of payments as 
an indicator of its capital's strength in inter-imperialist con­
flicts. This suffers from the same fault as does the use of 
exports as an index, but it is even less connected with the 
productivity and profitability of 10ca11y operated capital than 
is export performance. Significantly a11 these indices, what­
ever their economic merits, remain aloof from the role of 
political power and working-c1ass struggle. 

9.5 Uneven Development 

In the preceding seetion we have examined the problem of the 
relations between advanced capitalist national states. The 
capitalist system, however, embraces countries at different 
stages of development. The so-ca11ed Third World exists at 
the opposite pole from advanced capitalist nations, and the 
theory of imperialist relations is incomplete unless it can 
grasp the dominance of the advanced sector over the back­
ward sector. Indeed for many this dominance is precisely 
what is meant by imperialism. 

The problems involved in analysing these relations are best 
seen in relation to the work of Frank (1969) (1972). He 
presents a radical thesis with the following components. All 
countries which participate in the capitalist world market are 
capitalist; their economic relations are those of the capitalist 
mode of production. Nevertheless, through their participa­
tion in the market, the less advanced are exploited as coun­
tries by the advanced capitalist nations. The latter are the 
metropolises, the former the periphery (although there are 
sub-metropolises between the two) and their interrelation is 
such that the increasing wealth of the metropolis has its 
necessary counterpart in the decreasing wealth of the 
periphery ('the development of underdevelopment'). This 
process, he argues, has been occurring in essentially un­
changed form since the beginnings of capitalism in the ad­
vanced nations. Frank's thesis is radical in the sense that it 
provides a basis for a moral polemic against the advanced 
capitalist nations. It is also to be associated with the political 
strategies of nationalism (rather than dass struggJe). It is not, 



Mode 0/ Production, National States and Imperialism 165 

however, a Marxist thesis. From a Marxist perspective, each 
of its elements has to be rejected as we shall show. 

Lac1au (1971), in a c1assic critique of Frank, demonstrates 
the invalidity of his first thesis in particular. The fact that the 
economy of a peasant village in Latin America is either 
direcdy or indirecdy affected by capital's international ex­
pansion and creation of the world market does not mean that 
the economic (and social) relations under which the peasants 
are exploited are those of the capitalist mode of production. 
The mode of production may be non-capitalist, even if pro­
duction is ultimately for the capitalist world market. The 
minimum condition for the mode of production to be capital­
ist is that labour is exploited through labour-power itself 
being a commodity, but this is by no means a necessary 
concomitant of production for the world market. The issue 
which is involved here is paralleled by the issue at stake in the 
productive/unproductive labour dispute. The question is 
whether social formations (sectors) which do not have specifi­
cally capitalist relations of production are nevertheless 
capitalist (produce surplus value) because the use values they 
produce are exchanged on the capitalist world market (with 
capital). In the productive/unproductive labour dispute the 
question is particularly acute when it comes to considering the 
relationship between domestic labour and the capitalist mode 
of production; whether domestic labour constitutes a sepa­
rate mode of production and whether it pro duces values (see 
Fine and Harris (1976)). 

In addition Frank's notion that the dominated countries are 
capitalist, with capitalist relations of production, fails to 
distinguish between a mode of production and a social forma­
tion. The dominated countries are social formations. As such 
they are the product of an articulation of different modes of 
production. Therefore even if capitalist relations of produc­
tion were dominant within this articulation (and as a rule they 
are not) it would be wrong to characterise these formations as 
the effect of the capitalist mode of production pure and 
simple. 

The second element of Frank's thesis, that the dominated 
countries are exploited by the advanced through their market 
participation, is inconsistent with Marx's concept of exploita-
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tion. The most basic point is that exploitation is a relation 
between classes and not between nations. Related to this is 
the fact that capitalist exploitation cannot take place through 
exchange; surplus value can only be created through capitalist 
control of production rather than exchange. Frank is, there­
fore, totally at odds with the Marxist approach in treating 
exploitation at the level of market exchange between nations. 
In this he is accompanied by Emmanuel (1972) (who is also 
criticised by Bettelheim in an appendix). Emmanuel argues 
that one country is exploited by another and that this occurs 
through unequal exchange. The argument is developed in a 
neo-Ricardian mann er, theorising unequal exchange in terms 
of the exchange values which result from unequal value 
compositions of capital. Unequal exchange, therefore, is 
simply the idea that since the ratios of exchange values are not 
the same as those of living labour embodied, the countries 
with the higher value compositions of capital appropriate 
through exchange more labour than has been expended in 
their own lines of production. In addition it is complemented 
by the argument that, while rates of profit are equalised 
worldwide through the international mobility of money­
capital, real wage rates are not equalised and this is the source 
of further exploitation of one country by another. 

The third element in Frank's theory is that underdevelop­
ment is produced and increasingly reproduced by the de­
velopment of the advanced capitalist nations. This develop­
ment destroys the pre-capitalist industries in the Third 
World, draws those nations into the capitalist market and, by 
appropriating surplus from them, prevents them from ac­
cumulating capital. The thesis is clearly invalid for Marxists as 
long as Frank fails to specify how surplus is appropriated in 
some way other than unequal exchange. But even a Marxist 
formulation of the thesis that surplus is appropriated by 
capitals in the advanced capitalist countries is not sufficient to 
demonstrate that the backwardness of the rest of the world is 
thereby increased. The appropriation of surplus is the basis of 
capital's expanded reproduction, so that an increase in 
capitalist development in the Third World does occur in 
consequence of this appropriation. Warren (1973) in fact 
attempts to show on empirical grounds that the international 
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expansion of capital has been responsible for a remarkable 
development in the manufacturing sector of the Third World 
economies (criticisms of which are voiced by McMichael, 
Petras and Rhodes (1974)). 

Lastly, Frank's thesis that the advanced capitalist nations 
have appropriated surplus in essentially the same way since 
the beginning of capitalism denies the specificity of the con­
cept of imperialism. This contrasts strongly with the Marxist 
concept, developed by Lenin, that imperialism is a specific 
stage of capitalism. To say this is not to deny that capital has 
from its beginning had a tendency to create the world market, 
but unlike Frank it is to emphasise the fact that capital 
expands intemationally as capital and that this export of 
capital takes a succession of differing forms. 

These are the criticisms of Frank's thesis and related work 
in outline. We return now to the question of unequal ex­
change and consider it in more detail for it is a pervasive thesis 
in both its forms; in the idea that unequal value compositions 
of capitallead to unequal exchange, and that low real wages in 
the Third World do so. The thesis is based on the idea that 
labour in both the Third World and the advanced capitalist 
nations produces values. It is dearly situated, therefore, 
within Frank's thesis that the whole world can be thought of 
as the direct manifestation of the capitalist mode of produc­
tion since values are not produced in pre-capitalist modes. 
This mode of production can be divided into nations, but then 
their basis is only antagonism between capitals (which is itself 
based on the fundamental antagonism, dass struggle between 
proletariat and bourgeoisie). The effect of this is that the laws 
of development at an economic level cannot be properly 
studied and, in addition, political struggle is misunderstood. 
The economic laws of development which can be postulated 
at this level are those such as concentration and centralisa­
tion, and general crises: laws of the mode of production. It is 
impossible to analyse the transformation of pre-capitalist 
relations of production which is forced by the articulation 
between pre-capitalist and capitalist modes. Similarly at the 
political level it is impossible to analyse such phenomena as 
peasant uprisings. And the effects on national states of an­
tagonisms between dasses and dass fractions which are not 
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within the explicitly capitalist framework of bourgeoisie­
proletariat (the role or even existence of comprador and 
pre-capitalist land-owning c1asses) cannot be considered. 

The economic laws and the political analysis of imperialist 
relations between advanced capitalist and other modes of 
production can only be achieved by abandoning this method. 
This requires two things. First, a recognition that other modes 
of production are precisely other modes and rejection of the 
thesis that the whole world is capitalist. This immediately 
implies that imperialist relations pertain to social formations 
(which result from particu1ar articulations of modes of pro­
duction) and that is the proper level for their analysis. Second, 
an explicit recognition that imperialist relations are of a 
political as weU as an economic structure and that politics has 
an effect on economic reproduction. There are several exam­
pIes of the phenomena which may be rigorously examined 
using this approach of Frank and Emmanuel. The question of 
why less-advanced techniques and lower wages exist in the 
backward nations is something which, as we have seen, 
cannot be answered in the framework of unequal exchange 
even though their existence is the basis for the theory. For the 
theory teUs us that unequal exchange gives rise to exploitation 
and the development of underdevelopment without being 
able to tell us why the surplus is not then accumulated in 
'foreign investment' in the backward countries. It can, how­
ever, be answered in terms of the political effect of the 
articulation of different modes of production. For this articu­
lation gives rise to political alliances of various types. In one 
such, the interests of foreign bourgeoisies dominate and these 
interests are themselves contradictory. On the one hand they 
seek to expand capital as capital in the backward country. On 
the other, capital cannot be created overnight, pre-capitalist 
relations cannot be abolished by decree, so the expansion of 
capitalist relations develops side by side with the maintenance 
of pre-capitalist relations. This co-existence is contradictory. 
It affects the capitalist relations themselves, but it also en­
sures that the pre-capitalist relations are affected. Their 
co-existence with capitalist relations does in many cases lead 
to an intensification of the extraction of surplus labour and 
therefore an apparent strengthening of pre-capitalist rela-
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tions. How this comes about is easily seen. The pre-capitalist 
enterprises are forced to compete with the capitalist as long as 
they survive and in so far as they produce commodities, and 
the only way that they can do so while still yielding surplus 
labour to the exploiting dass is by an intensification of the 
existing mode of exploitation. This can lead to a strengthen­
ing of the pre-capitalist elements in the ruling bloc and 
therefore the maintenance for a considerable time of the 
political conditions of existence of the pre-capitalist 
economy. From this point of view, therefore, it is possible to 
see why less advanced techniques are used: they are as­
sociated with the maintenance of non-capitalist modes of 
production rather than with the spread of the capitalist mode 
to embrace every field and workshop. Similar analysis of the 
political alliances generated by the articulation of the modes 
of production would permit us to see how the interests of 
foreign bourgeoisies, represented in these alliances, forces 
the depression of the value of wages in the backward country 
below that of the advanced national states and how this is 
associated with the establishment of capitalist production 
alongside pre-capitalist. 

The emphasis that we place on the political element and the 
influence of politics on economics in this analysis serves as a 
sharp reminder that imperialist relations can never be fully 
grasped if considered as economic in abstraction from poli­
tics. This is especially so in the case of relations between 
advanced capitalist social formations and social formations 
dominated by pre-capitalist modes. In the latter case, the 
transformation of the pre-capitalist into capitalist social for­
mations with all its contradictions, induding the temporary 
intensification of pre-capitalist modes of production, cannot 
be carried out solely by the forces of competition in the world 
market and the internal contradictions of the existing rela­
tions and forces or production. No equivalent of 'primitive 
accumulation' of capital can take piace internally without 
political intervention since the capitals formed thereby would 
be unable to compete on the world market with advanced 
capitals. And capital cannot be expanded by the import of 
capital from the advanced capitalist countries as an 'automa­
tic' economic process. Since political power necessarily in-
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volves control of national boundaries and international trans­
actions, it is only if the ruling dasses (power bloc) permit its 
entry that foreign capital can become established. Hence the 
exact structure of the power bloc becomes crucial in deter­
mining the extent to which the economic relations of the 
capitalist mode are established and come into conflict with 
those of the pre-capitalist modes. 

For this reason politics plays a major role. There is pressure 
for the interests of foreign bourgeoisies to have a place within 
the power bloc of backward national states. There is also 
pressure for fundamental changes in the power bloc in the 
other direction; toward a nationalist, anti-imperialist, and in 
some cases socialist regime. But to say this is to point to the 
fact that even here, where politics is so significant, economic 
relations are determinant. For the pressure for the represen­
tation of foreign bourgeoisies in the political alliance is the 
outcome of capital's need for expansion. And the opposite 
pressure, for an anti-imperialist or a socialist alliance, sterns 
ultimately from the dass struggles produced by capital's 
expansion, and the disruption of existing modes of production 
which ensues. 
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