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Foreword

The message of Murray Smith’s book is aptly portrayed by its title, Invisible
Leviathan. The book sets out to explain why Marx’s law of value lurks invis-
ibly behind the movement of markets in modern capitalism and yet ulti-
mately explains the disruptive and regular recurrence of crises in production
and investment that so damage the livelihoods (and lives) of the many glob-
ally.

This book is a profound defence (both theoretically and empirically) of
Marx’s law of value and its corollary, Marx’s law of the tendency of the rate
of profit to fall, against the criticisms of bourgeois, ‘mainstream’ economics,
the sophistry of ‘academic’ Marxists, and the epigones of the classical school
of David Ricardo and Adam Smith. As the author points out, even the great
majority of ‘left’ commentators concur that the causes of the ‘Great Recession’
of 2007–09 and the ensuing global slumpare not to be found inMarx’s theories,
but rather in the excessive greed of corporate and financial elites, in Keynes’s
theory of deficient effective demand, or inMinksy’s theory of financial fragility.
When acknowledged at all, Marx’s value theory and his law of profitability are
attacked, marginalised or dismissed as irrelevant.

None of this should be surprising given the main political implication of
Marx’s laws: namely, that there can be no permanent policy solutions to eco-
nomic crises that involve preserving the capitalist mode of production. I am
remindedof the debate at the 2016 annualmeeting of theAmericanEconomics
Association between someMarxists (including myself) and leading Keynesian
Brad DeLong, who seemed to characterise us as ‘waiting for Godot’ – that is to
say, as passive utopians, waiting for collapse and revolution –while he stood for
‘doing something now’ about the deplorable state of capitalism. But as Smith
explains sowell, it is the ‘practical’ Keynesianswho are the real utopians in ima-
gining that actually existing, twenty-first-century capitalism – characterised by
crises, war and ‘the avarice and irresponsibility of the rich’ – can still be given
a more human and progressive face.

Against the many variants of ‘practical’ economics, Smith’s book sets out to:

uphold Marx’s original analysis of capitalism, not only as the most fruit-
fully scientific framework for understanding contemporary economic
problems and trends, but also as the indispensable basis for sustaining a
revolutionary socialist political project in our time. It does so by examin-
ing the crisis-inducing dynamics and deepening irrationality of the cap-
italist system through the lens of Marx’s ‘value theory’ – which, despite
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the many unfounded claims of its detractors, has never been effectively
‘refuted’ and which continues to generate insights into the pathologies of
capitalism unmatched by any other critical theory.

Marxian value theory has been subject to ridicule, distortion and incessant
rebuttal ever since it was first expounded byMarx 150 years ago. And the simple
reason for this is that value theory is necessarily at the core of any truly effective
indictment of capitalism – and essential to refuting its apologists. What truly
motivates the ‘Marx critique’ of the bourgeois mainstream is graphically con-
firmed by the (in)famous argument of Paul Samuelson (the leading exponent
of the ‘neoclassical synthesis’ in mainstream economics after World War II)
according to which Marx’s value theory is ‘redundant’ as an explanation of the
movement of prices in markets. The market, you see, reveals prices, and that is
really all we need to know.

It is instructive to note that, shortly after Samuelson’s 1971 broadside against
Marx, the (recently deceased) neoclassical economistWilliam Baumol offered
a trenchant response to Samuelson’s ‘crude propaganda’. In a paper from 1974,
Baumol pointed out quite correctly that Samuelson had entirely misunder-
stoodMarx’s purpose inhis discussionof the so-called transformationof values
into prices. Marx did not want to show that market prices were related directly
to values measured in labour time. Quite the contrary:

The aim was to show that capitalism was a mode of production for
profit and profits came from the exploitation of labour; but this fact was
obscured by the market where things seemed to be exchanged on the
basis of an equality of supply and demand. Profit first comes from the
exploitation of labour and then is redistributed (transformed) among the
branches of capital through competition and the market into prices of
production.

The whole process reveals the ‘Invisible Leviathan’ at work.
Unfortunately, it is not just mainstream economics that has tried to rubbish

Marx’s value theory. ‘Post-Keynesians’ like Joan Robinson and neo-Ricardian
Marxists like Piero Sraffa and Ian Steedman have also done so. Like Samuelson,
they resort to the argument that Marx’s value magnitude analysis is redund-
ant, unnecessary and above all fallacious. As an alternative, Sraffa claimed that
prices in capitalist markets can be derived directly from physical output.

Murray Smith demolishes these critiques and revisions, standing firmly on
what he calls a ‘fundamentalist’ position that involves a return to both aspects
of Marx’s fundamental theoretical programme: the analysis of the form and
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the magnitude of value, as well as a concern with the relationship of each to
the social substance of value: abstract labour. I join him under this banner.

According to Smith:

Marx’s theory of value yields two postulates that are central to his critical
analysis of capitalism: 1) living labour is the sole source of all new value
(including surplus-value), and 2) value exists as a definite quantitative
magnitude that establishes parametric limits on prices, profits, wages and
all other expressions of the ‘money-form’. From this flows Marx’s funda-
mental lawof capitalist accumulation: that the tendencyof the social cap-
ital to increase its organic composition (that is, to replace ‘living labour’
with the ‘dead labour’ embodied in an increasingly sophisticatedproduct-
ive apparatus) must exert a downward pressure on the rate of profit, the
decisive regulator of capitalist accumulation.

The book’s theory of capitalist crises rests firmly on Marx’s law of profitability.
But, as Smith insists,

Marx’s law of value is merely a ‘necessary presupposition’ of this law of
profitability, not a sufficient one. Yet, there is a sense in which the latter
stands as a corollary to the former, even if not a theoretically ineluctable
one. For capitalism is a mode of production in which the goal of ‘eco-
nomic activity’ is only incidentally the production of particular things to
satisfy particular human needs or wants, while its real, overriding goal is
the reproduction of capitalist social relations through the production of
value, that ‘social substance’ which is the flesh and blood of Adam Smith’s
powerful yet also fallible ‘invisible hand’ – of our ‘Invisible Leviathan’.

And so:

[T]hese lawsprovide a compellingbasis for the conclusion that capitalism
is, at bottom, an ‘irrational’ and historically limited system, one that digs
its own grave by seeking to assert its ‘independence’ from living labour
even while remaining decisively dependent upon the exploitation of liv-
ingwage-labour for the productionof its very life-blood: the surplus-value
that is the social substance of private profit.

Smith is by no means content with a purely theoretical defence of Marx’s ana-
lysis of capitalism’s Invisible Leviathan; he moves on to empirical verification
of the ‘economic law of motion’ of capital as postulated by Marx. I share his
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view that this is essential. The contrary opinion of certain Marxists is that it is
simply impossible to verify Marx’s laws, as the latter are about labour values
and official bourgeois data can only detect movements in prices, not values.
Moreover, according to this line of thought, statistical verification of Marx’s
value-theoretic hypotheses is unnecessary, as the regular recurrence of crises
under capitalism is a self-evident fact revealing its obsolescence.

But this is passing the buck. Any authentically scientific socialism demands
rigorous scientific analysis and empirical evidence to verify or falsify its theor-
etical foundations; andMarx himself was the first Marxist to look at data in an
effort to confirm his theories. In this connection, Smith writes:

Marxist analysis of the historical dynamics of the capitalist world eco-
nomy ought not to dispense with serious attempts to measure such fun-
damental Marxian (value-theoretic) ratios as the average rate of profit,
the rate of surplus-value, and the organic composition of capital. To be
sure, such attempts can never offer much more than rough approxima-
tions. Even so, they are vitally important to charting and comprehending
essential trends in the [capitalist mode of production] – trends that can
usefully inform, if only in a very general sense, the political-programmatic
perspectives and tasks of Marxist socialists in relation to the broader
working-class movement.

Murray Smith’s own empirical analysis is original and somewhat controversial.
He revives the approach of Shane Mage, whose pioneering empirical work of
1963 on the rate of profit treated the wages of ‘socially necessary unproductive
labour’ (SNUL) as a systemic ‘overhead’ cost that should not be regarded as a
‘non-profit’ component of (or absolute ‘deduction’ from) the surplus-value cre-
ated by productive labour, but rather as a special form of constant capital. In
Smith’s view,

by conceptualising SNUL as a necessary systemic overhead cost, the con-
stant-capital approach emphasises that capital’s room for manoeuvre
with respect to [persistent problems of valorisation and profitability] is
quite limited, giving Marx’s proposition that ‘the true barrier to capitalist
production is capital itself ’ a somewhat new twist.

And indeed, his analysis of the US capitalist economy (from 1950 to 2013) does
reveal a long-term fall in the average rate of profit that is significantly correlated
with a secular rise in the organic composition of capital, entirely in accord-
ance with Marx’s view. This hugely important result has been replicated by
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many other Marxist studies in the last 20 years, several of which appear along-
side Smith’s in TheWorld in Crisis, a volume edited by Guglielmo Carchedi and
myself. Many are also referenced in my own recent book The Long Depression.1
(It is noteworthy that Smith’s initial empirical study of Marx’s law of the tend-
ency of the rate of profit to fall, employing data on the postwar Canadian eco-
nomy, was first published in 1991, with an updated version appearing in 1996.
The results of those studies, along with some others, are also to be found in the
present volume.)

Theory and evidence should lead to practice – whichmeans not ‘waiting for
Godot’. At the end of the book, Smith refuses to evade the practical upshot of
his theoretical and empirical investigations:

The essential programmatic conclusion emerging from Marx’s analysis
is that capitalism is constitutionally incapable of a ‘progressive’, ‘crisis-
free’ evolution that would render the socialist project ‘unnecessary’, and
furthermore, that a socialist transformation cannot be brought about
through a process of gradual, incremental reform. Capitalism must be
destroyed root and branch before there can be any hope of social recon-
struction on fundamentally different foundations – and such a recon-
struction is vitally necessary to ensuring further human progress.

In this bicentennial year of his birth, I can’t help thinking Marx would be
pleased. The enemies of his transformative, socialist vision will no doubt be
disgruntled.

Michael Roberts
London
January 2018

1 Roberts 2016.



Preface to the Second Edition

This edition of Invisible Leviathan appears twenty five years after the publica-
tion of the original in 1994. For the most part, the contents of that first edition
(including its preface, a major portion of which is reprinted below) have with-
stood the test of time remarkably well. Several chapters have required little in
the way of revision or updating, although they have, I hope, benefitted from
my efforts to improve their literary quality. Approximately half the chapters
have been supplemented by new theoretical and empirical materials that have
significantly strengthened the core arguments of the book. A new chapter
on ‘Socially Necessary Unproductive Labour, Valorisation and Crisis’ has been
added, and an old one, the original Chapter 11 on ‘Modernity, Postmodernism,
and the Law of Value’, removed. The original Chapter 8, entitled ‘Respecifying
Marx’s Value Categories: An Empirical Study of the Law of the Falling Rate of
Profit’, has been replaced by the newChapter 10, entitled ‘ “TestingMarx” in the
Twilight of Capitalism: Marxian Value Categories, National Income Accounts
and the Crisis of Valorisation’.

The different subtitles of the two editions speak not only to the revisions
that the book has undergone, but also to the very different times in which
they were produced. The subtitle of the first edition – ‘The Marxist Critique
of Market Despotism Beyond Postmodernism’ – suggested that the book was
both a defence of Marx’s critical analysis of capitalism (above all, his theory of
labour value) and a rebuke to ‘postmodernist’ intellectual fashions that were
flourishing in the early 1990s, in good part owing to the widespread belief that
the demise of Soviet-bloc Stalinism signified the definitive ‘death of Marxism’.
Replying in 1998 to what still stands as the most substantial commentary on
the first edition (a lengthy and ostensibly appreciative article by Noel Castree
entitled ‘Invisible Leviathan: Speculations on Marx, Spivak and the Question of
Value’), I observed that ‘Marx’s theory of value provides some important keys
to resolving a number of long-standing problems that postmodernist thought
has exploited in order to advance a mode of theorizing and a politics that is
fundamentally counterposed to Marxian socialism’, adding that ‘it was for this
reason that I (somewhat reluctantly) agreed, at the urging of my publisher, to
include a reference to postmodernism in the book’s subtitle’.1

The subtitle of the first edition may have succeeded in attracting the atten-
tionof a small number of left intellectuals interested in furthering theproject of

1 Smith 1998; reprinted in Smith 2014, pp. 189, 188.
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what Castree called an ‘ambivalentmodern/postmodernMarxism’, but a defin-
ite price was also paid for using it. In a generally favourable review, theMarxist
economist Alfredo Saad Filho noted quite correctly that ‘very little space is
given to theMarxist critique of postmodernism, in spite of the title’.2 My some-
what plaintive response, recorded in my reply to Castree, was to insist that my
intention had not been to ‘develop a full-blown critique of postmodernism,
but to demonstrate the continuing relevance of Marx’s critique of capitalism
“beyond” the assumptions, preoccupations, and shibboleths of postmodernist
thinking’, and that an ‘extended explicit engagement with postmodernist the-
ory was not at all necessary to such an undertaking’.3

The extent to which its subtitle might have dampened interest in the first
edition of Invisible Leviathan is arguable. The timing of its publication was in
any case less than auspicious. Interest inMarxism, and inMarx’s theory of value
(themain subjectmatter of the book), was at an all-time low. The rapid ascend-
ancy of neoliberal and postmodernist ideas testified that Marxism, if not yet
dead, was at the very least in precipitous decline as an intellectual and polit-
ical force. Early in the 2000s, the book’s publisher, the University of Toronto
Press, announced that Invisible Leviathan was officially ‘out of print’ – just as
the proverbial Zeitgeist was making ready to change course.

The newmillennium saw an explosion of ‘anti-corporate globalisation’ pro-
tests aswell asmassive, worldwide demonstrations against the Bush-Blair drive
to war with Iraq. ‘Anti-capitalism’ was making a comeback as a new genera-
tion awakened to the reality that ‘the defeat of Communism’ and the end of
the Cold War, far from conferring a ‘peace dividend’ of real value upon the
popular masses, had actually emboldened the capitalist rulers to aggressively
contain the intensifying crisis tendencies of twenty-first-century capitalism at
the expense of the poor, the working class and ever-widening segments of the
(always ill-defined) ‘middle class’. The slogan ‘Another World is Possible’ came
to be embraced by millions of young people repelled by the neoliberal fallacy
(first formulated by British Prime Minister Margaret Thatcher) that ‘There is
No Alternative’.

The Great Recession of 2008–09, the inaugural moment of what Anwar
Shaikh has called ‘the First Great Depression of the Twenty-First Century’,
definitively dispelled the long pall cast by the Death of Communism propa-
ganda machine. Marx was back, and Marxist analysis was once again finding
an audience. Several portions of Invisible Leviathanwere resurrected for inclu-

2 Quoted in Smith 2014, p. 202, n. 2.
3 Smith 2014, p. 202, n. 2.
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sion in my 2010 book Global Capitalism in Crisis: Karl Marx and the Decay of
the Profit System, which became the subject of a 2011 review symposium for the
online journalGlobal Discourse. In 2012, one of themore directly political argu-
ments of that book was republished under the title ‘Vertical’ in Adbusters, the
iconoclastic publication credited with instigating the Occupy movement.

In 2014, my book Marxist Phoenix: Studies in Historical Materialism and
Marxist Socialism was published as something of a companion volume to
Global Capitalism in Crisis. In its preface, I described the two works as ‘joint
sequels’ to Invisible Leviathan, but I was nevertheless acutely aware that their
availability failed to compensate for the latter’s out-of-print status. Hence,
when Sebastian Budgen encouraged me to submit a publication proposal to
the Historical Materialism book series for a new edition of Invisible Leviathan,
I was only too happy to comply – and not least because it afforded the oppor-
tunity to attach to the book a more fitting subtitle than the one with which it
had been saddled in 1994.

In light of the revisions and additions I decided to make to the book, the
criteria for a new subtitle came quickly. First, it needed to eliminate entirely
any reference to postmodernism, consistent with my decision to excise the
last chapter of the first edition on ‘Modernity, Postmodernism, and the Law of
Value’.4 Second, I wanted it to resonate with a major theme of Marxist Phoenix
as signalled in the latter’s introduction:

… the theoretical interests and preoccupations displayed here are not
dominated by questions pertaining to how the capitalist state might be
incrementally ‘democratized,’ or how the capitalist economy might be
made more ‘stable’ and its distribution of income more ‘just,’ or how the
phenomena of racial and gender oppression within particular wealthy
nations might be mitigated while leaving intact the structures of capital-
ism, imperialism, andoppression on aworld scale. Rather they are shaped
bymy intention tomake the case that amass socialist workers’movement
must be built – andbuilt soon! – to rescuehumanity, once and for all, from
the perils and increasingly onerous burdens of a rapidly decaying capit-
alist order.5

Finally, the subtitle needed to speak to how the ‘invisible leviathan’ (that is to
say, the capitalist law of value, as analysed by Marx) had run its course in pro-

4 This chapter can be accessed at my website: www.murraysmith.org.
5 Smith 2014, p. 9.

http://www.murraysmith.org
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moting human development, and how its malignant presence now threatens
the survival of its host: human civilisation itself. ‘Marx’s Law of Value in the
Twilight of Capitalism’ fit the bill perfectly. Indeed, the preface to the first edi-
tion (reprintedbelow) could easily havebeenwrittenwith this subtitle inmind.

The French Marxist philosopher and sociologist Henri Lefebvre formulated
our contemporary conundrum very well as long ago as the 1960s:

… there is acute conflict today between the quantitative (growth) and
the qualitative (development). It is accompanied by mounting complex-
ity in social relations, which is masked and counteracted by opposed
elements. Control over external nature is increasing, while man’s appro-
priation of his own nature is stagnating or regressing. The former falls
primarily under the head of growth, the latter of development.6

Real human development requires a qualitative leap beyond capitalism, bey-
ond a system dominated by the imperative of mindless quantitative growth –
of markets, profits, capital, and GDP, and increasingly of debt, weaponry, waste
and destitution. It requires a leap into socialism, a global civilisation in which
‘the condition for the free development of each is the free development of all’,7
and uponwhich a rational and sustainable relationship betweenhumanity and
the natural world can be founded.

Marx’s theory of value provides us with the indispensable intellectual tools
needed to expose the madness of the prevailing capitalist ‘world disorder’, to
demonstrate that this sorry state of affairs is by no means ‘inevitable’, and to
inspire a vision of a new and far superior civilisation that is within our grasp if
we can only muster the intelligence and the will to fight for it. The stakes sur-
rounding the ‘value controversy’ could not be higher. And that is why this book
has been republished at a time when the potential audience for it should, at
long last, be burgeoning.

∵
In addition to those mentioned in the preface to the first edition, I wish to
thank the following individuals for the support and advice they have given me
in the writing and production of this new edition: Sebastian Budgen, Adam
Hanieh, Danny Hayward, and Simon Mussell (all four associated with Histor-

6 Lefebvre 1969, p. 197.
7 Marx and Engels 1998 [1948], p. 41.
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ical Materialism); the two anonymous peer reviewers enlisted by the editors of
the Historical Materialism book series; the production team at Brill; Michael
Roberts for contributing a foreword to the volume; Josh Dumont and Takuya
Sato for their commentary on various parts of the manuscript as it progressed;
and JonahButovsky for his contributions toChapter 10, a goodportion of which
is based on work I co-authored with him. All remaining errors and shortcom-
ings are, of course, my responsibility alone.

Niagara Falls, Ontario
April 2018
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This book is unified by a concern to reassert the pivotal importance of Marx’s
theory of labour value – ‘the labour theory of value’ as it is more commonly
known – to an understanding of our social world and its historical develop-
ment. The broad picture that I draw challenges the idea, more hegemonic in
the early 1990s than at any time since the First World War, that ‘free-market
economics’ (a euphemism for the set of socio-economic relations that form
the basis of capitalism) are better suited to meeting human needs than any
conceivable alternative. It does this by building a case for the proposition that
the capitalist market economy has substantially exhausted its potential to fur-
ther human progress, notwithstanding the collapse of ‘socialism’ in the former
Soviet bloc and in spite of the triumphalist declarations of Francis Fukuyama
and his ilk that liberal-democratic capitalism now stands at the ‘end of history’.

In brief, the principal thesis proposed here is that, while ‘value relations’
have played a role of paramount importance in the development of human
society, the point has been reached where these relations need to be super-
seded by a new set of social arrangements thatmust, at aminimum, provide for
a qualitative increase in the degree towhichhuman social and economic affairs
are governed by conscious decision-making at the level of the human collectiv-
ity as a whole. The individualistic rationality of Adam Smith’s fabled ‘invisible
hand’, linked to the idea that the clash of economic interests individually pur-
sued will produce the greatest amount of wealth and well-being for the largest
number of people, must be definitively supplanted by a form of rationality that
takes the social whole as its starting point and the ‘all-round development’ of
each and every human being as its goal.

A secondary theme of the book, intimately linkedwith the latter point, is the
book’s defence of Marx’s dialectical reason against both the ‘subjective reason’
invoked by the currently fashionable school of so-called Analytical Marxism
and the ‘cynical reason’ promoted by poststructuralism and conservative post-
modernism. Today, more than ever, a reassertion of the claims of Marx’s dia-
lectical reason is indispensable to sustaining belief in humanity’s continuing
potential for social progress and therefore to a worldview informed by ‘histor-
ical optimism’, an outlook that has been in rather pronounced decline in recent
years.

In making these arguments I realise that I am swimming against some
very powerful currents. The recent dismantling of the Stalinist administrative-
command systems in Eastern Europe has strengthened the claims of neolib-
erals and neoconservatives that ‘planned economies’ are neither workable nor
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desirable. Yet the case against planned economies – while ideologically vital to
legitimating policies that give freer reign to capital and that erode social gains
previouslywonbyworkingpeople in theWest (in the ‘shadow’ of ‘actually exist-
ing socialism’) – is insubstantial and based to a considerable extent on impres-
sionistic analysis, myopic ideology, and selective memory-loss. Impressionistic
analysis because it attributes the failure of the administrative-command sys-
tem to the ‘planning principle’ rather than to the real and intensifying con-
tradictions of an order that was constitutively incapable of stimulating and
harnessing the consciousness, creativity and intersubjectivity necessary for a
rationally planned economy.Myopic ideology because it assumes that the ‘free-
market economies’ of theWest are not themselves characterised by significant
elements of economicplanning: for example, the ‘militaryKeynesianism’ of the
ReaganWhiteHouse and the large-scale planning of those fewhundred corpor-
ate giants that accounted recently for some 70 percent of the industrial output
of the global capitalist economy. And selectivememory-loss because it ‘forgets’
that Soviet planning, for all its contradictions and irrationalities, permitted a
rate of economic growth over a period of several decades that was well above
that of the capitalist West.

The debate between proponents of socialist planning and corporate cap-
italism (tendentiously peddled as ‘free-market economics’) is far from over,
despite the defeat that has been inflicted on a decrepit travesty of socialism
beaten black and blue by a world capitalist order commanding many times its
resources. Indeed, the endemic inability of world capitalism to satisfy even the
basic needs of the great majority of the world’s population ensures that this
debate will not only be re-engaged in scholarly discourse but will eventually be
joined to a struggle of living social forces on a scale never before seen.

∵
The greater part of this book represents a substantially revised version of cer-
tain sections of my doctoral dissertation ‘The Value Controversy and Social
Theory: An Inquiry into Marx’s Labour Theory of Value’ (Department of An-
thropology and Sociology, University of British Columbia, 1989). The disserta-
tion was written under the guidance of an advisory committee composed of
David Schweitzer (supervisor), Bob Ratner, and Blanca Muratorio, all of whose
criticism, good counsel, and insistence upon clarity helped me to hone argu-
ments on a theoretical terrain somewhat remote from their own areas of spe-
cialisation. I can only now fully appreciate how rare a privilege it was to have
been allowed the intellectual latitude and freedom afforded tome by this com-
mittee. They, and I, had the good fortune to rely on the specialised knowledge
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of Bob Chernomas of the Department of Economics at the University of Man-
itoba. Professor Chernomas’s conscientious critical review of several chapters
pertaining to value theory, capitalist crisis, and the history of political eco-
nomy – performed, it should be said, on an entirely unofficial and voluntary
basis – contributed greatly both to a theoretical strengthening of the disser-
tation and to the peace of mind of the members of my advisory committee. I
thank all four of these colleagues for their advice and friendship. Thanks are
also due to Graham Johnson and Derek Sayer for their roles in the final exam-
ination of the dissertation. Professor Sayer, in particular, made several valuable
suggestions that have been duly incorporated into the present work.

My dissertation and this work grew out of an intensive study of Marx’s cri-
tique of political economy that began in 1980. Since then I have been fortunate
to receive fellowship support from the University of Manitoba, the University
of British Columbia, and the Social Sciences and Humanities Research Coun-
cil of Canada; to each I express my gratitude. I owe my thanks as well to the
many teachers, colleagues, and friends who have assisted me in my research,
influenced my thinking, and critically reviewed my literary production since
1980. In addition to those already cited, I would like to mentionWayne Taylor,
Mikhail Vitkin, Ken Campbell, John McAmmond, Ken Waldhauser, Don For-
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chapter 1

Invisible Leviathan: Marx’s Law of Value in the
Twilight of Capitalism

I authorise and give upmy right of governingmyself, to thisman, or to this
assembly of men, on this condition, that thou give up thy right to him, and
authorise all his actions in likemanner.This done, themultitude sounited
in one person is called a COMMONWEALTH, in Latin CIVITAS. This is the
generation of that great LEVIATHAN, or rather, to speak more reverently,
of that mortal god, to which we owe under the immortal God, our peace
and defense.

– Thomas Hobbes, Leviathan (1651)

…
[Every individual generally] neither intends to promote the public inter-
est, nor knows how much he is promoting it … [H]e is in this case, as in
many cases, led by an invisible hand to promote an endwhichwas no part
of his intention.

– Adam Smith, TheWealth of Nations (1776)

…
Labour is not the source of all wealth. Nature is just as much the source
of use-values (and it is surely of such that material wealth consists!) as
labour, which itself is only the manifestation of a force of nature, human
labour power … [A] socialist programme cannot allow such bourgeois
phrases to pass over in silence the conditions that alone give themmean-
ing.

– Karl Marx, Critique of the Gotha Programme (1875)

∵
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1 Reflections onWealth, Human Development and the ‘Triumph’ of
Capitalism

Shortly before the dissolution of the Soviet Union and the consolidation of
Boris Yeltsin’s capitalist-restorationist regime in Russia in late 1991, the Italian
political economist and sociologist Giovanni Arrighi published an article in
New Left Review entitled ‘World Income Inequalities and the Future of Social-
ism’. Marshalling empirical evidence for a ‘world-system’ twist on the theme
that the rich get richer and the poor get poorer, it argued that the global
spread of ‘freemarket’ economic forms in the twentieth century had produced
a dramatically widening gap in average living standards (as measured by Gross
National Product per capita) between the rich and the poor countries of the
capitalist world economy. In this connection, Arrighi declared:

The wealth of theWest cannot be generalised because it is based on rela-
tional processes of exploitation and relational processes of exclusion that
presuppose the continually reproduced relative deprivation of themajor-
ity of the world population … Processes of exploitation provide wealthy
states and their agents with themeans to initiate and sustain processes of
exclusion. And processes of exclusion generate the poverty necessary to
induce the rulers and subjects of comparatively poor states to continually
seek re-entry into the world division of labour on conditions favourable
to wealthy states.1

Despite this historical verdict, the post-Communist states of the former Soviet
bloc, with widespread though hardly unanimous support from their popula-
tions, had just opted for the most massive and abrupt ‘re-entries’ in history –
their new rulers promising democracy and eventual prosperity through a diffi-
cult yet purportedly ‘necessary’ transition to a capitalist economy.

Far fromwelcoming thesemoveswith anew ‘Marshall Plan’ of significant aid
to these converts to free market economics, the major capitalist powers adop-
ted a posture of benign neglect, as if to confirm that the original Marshall Plan,
following World War II, had been motivated pre-eminently by Washington’s
geo-political determination to ‘save’ Western Europe from the possibility of
continental socialist revolution. No doubt, by the early 1990s,Washington, and
the capitalist West in general, considered such a massive economic assistance
package as not only well beyond their fiscal means but also quite unnecessary

1 Arrighi 1991, pp. 58–9.
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to prevent a sharp left-turn and socialist outcome to the fluid and still-volatile
events that were unfolding in the post-Communist countries.

Complementing all this nicely was an article by Canadian sociologist Fran-
cois Moreau for the inaugural issue of Socialist Alternatives in the fall of 1991.
Reprising someof Arrighi’s themes aswell as ImmanuelWallerstein’s argument
that the process of ‘absolute immiseration of the working class’ was operating
on a world scale, if not in the advanced capitalist societies,2 Moreau analysed
the Human Development Index (HDI) data of the United Nations Develop-
ment Programme and showed that the claims then beingmade for capitalism’s
unique capacity to generate human well-being and ‘development’ were alto-
gether vacuous.3While core capitalist countries like theUS, theUK, andCanada
ranked high on the HDI, peripheral capitalist countries like India, Nigeria, and
Bangladesh ranked very low. Somewhat more surprisingly perhaps, the ‘trans-
itional’ (Communist-ruled) countries – as of 1987, when they were still nomin-
ally socialist – ranked well above the average HDI for the rest of the world.4 The
capitalistworld’s averageHDI (inclusive of both its core andperiphery)was just
629, while the average HDI for Eastern European and third-world transitional
societies (the ‘Communist world’ as a whole) stood at 764. What’s more, the
Eastern-European transitional countries on their own averaged an HDI score
of 916, not far below the 970 boasted by the advanced capitalist core. Summing
up, Moreau commented:

What the UNDP analysis shows, no doubt without consciously intending
to do so, is that transitional societies have actually achieved a higher level
of ‘human development’ for a given level of economic development than
capitalist countries … [M]uch of the third world could indeed achieve a
significantly higher level of ‘human development’ with a different socio-
economic system.5

In light of these findings, it was to be expected that the return of the East-
ern European countries to the capitalist fold would produce results precisely

2 Wallerstein 1983.
3 The United Nations Human Development Index takes into consideration three indicators of

development in computing a country’s comprehensive index: per capita national income,
average life expectancy, and the literacy rate.

4 Moreau acknowledged that in using this terminology he was following Trotsky’s (1936) char-
acterisation of the USSR as a ‘transitional society’ somewhere between capitalism and social-
ism, and capable of moving in either direction.

5 Moreau 1991, pp. 141–2. Li 2013 expands upon and updates this thesis very usefully.
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opposite to those anticipated by the ‘free market’ fideists. Capitalist restora-
tion, Moreau predicted, would result in falling HDIs – an outcome anticipated
by Arrighi’s thesis concerning the oligarchic and concentrated character of
‘wealth’ in the capitalist world system. ‘To see what the condition of the work-
ing class is like under capitalism, andwhat awaits EasternEuropean countries if
they turn capitalist’, averredMoreau, ‘one should indeed turn, not to Sweden or
Austria, but rather to “newly industrialised” countries such as Mexico.With an
estimated GDP per capita of 4,624$, adjusted for purchasing power, this coun-
try actually stands very close to the world average for capitalism as a whole, as
computed by the UNDP’.6 This ‘average’ capitalist country, then in the vanguard
of third-world trends toward trade liberalisation and privatisation, had exper-
ienced a cumulative decline in real wages of about 60 percent between 1976
and the early 1990s, considerably worse than the 10 to 15 percent loss suffered
by US and Canadian wage earners over the same period.

Moreau’s dire prediction for the former Soviet-bloc countries soon proved
accurate, and particularly so for the former republics of the Soviet Union,
where severe economic contractions and dismantled social infrastructures res-
ulted in skyrocketing mortality rates and ‘excess deaths’ numbering over ten
millionbetween 1991 and 1997. As a layer of newcapitalist ‘kleptocrats’ emerged
and amassed huge fortunes in such newly independent countries as Russia,
Ukraine, Uzbekistan and Kazakhstan, living standards for the great mass of
their populations fell drastically – and they have remained substantially below
their Soviet-era levels well into the newmillennium.

Fast-forward a quarter of a century. In 2014, the present author observed:

By almost any measure, the record of world capitalism in the post-Soviet
era has been an abysmal one. It is a record of burgeoning economic
inequality and social malaise, an alarming resurgence of neo-colonialist
adventurism and militarism, the productive torpor and escalating hubris
of the sole remaining ‘superpower’, and the steady erosion of average
living standards and democratic rights in many of the richest capitalist
countries.

Pointing to a ‘disturbing paradox’ in the way thatmany intelligent, purportedly
well-educated people living in the ‘developed world’ were thinking about the
state of humanity, I wrote:

6 Moreau 1991, p. 142.
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On the one hand, there is a strong and quite realistic sense that we are
sliding into a global era of ever-worsening social, economic and environ-
mental conditions – an era that could end with the extinction of our spe-
cies either through high-tech wars or an accumulation of ecological cata-
strophes. On the other hand, there remains a persistent and remarkably
pervasive unwillingness to assign the blame for this perilous situation
to the operations of capitalism, the globally dominant socio-economic
system, and a still greater unwillingness to seek a solution to it through
fundamental systemic change.7

Despite a notable upsurge in vaguely ‘anti-capitalist’ and ‘pro-socialist’ popular
sentiment in the new millennium, contemporary political discourse remains
safely within the confines of respectful acquiescence to the twin institutional
pillars of capitalist society: private property in themeans of production and the
allocation of the lion’s share of economic resources via market mechanisms.
The spectre of communism that Marx and Engels evoked in their Communist
Manifesto of 1848 and that haunted capitalism throughout most of the twenti-
eth century seems to have been all but exorcised from our world. And yet the
contradictions and crisis tendencies endemic to capitalism, analysed so well
by the founders of Marxist socialism, remain very much with us. Indeed, they
have intensified considerably over the past 25 years.

By early 2016, Oxfam International was reporting that global inequality had
risen to the point that the 62 richest individuals in the world commanded as
muchwealth as the poorest half of humanity, whose share of global wealth had
fallenby 38percent – about one trilliondollars – since 2010.8Meanwhile, global
economic growth remained slow in the aftermathof themost severe crisis since
the Great Depression of the 1930s – and the possibility of a new, more devast-
ating financial crisis was looming large in an increasingly debt-burdened and
‘financialised’ world economy. The ‘death of communism’ and the ‘triumph of
capitalism’ – long trumpeted by the capitalists and their well-paid retinue of
politicians, ideologues, and publicists – had created a world careening toward
a succession of mutually reinforcing catastrophes: globalised economic slump,
rapid climate change, growing tensions between the US superpower and its
‘great power’ rivals (China and Russia) – tensions threatening to explode into
direct military conflicts, and a rising tide of right-wing populism and ultra-
nationalism in response to the biggest refugee crisis since World War II. Here
was the fruit of world capitalism’s ‘victory over Communism’ – aworld inwhich

7 Smith 2014, p. 1, p. 13.
8 https://www.oxfam.org/en/research/economy‑1.

https://www.oxfam.org/en/research/economy-1
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youth unemployment was reaching record levels; in which imperialist hubris
and militarism were instigating small wars and threatening larger ones, stok-
ing communalist and nationalist violence from Libya and Syria to Nigeria and
Ukraine; in which irrationalist and paranoid moods were casting a pall over
rich and poor countries alike; in which would-be ‘progressives’, preoccupied
withmarginal issues, averted their gaze fromworld-shattering crises unfolding
in plain view – a world in which few, it seemed, held out much hope for the
future.

Remote from any serious programme of fundamental social transformation
to meet the manifold threats to humanity’s survival, the official workers move-
ment and ‘the left’ – including elements of the nominally communist or revolu-
tionary socialist left – have been engaged (ostensibly at least) in a fight to curb
theworst ‘excesses of neoliberalism’, while pursuing the dreamof amore equit-
able capitalist economy, a more perfect liberal democracy … and, of course,
more places for themselves in administering the capitalist state. The experi-
ence of Greece during 2015–16 illustrates this perfectly. Havingwon election on
an anti-neoliberal, anti-austerity platform, in the midst of an unfolding social
and economic catastrophe, Syriza – Greece’s ‘Coalition of the Radical Left’ –
immediately entered into an alliance with a small right-wing party to secure
a majority in parliament and capture the reins of government. The ‘neolib-
eral excesses’ of the previous New Democracy (conservative) administration
were soon to be surpassed by this ‘broad-left’ government. After organising and
winning a referendum to obtain a popular mandate to reject a draconian ulti-
matum from the International Monetary Fund, the European Central Bank,
and theEuropeanCommission (the ‘Troika’), the Syriza-led governmentmoved
swiftly to impose still greater austerity on the beleagueredGreekpopulation– a
new and harsher set of Troika conditions to secure yet another phony ‘bailout’.
In doing this, Prime Minister Alexis Tsipras signalled not only his surrender to
the demands of international finance capital, butmore fundamentally his alle-
giance to an irrational and morally depraved economic order that was openly
admitting it had nothing to offer Greek working people but a menu of des-
pair.

Not a few commentators have suggested that what Greece is today, the rest
will be tomorrow.

2 The Triple Crisis of the Twenty-First Century

Global capitalism, with humanity in tow, is now facing a triple crisis: 1) a deep-
ening structural contradiction of the capitalist mode of production, onemani-
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fested as a multi-dimensional crisis of ‘valorisation’ – that is to say, a crisis
in the production of ‘surplus-value’, the very lifeblood of the profit system;
2) an acute crisis in international relations stemming from the fact that the
global productive forces are bursting the confines of the nation-state system,
whose individual units continue to address their gravest problems in primarily
‘national’ ways; and 3) a growing ‘metabolic rift’ between human civilisation
and what Marx called the ‘natural conditions of production’ – the ecological
foundations of human sustainability. Together, these interrelated crises suggest
thatwe have nowentered a ‘twilight era’ of capitalism–one inwhich humanity
will either find the means to create a higher and more rational order of social
and economic organisation, or in which decaying capitalism will bring about
the destruction of human civilisation.

Very few on what passes for ‘the left’ wish to consider, much less accept, this
assessment. To the contrary, most would-be progressives cling desperately to
the notion that ‘neoliberal capitalism’ is but the uglymutation of a set of short-
sighted policies that the capitalist ruling class may prefer but might also be
pressured to abandon in favour of a more humane, just, and equitable species
of capitalism. For this reason, the established, ‘reform’-oriented left is loath to
characterise neoliberalism for what it is: a predictable and inevitable strategic
response on the part of capital and the state to a deepening crisis of the cap-
italist profit system – a crisis that has been unfolding now for several decades.
Even many who describe themselves as Marxist socialists often deny – or at
least downplay – the extent to which economic trends have served to confirm
Marx’s major predictions regarding capital’s ‘laws of motion’, above all ‘the law
of the falling rate of profit’, and his related observation that ‘the real barrier to
capital is capital itself ’.9

In the last analysis, such attitudes reflect the still hegemonic view that capit-
alism is – or can bemade to be – a ‘rational’ system. To be sure, given the power
of the capitalist class to shape the dominant ideology of capitalist society, this
view has always been difficult to combat, despite the growing weight of evid-
ence against it. All the same, it has only gathered renewed strength with the
disappearance of Soviet-style ‘actually existing socialism’, as well as the turn
toward a ‘socialist market economy’ (with pronounced ‘capitalist characterist-
ics’) in China.10 Rational or not,most have concluded, capitalism is here to stay,
and escaping from it simply impossible.

9 Marx 1981b, p. 358.
10 The Chinese Communist leadership’s own official designation for the economic model

originally launched by Deng Xiaoping in the 1980s is of course ‘socialism with Chinese
characteristics’.
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This fatalistic outlook has a clear elective affinity with the fading hope that
capitalism might still be reformed in progressive ways – and that it may not
be as irredeemably irrational as Marx thought. For the more complacent seg-
ments of the left intelligentsia, Marx’s analysis of capitalism’s ‘economic law
of motion’ strikes an inconvenient blow to that hope, and is, in any case, too
uncompromisingly radical in what it calls for by way of remedial action. On
those grounds alone, according to the reformist argument, it must be dis-
missed! Not exactly a scientific attitude, to be sure, but one that is plainly
comforting tomanywould-be progressives, especially if reassurances are forth-
coming from a host of left intellectuals that the status of Marx’s own ‘science’
is suspect.

All the same,more than blind faith in capitalist rationality has been involved
in deterring interest inMarx’s scientific critique of capitalism and its relevance
to explaining our contemporary troubles. Undoubtedly, some specific features
of the financial crisis that erupted in 2007–08 have encouraged a revival of
interest in non-Marxist (and certain ‘neo-Marxist’) theories that emphasise the
long-term impact of growing inequality, stagnant or declining real wages, and
consumer indebtedness as the ‘fundamental cause’ of capitalist crisis. Many
avowed liberals and non-socialist ‘progressives’ have called for a return to clas-
sical Keynesian policy nostrums to stimulate aggregate demand, along with
measures to rein in financial capital. High-profile academics and journalists
like Paul Krugman, Thomas Piketty, Robert Reich, Joseph Stiglitz, and Martin
Wolf have been especially prominent in this chorus.11

In my book Marxist Phoenix (2014), I commented on this development as
follows:

Virtually all such commentators agreed that the cause of the ‘Great Reces-
sion’ of 2007–09 was to be found in the excessive greed of corporate and
financial elites. For a generation or more, they argued, capital had suc-
ceeded in claiming ever-larger shares of national incomeat the expenseof
labour. Concurrently, the deregulation of financial institutions and mar-
kets had freed up the big banks to engage in ever-riskier practices that had
allowed the rate of profit in the financial sector to soar to unprecedented
heights. In view of these undeniable trends, it was by no means obvi-
ous that Marx’s ‘law of the tendency of the rate of profit to fall’ had very
much relevance. In contrast, Keynes, with his theory of ‘deficient effect-

11 See for example Krugman 2012, Piketty 2014, Reich 2011, Stiglitz 2012, andWolf 2014.
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ive demand’, and Minsky, with his notions of financial fragility, surprise
events, and debt deflation, seemed to have anticipated the principal con-
tours of the first great recession of the twenty-first century. What’s more,
Keynes and Minsky had offered seemingly ‘practical’ solutions to the
crisis – a redistribution of national income in favour of labour, increased
taxation on the rich, stimulation of aggregate demand through increased
government spending, andmore stringent regulation of banks and finan-
cialmarkets – solutions thatwere aimed at stabilising and ‘saving the eco-
nomy’ (read, the capitalist system itself ) from the avarice and irresponsib-
ility of the rich. Even many ostensible Marxists joined the bandwagon,
petitioning the U.S. Congress to adopt a left-Keynesian economic policy
and ‘re-regulate’ the banks.12

It is worth noting here, in anticipation of arguments developed later in this
book, that among the ostensible Marxists or ‘neo-Marxists’ avidly supporting a
turn by the US federal government toward such policies are many proponents
of the notion that capitalist crises stem from ‘underconsumption’ or ‘problems
in realising surplus-value’ – and not, as Marx insisted, from inadequate produc-
tion of surplus-value (the ‘problems of valorisation’ to which I alluded earlier).
It should also be noted that such policies have found scant support in ruling-
class circles and political elites; their main function being, it seems, to keep
alive the hope that ‘capitalism with a human face’ is at least a theoretical pos-
sibility, the better to discourage interest in socialism as an alternative amongst
workers, youth, and left-leaning intellectuals.

3 The Necessity of Marx’s Value Theory in the Twilight of Capitalism

Against the current of all such ostensibly ‘progressive’ thought, the purpose
of this book is to uphold Marx’s original analysis of capitalism, not only as
the most fruitfully scientific framework for understanding contemporary eco-
nomic problems and trends, but also as the indispensable basis for sustaining
a revolutionary socialist political project in our time. It does so by examin-
ing the crisis-inducing dynamics and deepening irrationality of the capitalist
system through the lens of Marx’s ‘value theory’ – which, despite the unfoun-
ded claims of its detractors, has never been effectively ‘refuted’ and which

12 Smith 2014, pp. 35–6. See also the excellent, detailed critiques of various Keynesian and
post-Keynesian accounts of capitalist economic crises in Carchedi 2011 and Roberts 2016.
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continues to generate insights into the pathologies of capitalism unmatched
by any other critical theory.

Capitalism, Marx insisted, is above all a class-antagonistic mode of produc-
tion with several characteristics that are peculiar to it. But as with all previous
modes of production founded on class exploitation, it faces definite historical
limits rooted in a conflict of material interests between its major social classes:
the wage-earning working class and the capitalist class. ‘At a certain stage of
development’, Marx wrote, ‘thematerial productive forces of society come into
conflict with the existing relations of production or – this merely expresses the
same thing in legal terms – with the property relations within which they have
operated hitherto. From forms of development of the productive forces these
relations turn into their fetters. Then begins an era of social revolution’.13

To assert that capitalism has reached its twilight phase is to say that it has
long since reached a stage where the conflict between its forces and its rela-
tions of production has become acute. The relations of production are con-
straining the development of the creative and productive capacities of human-
kind in crisis-inducing ways, and those already well-developed capacities are
in turn disrupting the social imperatives and ‘logic’ of a society that remains
divided into antagonistic classes.14 The result is ahistorical-structural crisis that
onlyMarxism can illuminate: for onlyMarxism offers the necessary theoretical
framework for grasping the contradictory, irrational, and increasingly danger-
ous trajectory of the capitalist mode of production – an ensemble of social
relations and human capacities, of technology and societal organisation that,
more than ever, demands to be understood in a global context and that, no less
than in the past, remains in the grip of a law that its own property relations and
institutional forms imperiously necessitate: the capitalist law of labour value.

The terms of our discussion to this point – development, growth, capital,
labour, wages, value, wealth, profitability, wealth concentration, inequality,
exploitation, competition – are all part of the vocabulary of Marxian ‘value-

13 Marx 1970a [1859], p. 21.
14 The specific ways in which the forces of production are being constrained include the

massive growth of ‘relative surplus population’ on a global scale; the highly uneven dif-
fusion of productive technology within the global division of labour; and the allocation
of greater and greater material resources to activities that help to sustain the social rela-
tions and institutional structures of capitalism without a corresponding deployment of
resources for the satisfaction of pressing social needs or the resolution of the manifold
threats to ecological sustainability and peaceful relations between nations. I amobviously
not making the claim that capitalism is no longer capable of generating rapid and signi-
ficant technical innovation or improvements in the productivity of labour at the level of
individual business enterprises.
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theoretic’ analysis: they are the concepts that capture both the objective pre-
suppositions of the capitalist law of value and its real effects.Most of themplay
some role in non-Marxian accounts of capitalist economy as well, although
‘inequality’ and ‘exploitation’ are infrequent players in the discourse of neo-
classical economic theory and its progeny. To be sure, the theoretical weight
given to these latter concepts depends entirely on the weight one attributes to
them as elements of objective social reality. Apologists for capitalism typically
view them as aberrations from some ideal capitalist ‘norm’. Yet this imagined
‘capitalist norm’ – first formulated by Adam Smith in the mid-eighteenth cen-
tury, and entertained by the true believers in liberal democracy and ‘free enter-
prise’ ever since – has now had over two centuries to materialise.15 Despite its
undoubted contributions to promoting humanproductive capacities, however,
‘actually existing capitalism’ has revealed itself, in the fullness of time, to be
constitutively inimical to the general well being of humanity and conducive
only to rising levels of exploitation and oppression, monstrous disparities of
wealth, and a truly maniacal subordination of the requirements of ecological
sustainability to the profit motive.

Ardent believers in capitalist ‘free market economics’ have long contended
that, in principle, the crisis tendencies bred by capitalism can be significantly
mitigated and eventually fully contained, once the right ‘mix’ of state economic
policies is formulated. But again, thehistoryof ‘actually existing capitalism’ sug-
gests otherwise. Despite the confidence expressed by mainstream economists
during the 1950s and 1960s that world capitalism would never again experi-
ence a severe depression, the period from 1974 to 2009 saw four of the most
severe global recessions/depressions of the past century, and the world eco-
nomy remains today in the grip of a malaise that shows little sign of lifting.
To reiterate, Marx’s theory of labour value remains the indispensable founda-
tion for explaining economic phenomena that non-Marxist economic thought
(whether in its classical, neoclassical, Keynesian, post-Keynesian, monetar-
ist/ neoliberal or institutionalist variants) has manifestly failed to explain or
even to anticipate.Why has capitalism been unable to ‘outgrow’ its tendencies
toward severe economic crisis? Why is capitalism so capable on the one hand
of stimulating progress in science, technology, and labour productivity and so
incapable on the other of translating this progress into enduring gains in living

15 In The Theory of Moral Sentiments, Smith wrote: ‘[The rich] are led by an invisible hand to
make nearly the same distribution of the necessities of life, whichwould have beenmade,
had the earth been divided into equal portions among all its inhabitants, and thuswithout
knowing it, without intending it, advance the interest of the society, and afford means to
the multiplication of the species’ (1986 [1759], pp. 184–5).
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standards for the great majority of the working population? Why are positive
rates of growth in productivity on aworld scale accompanied by declining aver-
age rates of profit for productive capital? And why has capitalism, as a world
system, ceased to contribute to the progressive development of the ‘product-
ive forces’ of humankind – most obviously by chronically underutilising the
talents and energies of billions of people around the world now relegated to
the status of ‘precariat’ or, more accurately, ‘surplus population’?16

For those who grasp the essential theses of Marx’s theory of value, surplus-
value and capital, the answers to these questions are in clear focus. The anom-
alies and the irrationalities of capitalist reality are to be explained fundament-
ally by the fact that this reality encompasses four tendentially contradictory
principles of social organisation, four interpenetrated yet distinguishable ‘rela-
tions of production and reproduction’: the relation of formal equality existing
between economic actors and the products of labourwithin capitalistmarkets;
the exploitative relation existingbetween thosewhomonopolise theownership
of the means of production and those who must sell their labour power for
wages or salaries in order to secure a livelihood; the competitive relation exist-
ingbetweenall economic actors inmarkets but aboveall between theowners of
capital; and the co-operative (objectively socialised) relation existing between
producers in a global division of labour that has become ever-more detailed,
elaborate and interdependent.While the co-existence and interpenetration of
these social relations would seem to be quite problematic, historically their
interaction within the totality that is the capitalist socio-economic system has
been a source of great dynamism in extending human productive capacities.
All the same, Marx insisted that this dynamism was destined to become ever
more one-sided and that, in due course, capitalismwould substantially exhaust
its (always contradictory) role in promoting humanprogress and development.
Accordingly, Marx rested his indictment against capitalism not simply on the
claim that the system was ‘unjust’, but centrally on its growing tendency to
generate waste, to block the development of human capacities, and to divert
human energies (both physical and mental) into non-productive and increas-
ingly destructive pursuits.

16 Guy Standing’s (2011) fashionable thesis of the emergence of ‘the precariat’ as a ‘new
dangerous class’, somehow unanticipated by and damaging to Marxist class theory and
politics, has been critiqued effectively by BryanPalmer: ‘The suggestion that class, its com-
position and strategic importance, has somehowchanged in the recent past, becausework
is no longer secure, represents a retreat into fragmentation, rather thana creative response
to it. It is also a fundamentally ahistorical argument, for work has never been anything but
a precarious foundation of life lived on the razor’s edge of dispossession’ (2013, p. 44).
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Marx’s theory of labour value is at the very core of this indictment against
capitalism. At bottom it is an account of what might be described (with apolo-
gies to neither Thomas Hobbes nor Adam Smith) as an Invisible Leviathan – a
structure of socio-economic relations that has usurped fromconscious human-
ity effective control over the socio-economic life process and imposed a set of
socially grounded laws that are both very powerful and deeply hidden from
view. Its crowning law, the capitalist lawof value, compels humanity perforce to
apply a single yardstick in themeasurement of ‘wealth’: the yardstick of ‘value’,
of abstract socially necessary labour time.

Within a society founded upon capitalist social relations of production and
reproduction, the measurement of social wealth in these terms is ‘uncon-
scious’, in that it is effected through impersonal market mechanisms, and yet
decisive to the developmental trajectory of the economy and the division of
labour as a whole. Accordingly, certain forms of activity will be recognised as
‘wealth-generating’ (regardless of how socially destructive they may be – for
instance, the production of armaments or supermarket tabloids), while other
forms will not enter the economic calculus at all, despite their socially valu-
able character (for example, voluntary care-giving of children and the elderly).
As capitalist production as a whole meets the demand generated by aggreg-
ate ‘purchasing power’ with a range of goods requiring less and less labour
input, the material wealth of society in physical terms may expand even as
its measurement in terms of labour-time suggests, rather perversely, that soci-
ety is becoming ‘poorer’. This is because the measurement of material wealth
in terms of social labour-time (whose phenomenal economic expression is
money) means that, under conditions of labour-saving and labour-displacing
technical innovation, capitalist society tends toward a zero-sum situation in
which any gains in income or real wealth must come at the expense of other
economic agents, and in which it is quite possible for aggregate purchasing
power to decline (as it does under conditions of economic contraction). In
otherwords, social ‘wealth’ ismeasured by criteria informed by the socially ant-
agonistic (exploitative and competitive) character of capitalist production and
exchange.

At bottom,Marx’s theory of labour value states that the sole source of ‘value’
within a capitalist society is living human labour and that the sole source of
‘surplus-value’ (the social substance of profit) is the surplus labour performed
by workers in excess of the necessary labour required to produce the value
represented by their wages. To the great majority of the population who rely
for their livelihood on the sale of their labour power (whether for a wage or a
salary) these propositions should require little proof, a point that I have under-
scored elsewhere:
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In a capitalist society, the material output of the economy-wide division
of labour is distributed and consumed in accordancewith people’s ability
to purchase itwithmoney –which serves not only as ameans of exchange
but, above all, as a claim on abstract social labour. Marx’s proposition
thatmoney is the necessary ‘form of appearance’ of abstract social labour
may not seem immediately obvious. But consider this: apart from those
who subsist on state-funded social assistance or private charity, people
possess money for two basic reasons – they either earn it through the
performance of labour or they obtain it by virtue of their ownership of
property. The vast majority of the population immediately sees the con-
nection between their labour and the value represented by the money
in their possession. At the same time, however, the origin of the money
income of those who do not labour and have never laboured for a living
seems more obscure. Even so, it’s not difficult to understand that those
few who hold significant property assets ‘earn’ their money primarily by
getting others to perform labour on their behalf. There can be no money
profit,money rents,money dividends or any other formof money income
for those who own factories, mines, land, apartment blocks, retail stores
or banks unless there are people labouring to create the value that finds
expression in corporate profits, ground rent, interest and wages. To put
the matter starkly, the class of big capitalist property owners can earn
income only by exploiting those who labour for a living – that is to say, by
paying workers far less than the total ‘new value’ created through the per-
formance of their labour and by appropriating the difference as ‘surplus-
value’.17

The fact that, in the face of these rather obvious realities, ‘proof’ for the labour
theory of value can still be demanded by the capitalists and their ideological
apologists attests to the remarkable ability of capital to represent itself as an
‘independent’ source of ‘value’ and to confuse the categories of value, money,
and wealth. The point of Marx’s theory is precisely to establish that the eco-
nomic category of ‘value’ – together with those of wages, profit, interest, and
so on – is bound up with the existence of the social relations of produc-
tion/reproduction characteristic of a ‘commodity economy’, that of capital-
ism. Value and wealth are therefore by no means synonymous. Indeed, implicit
in Marx’s theory is the notion that the measurement of wealth in terms of

17 Smith 2010, p. 5. Of course, this argument abstracts from the issue of ‘credit money’, an
issue explored later in Chapter 10 in connection with the ‘temporal modes’ of value.
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‘value’ (abstract, socially necessary labour-time) at first stimulates but eventu-
ally impedes the production of wealth (useful physical output to satisfy human
needs and desires). This is the burden of Marx’s ‘law of the tendency of the
rate of profit to fall’: capitalism simultaneously promotes improvements in the
productivity of labour, through labour-saving and labour-displacing technolo-
gical innovation, while continuously measuring material wealth (‘use-values’)
in terms of money representing abstract social labour. A diminishing volume
of newly created ‘value’ relative to the money capital invested means lower
profitability, in spite of rising productivity! This perverse state of affairs – fall-
ing profit rates associated with rising labour productivity – points to the funda-
mental irrationality of capitalism and reveals starkly why profit must always
be inimical to the satisfaction of human needs. But this irrationality is not
at all inherent in the human condition, for ‘the productive forces developing
within bourgeois society create also the material conditions for the solution
of this antagonism’18 – highly advanced technology, very high levels of labour
productivity, and a workforce capable of reorganising society along socialist
lines.

Thus, while Marx would doubtless solidarise with the intent of Giovanni
Arrighi’s critique of the inequalities and ‘oligarchic wealth’ that continue to
define contemporary capitalism, he would also wish to make the point that
wealth (understood as the useful things and services that define people’s liv-
ing standards and their ability to continuously meet their needs) can indeed
be ‘generalised’ to all of the world’s people once it ceases to be measured in
socially antagonistic ways – ‘relationally’, to be sure, but above all in terms of
‘abstract socially necessary labour’.

This is a revolutionary suggestion. Yet it flows quite logically from a theory
with an excellent track record in charting the course of capitalist development.
As such it deserves to be considered with the utmost seriousness, particularly
when it is appreciated that, decade over decade, the rate of growth of the global
economy has fallen since the 1960s (see Table 1) and that, so long as capital-
ism exists, higher growth rates for all sectors of the world economy are needed
to provide for growing populations and to mitigate practices contributing to
ecological degradation.19 For if Marx’s forecasts are indeed confirmed for our

18 Marx 1970a [1859].
19 See the World Commission on Environment and Development (1987). The proposals for

‘sustainable development’ contained in this now-dated report understated the danger of
anthropogenic climate change and fully accepted the framework of capitalism, a system
utterly indifferent to the ‘composition’ of economic output and insistent uponmeasuring
‘economicdevelopment’ in conventional,monetary terms.Truly sustainable development
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table 1 Average annual growth rates of
global GDP by decade

1960s 1970s 1980s 1990s 2000s

4.90% 3.93% 2.95% 2.70% 2.58%

Source: World Bank

time, if the capitalist law of value has exhausted its potential to contribute
to the creation of real wealth and to meeting human needs on a global scale,
then it becomes incumbent upon us to seek out a new form of socio-economic
organisation, one that can transcend this obsolescent lawwhile also subsuming
under itself the tremendous developmental potential of the science, techno-
logy, and world division of labour that capital has fashioned over the past few
centuries.

I am well aware that the objection will be made that Marx’s own prescrip-
tion for this new social form has been found wanting ‘in practice’. Although
the principal purpose of this book is not to refute this now tiresome argument,
a few comments are perhaps in order.20 In my view, Marx’s own vision of the
transition to a socialist society presupposes several conditions that have been
largely absent from all of the ‘experiments in socialist construction’ over the
past century: a revolutionary working-class movement, pursuing its emancip-
atory project on a global scale; a functioning democracy of the associated pro-
ducers and consumers; a highly developed level of productivity; the availability
of ample ‘free time’ permitting the full involvement of working people in polit-
ical, cultural, and civic activities; and a well-articulated socialist international
division of labour. Lacking in these conditions, the transitional, Stalinist-ruled
societies of the East registered many impressive accomplishments – though
at a human cost exceeded only by Western capitalism in its era of industrial-
isation and worldwide expansion. They were not, however, able to reach the
critical threshold of truly socialist relations of production. In my opinion, the
responsibility for this failure is one that ultimately falls most heavily on those
ostensibly socialist and working-class leaders in the advanced capitalist world
who retreated from the programme of social transformation and who justified

can only be achieved in a rationally planned global socialist economy inwhich themetrics
for ‘growth’ will be completely revolutionised. See also Li 2013.

20 This is discussed at greater length in the Chapter 11. See also Smith 1996/97, reprinted in
Smith 2014, Chapter 8.
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this retreat in good part by denying the validity of Marx’s value-theoretical cri-
tique of capitalism – almost always without having ever bothered to study or
understand it.

Let us speak plainly. The rhetoric of ‘free market economics’ is the euphem-
istic ideological mantle of a despotism that has most of humanity in its grip,
capitalists andworkers alike: the despotism of Adam Smith’s ‘invisible hand’, of
market forces operating behind the back of the human collectivity whose des-
tiny they shape. This despotism has decreed that the economic life of human
beings, the basis upon which all modes of life depend, is to be governed by the
capitalist law of labour value, whether or not its subjects consciously under-
stand this, and whether or not it serves the collective needs of humanity. To
defeat this despotic power will require an uncompromising revolutionary will
to break free from the fetters imposed by capitalist social relations and to sub-
ject the processes of production and reproduction to the conscious decision-
making of working people collectively organised. Such revolutionary resolve,
however, must be nurtured by a hard-won prior recognition – that the capital-
ist law of value is by no means an eternal feature of human society and that it
can indeed be transcended.

Of course, the question remains: can this historically bounded law be tran-
scended in such a way as to enable humanity to deal with our most pressing
socio-economic, cultural, and ecological problems? The record of ‘the trans-
itional societies’ – for all their manifest shortcomings – provides us with many
indications that it can. Yet something of a leap of faithmay still be needed, one
requiring a rehabilitation of the good name of Human Nature and a rebirth
of ‘socialist imagination’ – something that has been in desperately short sup-
ply since erstwhile Communists and capitalists joined hands in proclaiming
the insidious identity of Stalinism and socialism/communism. It is precisely
this sort of imagination that Marx’s theory of labour value can serve to stim-
ulate by challenging the bogus ‘inevitability’ of value relations and by reaf-
firming the capacity of human beings to radically alter their socio-economic
relations.

Arguing in a similar vein, Fredric Jameson has written:

The market is … Leviathan in sheep’s clothing: its function is not to
encourage and perpetuate freedom (let alone freedom of a political vari-
ety), but rather to repress it … Market ideology assures us that human
beings make a mess of it when they try to control their destinies (‘social-
ism is impossible’), and that we are fortunate in possessing an interper-
sonal mechanism – the market – which can substitute for human hubris
and planning and replace human decisions altogether. We only need to
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keep it clean and well oiled; it now – like the monarch so many centuries
ago – will see to us and keep us in line.21

The notion that the market – and the Invisible Leviathan of capitalist value
relations that forms its real basis – will ‘see to us’ grows thinner and thinner
with the passage of time. But it can ‘keep us in line’ only so long as we fail to
understand and expose its most precious secret: that it has already overstayed
its historical welcome as a means to furthering the material wealth, the social
and cultural development, and the general well-being of humankind.

21 Jameson 1990, p. 106.
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chapter 2

The Value Abstraction and the Dialectic of Social
Development

The idea that history displays a pattern of development rooted in a human
propensity toward technical, labour-saving forms of rationality is fundamental
to Marx’s materialist conception of history. Yet the ‘dialectic of forces and
relations of production’ as traditionally conceived in historical-materialist dis-
courses has found only weak expressions in social formations dominated by
pre-capitalist modes of production. In this chapter, I advance the hypothesis
that simple commodity production and exchange, and therefore rudimentary
‘commodity-value relations’, may have been of decisive importance to the his-
toric emergence of cognitive faculties capable of giving a systematic impulse
to the development of science and technology, and therefore to a pre-capitalist
forces-relations dialectic. This permits a new way of appreciating Marx’s rank-
ing of the Asiatic, ancient, feudal, and capitalist modes of production as ‘pro-
gressive epochs’ in the development of human society, while illuminating the
socio-historical provenance (and sources of variability) of the categories of
human thought. More generally, the chapter offers a philosophical and his-
torical framework for conceptualising the historically specific – and limited –
contributions of value relations to human progress.

My starting point involves three basic premises that I take to be central to
Marx’s materialist conception of history. The first of these is the monistic pro-
position that the reality confronted by human beings is an ontologically unified
ensemble or totality, embracing natural, social, and ‘ideal’ (conscious activ-
ity) aspects. This premise is consistent with the basic philosophical-materialist
tenet that matter has ontological primacy as the ‘substance’ of reality, but
breaks from traditional philosophical materialism in its insistence that mater-
ial reality is subject not only to natural law but to the transformative influences
of human practice as well: that is to say, the influences of (historically and geo-
graphically variable) social relations and conscious activity. In my view, this is
the fundamental theme of the ‘new’ materialism announced in Marx’s Theses
on Feuerbach (1845).

The second premise is that the ‘subject’ of history is the ‘real living indi-
viduals’ referred to byMarx and Engels in The German Ideology: that is, human
individuals whose actions are shaped by both natural and social imperatives
and constraints. The historical subject, on this view, is most emphatically not
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a ‘transcendental logos’, a reified ‘first principle’, or a ‘fixed human nature’, but
rather humanbeings seeking practical solutions to the natural, social and intel-
lectual problems they confront … precisely through natural, social and intel-
lectual means. The more complex the problems and the more varied the avail-
able means of recourse, the greater and more varied the creative responses of
human beings are likely to be.

The third premise is that humans are driven to seek material security in the
face of hostile natural and social forces. This is the basis for a certain duality
within the elusive notion of ‘human rationality’. Manifestations of ‘technical
rationality’ are certainly distinguishable from various forms of ‘sociological
rationality’, but not because of any ontological schism within reality of the
type implied in the dualistic social ontologies that are so pervasive in (non-
Marxist) modern and ‘postmodern’ social theories. They are distinguishable –
and usefully distinguished within a dialectical-monistic social ontology – pre-
cisely because they can and do enter into complex and potentially contradict-
ory relationships with one another. At the same time, their common ground
should be clearly recognised: purposive human activity as founded upon the
socially mediated transformation of nature, both human and non-human.1

Tendentious but ill-conceived inclinations to privilege technical rational-
ity over forms of rationality rooted in antagonistic social relations, or vice
versa, havemotivated recurrent attempts to attribute deterministic ‘primacy’ to
either the productive forces or the relations of production in the development
of society. Indeed, the desire to accord ‘primacy’ to the productive forces (and,
inter alia, a technical-instrumental form of rationality) may well have been the
inspiration of Marx’s most ‘deterministic’ historical-materialist text, the 1859
Preface to A Contribution to the Critique of Political Economy.

This text happens to contain one of the most controversial and enigmatic
passages in Marx’s entire corpus: ‘In broad outline, the Asiatic, ancient, feudal
and modern bourgeois modes of production may be designated as epochs
marking progress in the economic development of society’.2 While my pur-
pose here will not be to summarise or even identify the many debates that
have sprung from the interpretation of this passage, a careful reading of it sug-
gests that Marx is by no means positing, in rigid, dogmatic fashion, a theory
of stages through which all societies are destined to pass, but rather ranking
these modes of production with respect to their potential to engender ‘pro-

1 For a critique of dualistic social ontologies and an argument concerning the ‘necessity’ of
Marx’s dialectical-materialist monism, see Smith 2009, reprinted in Smith 2014. See also
Chapter 6 of this volume, which draws on the latter.

2 Marx 1970, p. 21.
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gress’. In this sense, it calls attention to a pivotal Marxian idea that I will seek to
defend, namely the notion of a ‘universal human history’ marked by a determ-
inate, though by nomeans inexorable, developmental logic. The key that Marx
provides to understanding this history is precisely the forces-relations dialectic
as this unfolds in both pre-capitalist and capitalist eras.

A caveat is necessary here. Scepticism concerning the reality of a pre-capit-
alist, forces-relations dialectic contains an important grain of truth: the object-
ive laws governing the historical movement of capitalist society are much
stronger than those influencing the economic development of pre-capitalist
social formations.3 This is so because capitalism alone is under the sway of a
fully reified ‘law of value’ – a law that becomes fully determinative only under
conditions of market competition.4 Capitalism’s ‘economic law of motion’,
moreover, is defined by the contradictory relationship of elements internal to
its social production relations – relations that are at once equalitarian, exploit-
ative, and competitive.5 These features distinguish capitalism from all pre-
capitalist societies quite decisively. At the same time, it is precisely the interplay
of social production relations (and perhaps forms of rationality) belonging to
different, yet coexistent, modes of production that appears to furnish a devel-
opmental dynamic conducive to the growth of the productive forces in pre-
capitalist economic formations. This unique interplay is one aspect of David
Laibman’s important argument concerning the role of simple commodity pro-
duction, during the European feudal era, in stimulating the development of
the ‘intensive’ (labour-saving) capabilities of the productive forces and thereby
creating an ‘intensive surplus that enables commodity production to assume a
new role, eventually moving to the center of the [production relations]’.6

I concur with Laibman in regarding simple commodity production as a crit-
ical, andmuchunderestimated, element in the forces-relations dialectic of pre-
capitalist history. To this extent, the argument I present below should be seen
as complementary to his stress on the importance of an individually appropri-
ated ‘intensive surplus’ to the development of the productive forces of Western
European feudal societies. But I go beyond Laibman in suggesting that it is not
only the competitive relations (and individual acquisitiveness) embryonic in
simple commodity production that propel the growth of labour-saving tech-
nology, but the ‘equalitarian’ relations implicit in them as well. Indeed, it is
precisely the equalitarian aspects of commodity value (impressively delineated

3 See, for example, Sweezy 1981 and Giddens 1981.
4 Amin 1985, p. 204.
5 Rubin 1973.
6 Laibman 1984, p. 275.
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by Isaac Rubin in his essay on ‘Equality of Commodity Producers and Equality
of Commodities’)7 that I regard as fundamental to the specific contribution of
the ‘value abstraction’ to the extension of human productive capacities during
pre-capitalist eras.

Where I depart from Laibman (and perhaps from the Marx of the 1859 Pre-
face) is in my rejection of the notion that human technical rationality must
prevail over ‘class-appropriative rationality’, or indeed over other forms of ‘soci-
ological’ rationality, in determining the course of history. No such presumption
is, in my view, warranted on ‘purely theoretical’ grounds. In the end what must
determine the outcome of the clash of these relatively distinct forms of ration-
ality is the class struggle, and this can issue just as easily in the ‘common ruin’
of the contending classes as in the inauguration of a more progressive epoch.8

Marxism, of course, has no pretensions to being a ‘pure theory’. It is defi-
antly a theoretically informed programme and a programmatically informed
theory – a practical project embracing a specific vision of human history and
the struggle for a better future. And for just this reason, it can be affirmed
with confidence that even the ‘late Marx’ of the 1870s and 1880s – who faced
something of an intellectual crossroads as hemoved away from the still heavily
Eurocentric standpoint of the 1859 Preface, who explored a far richer ethno-
graphy than he had previously imagined, and who even ruminated over the
Russian peasant commune as a potential starting point for socialist develop-
ment9 – never wavered from the idea that human history is possessed of a
‘meaning’ to the extent that the rational human imperative to extend the pro-
ductivity of labour can be said to hold sway in human history. The propensity
of human beings toward labour-saving technical rationality of this sort was a
fundamental premise of his philosophical anthropology – one that contained
thepromise of the eventual emergence of amodeof humanexistence inwhich,
for the first time, all human individuals would have the chance to develop their
many-sided talents and capabilities unconstrained by eithermaterial hardship
or social antagonism. All ethnocentrisms and postmodern relativisms aside,
this is surely an emancipatory vision worthy of all humanity – and one that
is just as much a guiding thread of Marx’s thought as any other that might be
cited.

7 Rubin 1973, Chapter 10.
8 See the famous reference in The Communist Manifesto to the struggles waged throughout

history between oppressor and oppressed classes, ‘a fight that each time ended either in a
revolutionary reconstitution of society at large, or in the common ruin of the contending
classes’. Marx and Engels 1998 [1848], p. 2.

9 Vitkin 1981; Shanin 1983; Anderson 2010.
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1 The Value Abstraction in Pre-capitalist History: Cognitive Faculties
as Forces of Production

The proposition thatMarx was committed to a definite concept of human pro-
gress linked to the propensity of the human species toward technical rational-
ity has been most prominently associated in recent times with the influential
work of Gerald A. Cohen. In Karl Marx’s Theory of History: A Defence (1978),
Cohen undertook to champion what he characterised as an ‘old-fashioned his-
torical materialism’ according to which ‘history is, fundamentally, the growth
of human productive power, and forms of society rise and fall according as
they enable or impede that growth’.10 Cohen readily admitted to a ‘techno-
logical interpretation’ of human history, but was circumspect with respect to
whether his account should be termed ‘technological determinist’. No doubt
this was because his argument was not so much that technology dominates
other aspects of social life as that human beings tend to select those social
forms that are most propitious to the extension of their productive powers
given a certain level of development of technology and technical knowledge.
Human history possesses a definite pattern because human beings can be
expected, in the long run, to behave (collectively) in a technically rational fash-
ion. Cohen’s overall theoretic-methodological framework might therefore be
described as a ‘rational-choice functionalism’ or as a ‘functionalist praxeology’.

The issue of Cohen’s functionalism is not a central concern of the present
discussion, although it is certainly among the features that render his account
of historical materialism both novel and contentious. Of greater concern is
the ‘analytically rigorous’ fashion in which he insists upon interpreting the
‘material-social’ distinction in Marx’s thought and in the 1859 Preface in par-
ticular. According to Cohen, the material aspects of human existence pertain
strictly to the ‘content’ of human society (which is always a ‘natural content’)
whereas the social aspects pertain just as strictly to the issue of ‘form’ (defined
pre-eminently by social relationships of ownership and control of the means
of production). On this basis he develops a somewhat ‘non-traditional’ under-
standing of the following famous passage fromMarx’s 1859 Preface:

In the social production of their life,men enter into definite relations that
are indispensable and independent of their will, relations of production
that correspond to a definite stage of development of the material pro-
ductive forces. The sum total of these relations of production constitutes

10 Cohen 1978, p. x.
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the economic structure of society, the real basis onwhich rises a legal and
political superstructure, and to which correspond definite forms of social
consciousness.11

The real novelty of Cohen’s interpretation of this passage has to dowith theway
he specifies (a) the distinction between the forces and the relations of produc-
tion, and (b) the distinction between the ‘economic structure of society’ and
the ‘legal and political superstructure’. On his account, the forces of production
belong to thematerial side of thematerial-social distinctionwhile the relations
of productionbelong to the social side.Once this is recognised, Cohen claims, it
becomes possible to specify with analytical precision those elements of reality
that belong to the ‘material forces of production’ and those that belong to the
‘social relations of production’. At the same time, according to this interpreta-
tion, the economic structure of society refers to the totality of social relations
of production within a particular socio-economic formation and is not at all
a synonym for ‘mode of production’. That is to say, unlike Marx’s concept of
mode of production, the economic structure does not encompass the material
forces of production; rather the material forces of production (together with
the ‘material relations of production’ bearing on the physical organisation of
the labour process) belong to a material substratum existing ‘below’ the eco-
nomic structure.

While thematerial aspects of reality are conceptually excluded from the eco-
nomic structure, the ‘ideal’ aspects of this same reality are just as resolutely
excluded from his conception of the social superstructure. For Cohen, the lat-
ter is comprised exclusively of legal and political institutions that function to
stabilise and reinforce the economic structure. Accordingly, the superstructure
does not, strictly speaking, encompass ideas or consciousness and therefore
does not refer to any ‘ideal’ sphere or level of reality.

There is much in Cohen’s restatement of the basic concepts of the 1859 Pre-
face that is highlymoot, but to some limited extent hehas admirably captured a
key aspect of Marx’s social ontology, one overlooked by many other comment-
ators. For this self-described ‘analytical-Marxist’ philosopher has painstakingly
demonstrated that the point of departure of Marx’s historical sociology is not
the sort of ‘material-ideal’ distinction that pervades the greater part of bour-
geois social theory, but rather a ‘material-social’ distinction,12 and that, related

11 Quoted in Cohen 1978, p. vii.
12 In Smith 2009 and 2014, I have suggested that this is better understood as a ‘natural-social’

distinction, with the three fields of Marx’s dialectical-monistic ontology (the natural, the
social, and conscious activity) sharing the common ground of a unified but internally dif-
ferentiated material reality. On this, see Chapter 6 of this volume.
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to this, ideas and consciousness are not part of an independent realm but are
always embedded in the social and material conditions and practices through
which human beings make their own history. Hence, it is not only necessary
to insist that many cultural phenomena cannot and need not be included in
Marx’s ‘base-superstructure’ metaphor; it is also necessary to underscore that
‘productively relevant’ ideas and knowledge are themselves essential elements
of thematerial forces of production. On this view, tools, productivemachinery,
and even ‘skilled labour power’ (the perishable physical expressions of the pro-
ductive forces) cannot be said to exist independently of such knowledge.

I wish to extend this latter argument still further by suggesting that the
practical, technical knowledge embodied in the physical means of production
is itself predicated upon the capacity of human beings to think in ‘problem-
solving’ ways. Moreover, the premise of any systematic development of the
‘productive powers’ of human beings is the emergence of cognitive faculties
favouring a technical-scientific formof rationality. Unlike Cohen, I do not claim
that the human propensity toward technical rationality is explicable simply
with reference to thehumanmammal’s ‘excellent brain’. The existenceof such a
brain is certainly a necessary corporeal condition for the development of tech-
nical rationality, but the former’s mere existence, even in the context of peren-
nial human struggles with the ‘inclemencies of nature’, cannot be regarded as
a sufficient condition for the development of the latter.

My claim is that particular social formshavedecisivelymediated the relation
between the ‘excellent brain of human beings’ and the human struggle with
an inhospitable (non-human) nature, and that only certain social forms have
encouraged the emergence of cognitive faculties capable of giving a systematic
impetus to the development of technical-scientific rationality and labour pro-
ductivity. These faculties may themselves be considered ‘mental elements’ of
the productive forces at a certain stage of the latter’s development.

The cognitive faculties in question refer to the categories of abstract reason
to which the German idealist philosopher Immanuel Kant attributed a ‘tran-
scendental’ origin. Yet any such idealist (non-)explanation of the provenance
of the abstract intellect must encounter the same objection as Cohen’s explan-
ation of the origin of human technical rationality in the (unmediated) inter-
action of ‘excellent brains’ and ‘the inclemencies of nature’. For Kant’s theory
too fails to account for the fact that across tens of thousands of years of human
pre-history and several thousand years of early civilisation there is little evid-
ence of the existence of an ‘abstract intellect’ or the systematic influence of the
‘categories of pure reason’ on human activity.13

13 This is not to say, of course, that ‘symbolic thinking’ was absent. The latter, which is closely
associated with the human capacity for complex language, has been a distinguishing
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All of this suggests that the categories identified by Kantmust not only have
a social provenance, as Durkheim following Marx suggested, but also definite
historical origins. Yet it was only with the publication of Alfred Söhn-Rethel’s
Marxist ‘critique of epistemology’ in 1978 that a plausible historical-materialist
account of the social-historical origins of these categories of reason was finally
given. For Söhn-Rethel, the emergence of the cognitive faculties associated
with classical Greek philosophy,mathematics, andmodernnatural sciencewas
directly connected with the emergence of the ‘real abstraction of exchange’
attendant to the appearance of commodity production and money.

The implications of Söhn-Rethel’s insight are clearly immense with respect
to the place of simple commodity production/exchange in defining a pre-
capitalist forces-relations dialectic; for it is entirely reasonable to hypothesise
that the development of simple ‘value relations’ (as sponsored by rudimentary
forms of commodity production) might well have been the spark that ignited
a veritable cognitive revolution, without which the development of capital-
ism would have been impossible. It is this cognitive revolution, I contend, that
marks a profound epoch-making transition within pre-capitalist history.

In the classical Marxist tradition such a notion ismost clearly foreshadowed
inapassage fromEngels’sTheOriginof theFamily, PrivatePropertyand theState:

The appearance of private property in herds of cattle and articles of lux-
ury [among the ancient Greeks] led to exchange between individuals, to
the transformation of products into commodities. Here lies the root of
the entire revolution that followed … The Athenians were soon to learn
… how quickly after individual exchange is established and products are
converted into commodities, the product manifests its rule over the pro-
ducer.With the production of commodities came the tilling of the soil by
individual cultivators for their own account, soon followed by individual
ownership of the land. Then came money, that universal commodity for
which all others could be exchanged. Butwhenmen inventedmoney they
little suspected that they were creating a new social power, the one uni-
versal power to which the whole of society must bow.14

Most contemporaryMarxists would agree that Engels overstates his case in this
passage, according, as he does, a pre-eminence to this ‘new social power’ that

characteristic of homo sapiens since the earliest appearance of our species. But symbolic
thought in general is by no means synonymous with the ‘abstract intellect’ under discus-
sion here.

14 Marx and Engels 1970, Vol. III, p. 279.
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it was unable to really acquire until the emergence of modern capitalism. For
money to appear as the ‘one universal power to which the whole of society
must bow’, commodity production had not only to exist; it had to be well on its
way to being ‘generalised’ – to becoming the general social form of production.
This was not the case in either Greek or Roman antiquity, despite the consider-
able extension of trade and commodity production that occurred during that
epoch.

Even so, Engels’s argument should not be wholly dismissed, nor indeed
should his related thesis that the law of value has its historical origins in the
value relations established over thousands of years of simple commodity pro-
duction.15 To be sure, such pre-capitalist value relations must be seen as rudi-
mentary antecedents of the capitalist law of value; yet the existence of com-
modity production and exchange, even where it is decisively subordinated to
other economic forms, still signifies the existence, if only in a rudimentary
sense, of a trade-baseddivisionof labour andof a typeof economic activity that
is predicated upon the recognition of ‘private property rights’. It need hardly
be pointed out that such rights, which Söhn-Rethel quite properly defines in
terms of the ‘laws of the separation of exchange and use’, can have no mean-
ing except where market-exchange has become a significant social form of
the process of production (as distinct, say, from the communal, familial or
manorial forms that are so wide-spread in pre-capitalist formations). I wish
to argue, however, that the impact of this social form and of the new ‘social
power’ it represents may be greater in its nurturing of new cognitive faculties
than in its direct influence upon economic intercourse per se. Not only might
simple commodity production sponsor a ‘law of value sui generis’ that directly
enters into the forces-relations dialectic of pre-capitalist history, it may well
give rise to a modality of thought that is conducive to labour-saving techno-
logical innovation and the extension of the productive powers of humanity.
The crucial historiographic issue then becomes: to what extent have particular
pre-capitalist societies (a) ‘permitted’ the proliferation of simple commodity
production/exchange, together with related social forms, and (b) ‘tolerated’
the technical-scientific consciousness arising from a trade-based division of
labour?

An argument can easily be made that, of all the pre-capitalist modes of pro-
duction identified by Marx, only the feudal mode of production possessed the
specific features and the endogenous dynamic that could give a systematic
impulse to both of these developments. Moreover, it is for just this reason that

15 On this, see Engels 1985 [1895].
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capitalism grew out of (West European) feudalism and could not have grown
directly out of the Asiatic, ancient or ‘Germanic’ modes of production (to say
nothing of primeval forms of ‘primitive communism’).16 Feudalism should be
ranked higher among the ‘epochs marking progress in the economic develop-
ment of society’ not only because it encouraged the growth of a trade-based
division of labour, but because it erected fewer obstacles to the technical-
scientific progress made possible by the unleashing of the abstract intellect.

To buttress the credibility of this argument we need only draw upon a
few well-established (and relatively uncontroversial) theoretical and histori-
ographic points pertaining to the specificity of Western European feudalism
in relation to other pre-capitalist modes. The first is that feudalism is dis-
tinguished from ‘despotic’ or ‘slave-owning’ or other ‘tributary’ societies in
its decentralised political structure – its ‘dispersal of political power’.17 The
absence or weakness of a centralised political authority opens the way to a
wide array of social forms, including those based upon the postulates of ‘equal-
itarian’ commodity exchange and individual surplus appropriation.

This leads to the second point. It is just such social forms, proliferating in the
‘pores’ of feudal society, that may be most responsible for the intensive devel-
opment of the productive forces stressed by Laibman. The same point extends
to Robert Brenner’s important distinction between ‘absolute’ and ‘relative’ sur-
pluses in the transition from feudalism to capitalism.18 ‘Pure’ feudal relations
are likely only to engender an absolute surplus; but feudal societies have a
weak ability tomaintain their ‘purity’ (and their ruling elements also appear to
have little will to do so). Hence, over time, the stage is set under feudalism for
simple commodity production and long-distance trade to stimulate the intens-
ive (labour-saving) productive forces that make possible the appropriation of
a growing relative or ‘intensive’ surplus.

The final point concerns the fact that ‘productively relevant’ knowledge
tends to be less centralised and is more likely to be applied to production
under feudal conditions than in other pre-capitalist, class-antagonistic con-
texts. This is not only because the incentive to use such knowledge is greater
in feudal societies; it is also because ‘despotic states’ promote a radical division
of intellectual and manual labour as between state functionaries and the dir-
ect producers. Non-feudal ‘state-classes’ are notorious ‘hoarders’ of knowledge,

16 On Marx’s typology of several ‘routes’ leading out of primitive communism and toward
socio-economic conditions favourable to the rise of capital, seeMarx 1965b, including the
introduction by Eric Hobsbawm. See also Mandel 1971, Chapter 8.

17 Amin 1985, p. 206; Anderson 1979.
18 Brenner 1977.
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which they use primarily to reinforce and perpetuate the essential conditions
of their own rule. What’s more, such elites are apt to erect and sustain formid-
able ideological obstacles to the spread of technical-scientific forms of ration-
ality.

An adequate specification of any ‘pre-capitalist forces-relations dialectic’
requires recognition of both the pivotal role played by simple commodity pro-
duction in developing the forces of production and the limits imposed on this
role by other,more dominant pre-capitalist forms. Fragile as itmight have been
in pre-capitalist eras, and incapable as it might have been of imposing its own
norms and laws upon societies ruled by despots, slave-owners, or feudal lords,
simple commodity production was nevertheless successful in sponsoring an
extremely ‘subversive’ form of human consciousness – a mode of thinking and
of problem-solving which itself must be ranked with land, labour power, and
productively relevant knowledge as a major force of production. Its develop-
ment, in tandem with other forces of production, could only eventuate in a
challenge to the feudal relations that had (indirectly) nurtured it, particularly
when the feudal mode of production itself entered, for numerous reasons, into
protracted crisis.19

It should be underscored that the ‘cognitive revolution’ postulated here had
an extremely uneven and historically discontinuous development. It began
in antiquity, but could not possibly have triumphed in the ancient societies.
It was unleashed to some limited extent wherever a trade-based division of
labour took root, but was repeatedly suppressed by social forms as varied as
the despotic state and the European guilds. Its ultimate triumph (in Western
Europe) was predicated on the emergence of a particular ‘balance’ of social
forms, as well as favourable geographical and historical circumstances. All of
which could very easily suggest that this cognitive revolution and the growth
of the forces of production that propelled capitalist development had a some-
what fortuitous character. This I take to be true. Yet this in no way contradicts
the thesis, which I hold to be central to Marx’s historical vision, that human
history possesses a pattern of development to the extent that it is guided by a
growing propensity toward technical-scientific rationality. There is no hint of a
unilinear theory of human history here, still less of any speculative ‘historico-
philosophical theory’ of the type berated in The German Ideology. Nor is there
any evolutionary inevitablism or fatalism implicit in such a formulation. All
that can be said is that history has unfolded in such a way as to unleash the
productive power of technical rationality, that capitalism has emerged as the

19 For further discussion on this point, see Smith 1994b, reprinted in Smith 2014.
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dominant mode of production on a planetary scale, and that this has created
the potential for a global development toward the sort of socialist society envis-
aged by Marx and Engels.

It should be stressed once again that this interpretation of Marx’s material-
ist conception of history is free of any idealist teleology of the sort that would
claim that human history is unfolding according to some transcendental logic
toward a preordained goal (communism) via a series of definite ‘stages’. But
it does insist upon the possibility that human history may assume a determ-
inate developmental pattern if the balance of social forms comes to favour the
full flowering of technical-scientific rationality. The reality thatMarxwas faced
with, and that we continue to be faced with, is that in the course of human his-
tory such a development did occur. And it is only by virtue of this that we can
now entertain ideas about the contemporary results and future prospects of
a ‘universal human history’ that has materialised before the eyes of humanity
over just the past few centuries.

While Marx never discussed these issues in precisely these terms I consider
the argument set forth here as fully consistent with the fundamental concepts
and premises of his historical materialism, particularly as these have been elu-
cidated in recent years in relation to somebasic principles of his social ontology
and epistemology.

2 Cohen, Sayer and Söhn-Rethel on Historical Materialism

The argument presented above departs fromCohen’smore traditional account
of historical materialism in its stress upon contingency in the historical inter-
play of social forms and productive forces. At the same time, it is predicated
upon a more radical break from the dualistic ontology from which Cohen
only partially distances Marx. Central to Cohen’s account is the role of human
technical rationality in promoting the development of the material forces
of production and in selecting the social relations of production historically
suited to technological progress. Yet the human propensity toward technical
rationality is never explicated adequately. Indeed, this propensity is posited
outside of the material-social relation that Cohen identifies as key to histor-
ical materialism, seemingly springing from a socially unmediated relation of
human beings to ‘nature’ that he associates with the ‘material’ or ‘natural’ con-
tent of society and that is posited as externally related to the social forms
assumed and discarded by concrete societies. Thus, in defending the notion
thatMarx’s theory of historyhighlights thematerial-social distinction andnot a
material-ideal opposition, Cohen has disclosed a necessary but not a sufficient
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basis for reasserting Marx’s dialectical social ontology as against the claims
of philosophical dualism. Indeed, in his handling of the form-content rela-
tion, Cohen has succumbed to the typically Kantian (dualist) habit of regard-
ing this as an external relation, and in so doing has readmitted an ontolo-
gical opposition between ‘consciousness’ (human rationality as embedded in
‘content’) and ‘social being’ (as rooted in the ‘form’ of society). It need only
be assumed that content has ontological priority over form to conclude that
human technical rationality must ultimately prevail over all forms of con-
sciousness that are rooted in ‘mere’ social relations. Here, indeed, is where
Cohen’s interpretation of Marx finally sanctions a rather crude, and historic-
ally indefensible, technological determinism, one incapable of accounting for
the historical viability and resilience of class-appropriative forms of rational-
ity that have often proven inimical to technical rationality and human pro-
gress.

Cohen’s incomplete break with a dualistic social ontology has theoretical
consequences that have been most fully explored by Derek Sayer in The Viol-
ence of Abstraction: The Analytic Foundations of Historical Materialism, a work
that represents a substantial advance over Cohen’s in its grasp of Marx’s his-
torical sociology. Proceeding from an internal-relations perspective of the type
elaborated by Bertell Ollman,20 Sayer suggests that for Marx neither the ma-
terial-social distinction nor the form-content distinction has any hard and
fast character. Indeed Marx’s dialectical social ontology enjoins us from draw-
ing the sort of ‘analytically precise’ boundaries between such concepts as the
forces of production and the relations of production that Cohen draws: ‘we
can no longer assume that terms like forces and relations of production, or
base and superstructure, refer unambiguously or consistently to different, and
mutually exclusive, bits of empirical reality as they would in an atomistic
ontology … On the view argued here, the empirical referents of Marx’s con-
ceptsmay neither bemutually exclusive, nor consistent across space and time.’
The upshot is that productive forces should not be treated as a ‘set of things’,
but as ‘attributes of human beings in association, their collective capacities’,
while the relations of production should be conceptualised as ‘any and all
social relations which are demonstrably entailed in a given mode of produc-
tion, or “way in which [people] produce their means of subsistence” (Marx)’.21
Such an approach makes it possible to see not only the internal relationship
of social form and material content but also the social content of ‘things’

20 Ollman 1976.
21 Sayer 1987, pp. 22, 27, 75.
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and the ‘material forms’ assumed by social relations: an analytical agenda
splendidly pursued by Marx in his analyses of commodity and capital fetish-
ism.

Sayer’s critique of ‘traditional historicalmaterialism’ (includingCohen’s) has
the considerable virtue of emphasising Marx and Engels’s seminal historical-
materialist proposition that ‘the production of life … appears as a double rela-
tionship: on the one hand as a natural, on the other as a social relationship’.22
Thus, the same activities must be seen as having social and material (that is
to say, natural) dimensions. This means that the forces of production have a
social dimension as well as a material one, just as it means that the relations of
production have both material and social expressions. It is only on this basis
that one can explain Marx’s repeated reference to such unmistakably social
phenomena as the community, money, trade, and state activity as ‘product-
ive forces’. Equally, it is only on this basis that it becomes possible to give an
adequate general definition of the concept of relations of production as one
that encompasses, in different times and places, ‘material relations of produc-
tion’ and ‘superstructural relations’, as well as Cohen’s ‘relations of ownership’
or ‘relations of effective power over persons and productive forces’.23

This already suggests a second major area of Sayer’s critique of Cohen and
of traditional historical materialism. For if a hard and fast distinction cannot
be made between the material and the social, it is no less true that the distinc-
tion between the mode of production and the superstructure is necessarily a
fluid one. This is particularly so when analysing pre-capitalist societies, where
the organic unity of the human community admits no distinction between
‘economy’ and ‘polity’ as discrete spheres. In a very real sense the notion of a
political and legal superstructure arising on the basis of the economic struc-
ture could only be conceptualised from the standpoint of capitalist society,
and the transferability of thismetaphor topre-capitalist formations is therefore
highly problematic. YetMarx’s notion of the superstructure involves something
more. Despite the wording of the Preface, which Cohen takes all too literally,
the superstructure is forMarxnot somuchan institutional sphere as ‘the “ideal”
form inwhich the totality of “material” relationswhichmakeup the “base” itself
are manifested to consciousness’.24 Marx’s abundant references to ‘ideal’ and
‘ideological’ superstructures in many of his other works make this clear. For
Sayer, the base-superstructure metaphor recapitulates Marx’s long-held philo-

22 Marx and Engels 1968, p. 41.
23 Cohen 1978, pp. 29, 34 and 63.
24 Sayer 1987, p. 84.



the value abstraction and the dialectic of social development 33

sophical position that ‘the ideal is nothing else than the material world reflec-
ted by the human mind, and translated into forms of thought’.25

Cohen’s failure to grasp this aspect of Marx’s philosophical perspective is of
crucial importance: for it leads him in the direction of a dualistic epistemology
in which ideological forms of consciousness are associated with ‘social forms’
while technical-scientific forms of consciousness are imbricated in the ‘mater-
ial content’ of society (the socially unmediated relation of ‘excellent brains’ and
non-human nature). Sayer insists against this that human consciousness, on
Marx’s view, must always be a projection of the ‘double relationship’ in which
human beings are inescapably implicated: a material world governed by both
natural and social relations. This in no way vitiates the necessary distinction
between science and ideology, as elements of consciousness. But it should alert
and sensitise us to the fuller meaning and contradictory implications of Marx’s
postulate that ‘social being determines consciousness’.

At the same time, Sayer’s interpretation of Marx’s concepts closes the door
to the proposition that the forces of production must enjoy ‘primacy’ over the
relations of production in determining the course of history. Once the form-
content relation is treated as an internal one, it is no longer meaningful to
ponder the sort of question to which Cohen admits he has ‘no good answer’:
namely, ‘how productive forces select economic structures which promote
their development’.26 Once forms are regarded as immanent in contents this
problem of ‘selection’ quite simply disappears. More problematically, however,
Sayer suggests that so too does the problem of ‘causality’, at least insofar as
we are speaking of the interrelationship of relations and forces. After a com-
pelling critique of Cohen’s primacy thesis, Sayer proceeds to dismantle the
converse proposition that social relations of production dominate the product-
ive forces: ‘simply to reverse the line of causality between forces and relations
obscures the important extent to which, for Marx, the growth of human pro-
ductive power does remain the fundamental dynamic of historical progress’.
Yet the point of Sayer’s argument is not that an internal relations perspective
absolves Marx or any theorist of the responsibility to specify the ‘causal links’
existing between phenomena; indeed, Sayer is explicit in associating Marx’s
method and ontology with a ‘realist’ position that requires that ‘giving a causal
explanation necessarily involves elaborating a theory of causal mechanisms’.27
His point is that it is simply mistaken to establish a ‘line of causality’ between

25 Marx 1873, p. 19; quoted in Sayer 1987, p. 86.
26 Cohen 1983, p. 124.
27 Sayer 1987, pp. 35 and 125.
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forces and relations understood as discrete and externally related ‘categor-
ies’. For Sayer, the causal mechanisms identified by Marx ‘lie ultimately in the
actions of real individuals’ and consequently ‘the causal explanation of social
phenomena must … be historical’ rather than functional. In a related vein, he
argues:

Contrary to Cohen, Marx’s concepts of forces and relations of production
… do not then denote ‘items’ which are ‘more basic than actions’ … These
‘items’ are actions – forms of human relationship – and thewhole point of
Marx’s critique is to unmask them as such. Behind the authorless theatre
of fetishism lie ‘real living individuals’, forMarx the true and the only sub-
jects of history.28

For Sayer the problem with ‘traditional’ historical materialism is that it has
fetishised and reified Marx’s categories of forces and relations of production
in the process of theoretically reducing them to lists of empirical items. The
all-too predictable result has been the positing of ‘more or less implausible
connections at the level of general theory’ for which the indicated antidote is ‘a
minimumof a priori theory, and the use of empirically open general categories,
which are analytically capable of letting the real world in’.29

Sayer’s critique of Cohen is compelling and his proposed agenda for histor-
ical materialist inquiry attractive. Yet there is something not altogether satis-
fying about his plea for a more ‘empirical’ (if not empiricist) redefinition of
the historical materialist project. A clue to the deficiency is to be found in his
repeated insistence that the starting point of analysis must be ‘the real, living
individuals’ invoked by Marx in The German Ideology. For Sayer gives insuffi-
cient weight to the ability of concrete, historically existing individuals, to cre-
ate, through their activities, those ‘reified structures’ and ‘economic laws’ that
come to dominate and constrain their existence. Human activity does indeed
construct ‘the theatre of fetishism’, but once constructed this theatre has a way
of transforming its builders into scripted actors who sustain the theatre’s oper-
ations. No doubt, the operations of the law of value are ‘ultimately’ rooted in
‘the actions of real individuals’. All the same, an adequate causal explanation
of these operationsmust consider the real existence of such ‘holistic’ structural
entities as ‘abstract labour’ and ‘the world of commodities’ – entities that arise
as collective expressions of a multitude of individual actions. Oddly, much of

28 Sayer 1987, p. 136.
29 Sayer 1987, p. 147.



the value abstraction and the dialectic of social development 35

Sayer’s argument leads away from this and lends itself to a methodologically
individualist interpretation of Marx – one that is irreconcilable with his insist-
ence upon Marx’s opposition to ‘atomist’ ontologies.

A further problem with Sayer is that there is very little in his account of his-
torical materialism that enables us to understand his claim that ‘for Marx, the
growth of human productive power does remain the fundamental dynamic of
historical progress’.30 If human productive power refers to social relations as
well as ‘material objectifications’, what ‘objective’ criteria can be deployed to
assess whether ‘growth’ and therefore ‘historical progress’ is occurring? In this
connection it should be noted that in an earlier work, ForMao, Sayer expressed
agreement with the ultra-voluntarist Maoist notion that even the poorest of
societies (in material/ technological terms) can ‘build socialism’ provided the
requisite social forms are in place.31 This political perspective may also explain
his interest in ‘late’ Marx’s sympathy for Russian populism and for the proposi-
tion that the Russian peasant commune could be a base for socialist construc-
tion.32 Yet there is no theoretical warrant to proceed from the recognition that
the social phenomenon of ‘co-operation’ (as embodied in a detailed technical
division of labour) ranks as one of the forces of production in the development
of capitalism to the idea that social forms andmental attitudes are all thatmat-
ter in the construction of socialism. As Sayer acknowledges (implicitly against
Mao):

The productive power of social labour may indeed, in the course of
human development, increasingly become embodied in things – likema-
chines – and undeniably it is through such embodiment that it is most
enhanced. This is what is so revolutionary about modern industry; for
Marx it represented a qualitative break, a veritable quantum leap in the
unfolding of human productive potential comparable only perhaps with
the Neolithic revolution. Human beings are, distinctively, creatures who
purposefully objectify their collective capacities in the material world
they create through transforming nature, and this is fundamental to
Marx’s sociology.33

Yet human beings are also creatures who may purposefully seek to shelter
themselves, as individual entities, from the worst inclemencies of nature by

30 Sayer 1987, p. 35.
31 See Corrigan, Ramsay and Sayer 1979.
32 Sayer and Corrigan 1983.
33 Sayer 1987, p. 27.
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turning their excellent brains to the enterprise of subjugating and exploiting
their fellow humans. This is perhaps why the transformation of nature and the
growth of human productive potential have been so painfully slow and discon-
tinuous in the course of human history. For throughout this history, technical
forms of rationality have had to wage a long battle against forms of ‘appropri-
ative rationality’ rooted in antagonistic social postulates – postulates that find
expression in modes of class exploitation and state forms.

This leads to a third critical observation concerning Sayer. Unlike Cohen,
who is openly dismissive of Marx’s law of value, Sayer regardsMarx’s value the-
ory as a critically important component of his historical-materialist analysis
of capitalist society. And yet, consistent with a fashion prevalent among many
contemporary value theorists, Sayer fails to address the extent to which value
relations might be said to have impacted on pre-capitalist societies.34 Not sur-
prisingly, in view of this, he also fails to address the issue of the impact of ‘real
abstractions’ on pre-capitalist history. This is a crucial omission, for it must
result in a failure to appreciate the cognitive revolution sponsored by simple
commodity production and exchange.

It is here that a closer examination of Söhn-Rethel’s argument becomes
mandatory. As discussed earlier, Söhn-Rethel’s fundamental thesis is that it
is the historical appearance of a real abstraction – the commodity or value
abstraction – that makes possible the development of those conceptual ab-
stractions associated with classical philosophy, mathematics and modern nat-

34 This is rathermore than a ‘fashion’ for certainMarxists. Some of the value theorists whom
I characterise as ‘neo-orthodox’ in Chapter 5 argue that value, the law of value, and even
‘commodityproduction’ are categories that haveno relevance topre-capitalist social form-
ations – a position seemingly foreshadowed by Rubin’s (1973) critique of Engels’s discus-
sion of the ‘historical transformation problem’, that is, the problem of how the labour
values associated with pre-capitalist ‘simple commodity production’ were transformed
into the ‘prices of production’ of capitalist commodity production. For example, John
Weeks (1981, p. 36) insists that value relations must always and everywhere be associated
with the ‘law of socially necessary labour time’ and the ‘law of the tendency of the rate
of profit to equalise’. But if this is so, the historical origin of capitalist commodity produc-
tion becomes a complete mystery, as Mandel (1977, p. 15) has noted. Few value theorists
shareWeeks’s extreme view. Rubin would certainly disagree: ‘We can say: labour-value (or
commodity) is a historical “prius” in relation to production price (or capital). It existed in
rudimentary form before capitalism, and only the development of the commodity eco-
nomy prepared the basis for the emergence of the capitalist economy. But labour-value in
its developed form exists only in capitalism’ (1979, p. 256). This point is further developed
by Ben Fine: ‘Each commodity-producing society has a set of relations which determine
both the conditions under which value is formed (what sort of value is produced) and the
conditions which lead to a divergence of market price from value’ (1986, p. 149). See also
Marx 1977, pp. 1059–60.
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ural science. In substantiating this thesis, Söhn-Rethel begins by pointing to the
‘striking similarity’ between the value abstraction and the thought abstractions
of science:

The economic concept of value [resulting from the commodity abstrac-
tion] is characterised by a complete absence of quality, a differentiation
purely by quantity and by applicability to every kind of commodity and
service that can occur on the market. These qualities of the economic
value abstraction indeed display a striking similarity with fundamental
categories of quantifying natural science without, admittedly, the slight-
est inner relationship between these heterogeneous spheres being as yet
recognisable. While the concepts of natural science are thought abstrac-
tions, the economic concept of value is a real one. It exists nowhere other
than in the humanmind but it does not spring from it. Rather it is purely
social in character, arising from the spatio-temporal sphere of human
interrelations. It is not people who originate these abstractions but their
actions. ‘They do this without being aware of it’ (Marx).35

It is important to be clear as to what Söhn-Rethel is saying here. The eco-
nomic concept of value is a ‘real abstraction’ rather than a ‘thought abstrac-
tion’ because it derives from a real social process: that of commodity exchange
(that is, from activities rather than thoughts). The ‘reality’ of the commodity
abstraction, however, defies the standard (positivist) philosophical criterion
for what is real as opposed to ideal: an empirically specifiable content. It is
precisely the empirical emptiness of this abstraction that renders it ‘abstract’,
just as its provenance in the socio-temporal sphere of actual human interac-
tions, as founded upon definite social norms, renders it ‘real’. The existence of
such a real abstraction within the human mind suggests a social origin for the
non-empirical concepts whose basis traditional philosophical materialism has
never adequately explained, and whose undeniable importance has been key
to the (only comparative) ‘success’ of philosophical idealism in accounting for
the duality of the sources of knowledge (‘pure reason’ as well as ‘sense percep-
tion’). Söhn-Rethel elaborates on this as follows:

The entire exchange abstraction is founded upon social postulate and not
upon fact. It is a postulate that the use of commodities must remain sus-
pended until the exchange has taken place; it is a postulate that no phys-

35 Söhn-Rethel 1978, p. 20.
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ical change should occur in the commodities and this still applies even if
the facts belie it; it is a postulate that the commodities in the exchange
relation should count as equal despite their factual difference … None of
these form-concepts imply statements of fact. They are all norms which
commodity exchange has to obey to be possible and to enable anarchical
society to survive by the rules of reification.36

The burden of Söhn-Rethel’s argument is thus to establish that an ‘inner rela-
tionship’ does exist between the value abstraction and the thought abstrac-
tions of mathematics, philosophy and natural science, and that, in fact, ‘the
real abstraction operating in exchange engenders the ideal abstraction basic to
Greek philosophy and to modern science’.37 If any of the elements of the real
abstraction of exchange are correctly identified within the human mind, the
result must be the formation of concepts (thought abstractions) that are ‘as
non-empirical as the exchange abstraction itself ’. Söhn-Rethel’s detailed theor-
etical analysis of the formal elements of the exchange abstraction, as suggested
by Marx’s theory of value, serves to demonstrate that not only analogy but
also ‘true identity’ exists between the formal elements of this abstraction and
the formal cognitive constituents of those forms of thought that issued in the
development of modern science. In particular the concepts of ‘abstract quant-
ity’, ‘abstract time and space’, ‘abstract movement’ and ‘strict causality’ are all
notions that have ‘real’ counterparts in elements of the act of exchange. Kant’s
categories a priori, then, are not transcendental properties of the human intel-
lect, but historically produced concepts originating in specific types of social
interaction and founded upon a real abstraction. Yet it remains importantly
true that ‘once the elements of the real abstraction have assumed conceptual
form, their character, rooted in social postulates, evolves into the dialectic of
logical argument attached to the concepts’.38 The ‘autonomy’ of this ‘dialectic
of logical argument’ from social being follows from the fact that the exchange
abstraction is an abstraction associatedwith the actions of people and notwith
their thinking. It is an abstraction of which people are not consciously aware,
but which is nevertheless reproduced in human consciousness in the form of
the ‘abstract intellect’.

It is in this rather special sense that ‘value’ (and its material expression as
money) may come to exert itself as a significant ‘social power’ long before the

36 Söhn-Rethel 1978, p. 68.
37 Söhn-Rethel 1978, p. 28, emphasis added.
38 Söhn-Rethel 1978, pp. 67, 47–55, 71.
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advent of capitalism. To be sure, so long as exchange does not play a dom-
inant part in giving social form to production, the forms of thought deriving
from the value abstraction must wage an uphill battle against forms rooted in
different (and often hostile) social postulates: the more-or-less conscious, yet
pre-scientific, modes of socio-economic regulation that are founded on cus-
tom, tradition, and social privilege. All the same, this in no way obviates the
thesis that the value abstraction causally influences the growthof scientific and
technical knowledge, and in this specific way enters into the forces-relations
dialectic as this unfolds in pre-capitalist history.

3 Value Relations and Social Progress

The view that ideas and the categories of thought are rooted in social rela-
tions and the activities of ‘real, living individuals’ originates with Marx. In The
German Ideology he wrote that ‘ideas, categories’ are but ‘the abstract ideal
expressions of … social relations’,39 and in a letter to Engels (25 March 1868) he
remarked that ‘the logical categories are coming damn well out of “our inter-
course” after all’.40 The young Georg Lukács was to further explore the connec-
tion between the ‘commodity-structure’ and the abstract intellect of bourgeois
society in his essay ‘Reification and the Consciousness of the Proletariat’.41
But it was left to Söhn-Rethel to provide ontological depth to the analysis
of how commodity exchange engenders the categories of thought associated
with technical rationality and how these could develop even in commodity-
producing societies where the fully reified capitalist law of value did not yet
hold sway.

According to Söhn-Rethel, the relationship between use and exchange as
contrasting kinds of activity contains the real key to the abstraction of ex-
change; moreover, this is a relationship that resides at the very heart of the
‘formal structure of exchange’. In defining this structure, he refers to the fol-
lowing passage fromMarx’s Capital:

So long as the laws of exchange are observed in every single act of ex-
change – taken in isolation – the mode of appropriation [of the surplus]
can be completely revolutionised without in any way affecting the prop-
erty rights which correspond to commodity production. The same rights

39 Marx and Engels 1968, p. 189.
40 Marx and Engels 1965, p. 202.
41 Lukács 1971.
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remain in force both at the outset, when the product belongs to its pro-
ducer,who, exchanging equivalent for equivalent, can enrichhimself only
by his own labour, and in the period of capitalism, when the social wealth
becomes to an ever-increasing degree the property of those who are in a
position to appropriate the unpaid labour of others over and over again.42

This passage is significant because it suggests that for Marx the ‘laws of ex-
change’ remain invariant across socio-economic epochs distinguished by dif-
ferent modes of exploitation.43 Moreover commodity production is charac-
terised by specific ‘property rights’ that remain formally invariant as between
simple and capitalist commodity production. For Söhn-Rethel it is precisely the
characteristics of commodity exchange as these are articulated on the basis of
these rights that are central to the analysis of the value abstraction:

The point is that use and exchange are not only different and contrast-
ing by description, but are mutually exclusive in time. They must take
place separately at different times. This is because exchange serves only a
change of ownership, a change, that is, in terms of a purely social status of
the commodities as owned property. In order to make this change pos-
sible on a basis of negotiated agreement the physical condition of the
commodities, their material status, must remain unchanged. Commod-
ity exchange cannot take place as a recognised social institution unless
this separation of exchange from use is stringently observed.44

All of this suggests that commodity exchange involves a socially specific type
of ‘restriction of use’. Where such restrictions are associated with ‘exploitation
based on unilateral appropriation as opposed to the reciprocity of exchange’,
we are dealing with instances of what Marx calls ‘direct lordship and bond-
age’. In such instances the restriction of use is a result of conscious design and
deliberate intent, but not of ‘objective necessity’. Things stand altogether differ-
ently with the restriction of use associated with commodity exchange; and it
is this difference that is key to appreciating both the cognitive revolution asso-
ciated with the exchange abstraction and the significance of the first tentat-
ive stages in the transition from ‘personal-dependency relations’ to ‘objective-

42 Marx 1977, p. 733.
43 But note that the notion of ‘laws of exchange’ here is by no means synonymous with the

law of value.
44 Söhn-Rethel 1978, pp. 23–4.
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dependency relations’ as promoted by simple commodity production.45 It was
precisely his belief that the latter relations were absent from ‘Oriental life’ that
prompted the young Marx to regard it as a purely natural and ‘barbarian’ form
of human existence, one outside of history, just as it was his later recognition
that some objective-dependency relations existed under the ‘Asiatic mode of
production’ that led him to include the latter in his sequence of ‘historical
epochs’.46

This point returns us to the issue of Marx’s appreciation of ‘progress’ in
humanhistory. At thebeginningof this chapter I suggested thatMarx’s visionof
humanprogresswasultimately shapedbyhis belief in the realisability of a form
of human society that is free of bothmaterial insecurity and social antagonism.
Yet the realisation of such a society is dependent upon a definite development
of the forces and relations of production made possible only by capitalism. In
a world-historical sense, capitalism is indeed the necessary prelude to social-
ism, in part because it lays the basis for a world economy, but also because
its encouragement of technical rationality creates the indispensable material
premises of socialism and communism. The historical contribution of the cap-
italist mode of production has been to ‘bring together’ technical rationality
and appropriative rationality by giving technical rationality an appropriative
form. This was mainly accomplished through the commodification of labour
power and the subordination of natural science to the demands of surplus-
valueproduction and realisation (that is, through the ‘formal’ and then the ‘real’
subsumptionof labour under capital, the latter serving to extend the division of
intellectual and manual labour into the very heart of the production process).
The corollary to this, however, is that technical rationality has served the devel-
opment of the productive forces under capitalism only to the degree that it has
served the appropriation of surplus labour. It is precisely the object of Marx’s
Capital to disclose the limits of the convergence under capitalism of these his-
torically antagonistic principles: labour-saving technological progress, on the
one hand, and surplus labour appropriation, on the other. Indeed, the contra-
dictionbetween these principleswithin capitalism is at the very heart of Marx’s
‘law of the falling tendency of the rate of profit’ – a law thatMarx considered to
be ‘in every respect the most important law of modern political economy, and
the most essential for understanding the most difficult relations’.47

But if all this is so, how are we to explain Marx’s ‘revised’ estimation of
the Asiatic mode of production and his fascination with the Russian peas-

45 Marx 1973, pp. 157–64.
46 Vitkin 1981.
47 Marx 1973, p. 748.
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ant commune as a possible basis for socialist development in the last years
of his life? A definitive answer is, I believe, beyond our reach. But it would
seem that Marx in the 1870s and the 1880s moved toward a position that recog-
nised that capitalism had created a ‘world history’ to which the ‘primary social
formations’ of the East (including the Russian commune) could now con-
tribute. To be sure, Marx never embraced the populist notion that socialism
could be achieved ‘within Russia alone’ thanks to the collectivist social rela-
tions inherited from the peasant commune. Still, he was prepared to entertain
the idea that the task of building world socialism might be jointly shouldered
by formerly capitalist and Asiatic (or semi-Asiatic) societies alike. Thus, while
a socialist revolution might well begin in semi-Asiatic Russia, the construc-
tion of socialism would still depend decisively on the enormous technolo-
gical resources and productive capacities bequeathed by advanced capital-
ism: ‘The contemporaneityofWestern [capitalist] production,whichdominates
the world market, enables Russia to build into the commune all the posit-
ive achievements of the capitalist system, without having to pass under its
harsh tribute’.48 This, along with many of Marx’s other formulations in the
various drafts of his letter to Vera Zasulich, suggests a position far closer to
Leon Trotsky’s ‘law of uneven and combined development’ and his theory
of permanent revolution than to either Stalin’s or Mao’s versions of socialist
economic autarchy (that is, the doctrine of building ‘socialism in one coun-
try’).

Finally, a fewwords shouldbe said indefence of technical-scientific rational-
ity and the social progress that it has made possible.When all is said and done,
Marx’s concept of ‘human productive powers’ (the forces of production) can
only refer to the capacities of human beings to transform the world we inhabit
in such a way as to reduce the burden of toil, increase the margin of mater-
ial security, and attenuate the degree of social antagonism that we collectively
confront. Technical-scientific rationality has contributedmightily to the devel-
opment of these powers, and therefore to the potential for human wellbeing.
To free it from its subordination to the logic of appropriation inherent in capit-
alist social relations, however, requires the promotion of a socialist rationality
grounded in a vigorous commitment to human progress – to the realisation of
a society in which ‘human individuality’ can develop unhampered by material
hardship or social antagonism. Such a concept of human progress still stands
as the loftiest of goals to which human beings can aspire. Yet its realisability
and even its desirability must be persistently denied by forms of conscious-

48 Marx 1983 [1881], p. 110.
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ness no less deeply rooted in the ‘exchange abstraction’ than the prevailing
formof technical rationality. Ironically the division of exchange anduse as con-
trasting types of activity, together with the division of intellectual and manual
labour that has been profoundly ramified by the generalisation of commodity
relations, must promote an ‘abstract intellect’ prone to a profoundly dualistic
worldview, onewhich habitually views the relations between fact and value, ‘is’
and ‘ought’, freedom and necessity, theory and practice, as ‘external’ and etern-
ally problematic. For many who share such a worldview, the epistemological
and cultural relativism that is promoted by postmodernist thought may well
appear to be the most humane as well as comfortable of intellectual options.
But for those who reject it, together with its social basis, it must appear as the
last line of intellectual defence of a social order that has now exhausted its pro-
gressive historical mission.

4 An Unresolved Issue

A possible implication of my argument is that the cognitive faculties associ-
ated with the commodity-value abstraction have not only stimulated technical
rationality but have in large part been constitutive of this form of thought. Yet
such a conclusion must be qualified by two observations: first, that prior to
the cognitive revolution associated with the historical appearance of this real
abstraction, labour-saving technological innovation was not at all unknown
(the invention of projectiles, the wheel, and the plough are among the more
obvious examples), and second, that myriad human communities untouched
by this abstraction have developed unique technologies that enabled them
to adapt successfully and often ingeniously to their particular physical envir-
onments.49 Thus, technical rationality in general should not be regarded as
identical to the ‘abstract intellect’ referred to by Söhn-Rethel, who, incident-
ally, regards the non-empirical concepts drawn from the real abstraction as
constituting the ‘paradigm of mechanistic thinking’.50 What’s more, ‘modern’
technical rationality, as promoted by the particular cognitive faculties associ-
ated with the commodity abstraction, may well be subject to further historical
transformations sponsored by the development of new, post-capitalist social
forms.51 Thus, Kant’s ‘categories of pure reason’ are by no means the last word

49 See Connor 2005 and Diamond 2012.
50 Söhn-Rethel 1978, p. 72.
51 For the present, I shall defer the question as to whether recent technical-scientific pro-

gress, in the shape of digital technology and its ‘fourth industrial revolution’ progeny, has
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in defining the formal constituents of the ‘abstract intellect’. As Marx averred,
‘the categories are nomore eternal than the relations they express. They are his-
torical and transitory products.’52 Indeed, even the scientific critique of these
relations, as Marx’s own work testifies, may help generate new theoretical cat-
egories and perspectives of relevance to the social and the natural sciences
alike: for example, the categories of ‘totality’ and ‘real contradiction’. In light of
these considerations itmaywell be fruitful to explore the question of the socio-
historical provenance of quantum theory, scientific realism, and the ‘Chaos’
paradigm as substantial recent examples of an ongoing, dialectical process of
cognitive revolution.

∵
The following chapter explores the vicissitudes of the concept of ‘value’ result-
ing from its evolving relationship to the scientific and ideological requirements
of the principal social classes of modern capitalist society.

produced a fundamental changeof social formswithin capitalism, as suggestedbyMoulier
Boutang and other theorists of ‘cognitive capitalism’. This problematic thesis is taken up
briefly in Chapter 11.

52 Marx 1989c, p. 11; Marx and Engels 1968, p. 189.
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chapter 3

Science, Ideology and ‘Economic Value’

The concept of ‘value’ has been both a perennial and an elusive one in the
history of economic thought. While value and price are usually thought of
as coextensive if not synonymous terms, and even though most economists
effectively conflate the two, there is clearly a sense in which value is con-
sidered to be the ‘basis’ of price and therefore as something conceptually dis-
tinct from it. Consumers, reflecting on the quality and the price of a partic-
ular commodity, routinely make a determination as to what is a ‘good value’
and what is an ‘unreasonable price’. And while, at this level of appercep-
tion, the value of a good or service is certainly a subjective judgement, it is
also one that has a substantial grounding in human experience, above all the
‘common-sense’ yet well-founded understanding that price and value do not
always coincide: that is to say, that the same commodity can be variously
priced.

The inner connection between value and price obscures the fact that the
significance of ‘value’ extends well beyond the processes of individual price
formation. Certainly, this was Marx’s view. Yet neoclassical economists have
maintained a curiously dogmatic insistence that any theory of value that is
not primarily of direct use in explaining the constitution of individual prices
is unworthy of consideration. Indeed, it is just this prejudice that sanctions the
dismissal by most conventional economists of all notions of ‘labour value’ in
favour of the marginal utility theory of value pioneered by Stanley Jevons, Carl
Menger, LeonWalras and Alfred Marshall.

To be sure, a growing contingent of non-Marxist economists now dismiss
the marginalist theory in the same way that the marginalists have long rejec-
ted the concept of labour value: by labelling it ‘metaphysical’. Neo-Ricardian,
post-Sraffian, ‘Cambridge School’, and post-Keynesian economists, in particu-
lar, are strongly inclined to dismiss any notion of ‘value’ as ideological mys-
tification. All the same, the apparent even-handedness displayed by a Joan
Robinson in rejecting the scientific claims of both marginal utility theory
and Marx’s labour theory of value may only mask a new twist on a famil-
iar ideological bias. Thus, Robinson could easily have been speaking for the
economics profession as a whole when she dismissed the labour theory of
value as a politically motivated and ‘unscientific’ basis for Marx’s thesis that
capitalists do not steal from workers but rather exploit them. She averred in
this connection that such a theory is ‘ideologically … much stronger poison
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than a direct attack on injustice’ since it leads to the conclusion that ‘reform is
impossible’.1

Notwithstanding her often crude critique of Marx, Robinson was clearly on
to something here: for the ‘operational significance’ of Marx’s theory of value is
precisely that it serves to underpin his rather provocative proposition that ‘the
true barrier to capitalist production is capital itself ’,2 thereby establishing the
historical necessity to notmerely reform or ‘fine tune’ capitalism but to replace
it with a higher order of socio-economic organisation.

The labour theory of value did not always have such ‘subversive’ implica-
tions, at least not in the anti-capitalist sense. Indeed the career of the labour
value concept provides a fascinating object lesson in howprevailing social rela-
tionsof productionandopposing class interestsmay intrudeon thedelineation
of ‘science’ and ‘ideology’ – and affect the vicissitudes and relative fortunes of
each.

1 The Labour Theory of Value in Classical Political Economy

Classical political economy emerged as a specialised field of inquiry some 300
years ago, its rise inextricably bound up with the breakdown of the feudal sys-
tem, the proliferation of simple commodity production, the spread of Euro-
pean colonialism, and the articulation and rapid extension of national and
international markets. Intellectually, it was part of the Enlightenment ‘great
awakening’ that characterised the last phases of monarchical absolutism and
the mercantilist trade system.

From its inception, the political-economy enterprise was associated with
‘perhaps the two most important currents of thought of the emergent bour-
geoisie in its ideological struggle against the established feudal society – utilit-
arianism and (mainly in the case of the physiocrats) natural law’.3 Practically,
it was concerned with the economic affairs of the state, as distinct from the
management of a family household or individual business enterprise. More
specifically, the political project of most of the early political economists was
to influence states, above all the English state, to adopt policies favouring the
interests of the rising bourgeoisie – interests that they took to embody the
well-being of the great mass of the population, save the most recalcitrant
and backward-looking elements of the landed aristocracy. As Simon Clarke

1 Robinson 1968, p. 39.
2 Marx 1981b, p. 358.
3 Therborn 1980, p. 130.
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observes, the economic theories of classical political economy ‘established the
viability of capitalist society and showed that such a society could be ruled by
reason and not by custom, as social order and class harmony were achieved on
the basis of action oriented by enlightened self-interest’.4

In France, the programme of political economy found an early expression
in attacks on the tax system of the ancien régime, that is, in opposition to the
immunisation of nobles and clergy, and in the proposal for a single tax on land.
In England, it found a more advanced expression in the ideas of ‘laissez-faire’
and free trade, against which were arrayed not only significant sections of the
aristocracy but alsomercantilist elements of the bourgeoisiewith an interest in
preserving existing trade monopolies. As Robinson notes, ‘Adam Smith’s main
argument … was directed against mercantilism’ while ‘Ricardo’s theory of rent
led up to the abolition of the corn law’.5

The early popularity of the labour theory of value among the classical polit-
ical economists needs to be situated within this general intellectual and polit-
ical-programmatic context. While inklings of a labour value theory are trace-
able to medieval canonist tracts, its first systematic elaboration was at the
hands of the economic and philosophical thinkers of ascendant capitalism.
Both Thomas Hobbes and John Locke subscribed to theories of labour value,
and both incorporated the notion into their broader political philosophies. In
particular, Locke sought to use the idea of labour value as a premise for his
argument against the alienation (coerced separation) of property – conceived
as a product of labour – from those who produce it. The target of this critique
was the transparently exploitative relations existing between the landed aristo-
cracy and the actual cultivators of the land under feudalism: ‘Whatsoever then
[aman] removes out of the state that naturehathprovidedand left it in, hehath
mixed his labour with, and joined to it something that is his own, and thereby
makes it his property.’6 Here a labour theory of value was invoked to support
the notion of a ‘natural right’ to property, one violated by the feudal order but
enshrined by the rising bourgeoisie.

If Locke used a labour value theory in support of his political theory of
‘possessive individualism’,7 the notion of labour value found an altogether dif-
ferent status and use in the writings of Adam Smith and David Ricardo, the
two pre-eminent figures of classical political economy. In Smith’s writings, the
theory appears as an adjunct to his case for a free trade policy as the indispens-

4 Clarke, 1982, p. 13.
5 Robinson 1968, p. 61.
6 Locke 1968, p. 340.
7 Macpherson 1962.
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able means of encouraging productivity gains and the accumulation of capital
stock.What is distinctive about Smith’s ruminations on labour value, however,
is that he identifies embodied labour as the determinant of the exchange-value
of commodities only in an ‘early and rude society’ preceding ‘the accumulation
of stock and the appropriation of land’ – that is to say, preceding the emer-
gence of social classes. In other words, for Smith, the labour theory of value
has full validity only where class divisions are not yet present. Once economic
theory allows for the existence of ground rent and profit (corresponding to the
incomes of landowners and capitalists), land and capital must then be con-
sidered along with labour as factors determining market prices. All the same,
Smith regarded labour not only as the principal source of value but also as its
sole measure: ‘The real value of all the different component parts of price … is
measured by the quantity of labour which they can, each of them, purchase
or command. Labour measures the value not only of that part of price which
resolves itself into labour, but of that which resolves itself into rent, and of
that which resolves itself into profit.’8 Hence, one can say that Smith’s theory of
labour value is confused inasmuch as he ‘mixes notions of labour commanded
(the amount of labour that can be employed) with the labour expended’.9

An understanding of society as divided into social classes similarly shaped
David Ricardo’s conception of economic value; yet unlike Smith, Ricardo saw
theanalysis of thedistributionof national income among these classes as thekey
task of political-economic theory. In Principles of Political Economy and Taxa-
tion, he writes:

The produce of the earth – all that is derived from its surface by the united
application of labour, machinery and capital – is divided among three
classes of the community; namely, the proprietor of the land, the owner
of the stock of capital necessary for its cultivation, and the labourers by
whose industry it is cultivated … To determine the laws which regulate
this distribution, is the principal problem in Political Economy.10

In attempting to disclose the laws governing the distribution of this social
wealth, Ricardo confronted the problem of its measurement, and it was pre-
cisely in this connection that he felt obliged to move his analysis beyond the
sphere of relative commodity prices to the social origin of the value constituted
by this wealth.

8 Smith 1970, p. 153.
9 Fine 1982, p. 76.
10 Ricardo 1951, p. 5.
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While Ricardo distinguished between ‘natural prices’ and ‘market prices’,
and anticipated the distinction, to be refined by Marx, between labour expen-
ded and ‘necessary’ labour, his theory of labour value failed to make any rig-
orous distinction between value and price. The consequence was that, in ob-
serving that even ‘natural prices’ are constituted by influences independent
of (necessary) labour time, Ricardo arrived at a ‘93%’ labour theory of price,
which suggested that while labour, under normal conditions, is the strongest
determinant of commodity prices, it is never the sole determinant.

2 The Economics Profession Repudiates the Labour Theory of Value

Ricardo was the last of the major classical political economists to enunciate a
labour theory of value, and since his time, most economists within capitalist
societies have dismissed all notions of labour value. The prevailing attitude of
mainstream, ‘professional’ economists is capturedwell in Joseph Schumpeter’s
assertion that: ‘For economics as a positive science [as distinct from a “social
philosophy”] … it is important to ask how the labour theory of value works as
a tool of analysis, and the real trouble is that it does so very badly.’11 Schum-
peter neglected to add, however, that the worth of any analytical tool can only
be judged by howwell it serves a specific analytical agenda, as well as the prac-
tical projectwithwhich that agenda is associated. In light of this, it can easily be
argued that the main reason for the repudiation of the theory of labour value
by most economists was that, after Ricardo, the concept of labour value was
no longer contributing to the project to which conventional economists have
always been devoted, namely, the elaboration of ideas useful to the legitima-
tion and/or ‘fine-tuning’ of the existing capitalist order. As Clarke has put it:
‘The essential ideological weakness of the Ricardian system is that it does not
provide a very satisfactory basis on which to defend profit.’12

Such an argument gains cogency once one appreciates that economics, as
a vocation, is indeed subject to ideological as well as scientific determina-
tions, and that its leading theorists have been overwhelmingly committed to
the promotion and perpetuation of capitalist economy, whether through fiscal
tinkering or substantive reform. Accordingly, it is by no means a tendentious
exercise to point out that John Locke was Secretary to the British Council of
Trade and invested in the silk and slave trades; that Ricardo was a successful

11 Schumpeter 1962, p. 24.
12 Clarke 1982, p. 106.
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stockbroker and contractor of loans who made an enormous fortune during
the Napoleonic Wars; that Eugen Von Böhm-Bawerk was Finance Minister of
the Austro-Hungarian Empire, as well as the author of the definitive marginal-
ist critique of Marx’s economics; that Joseph Schumpeter had been a Minister
of Finance and the president of anAustrian bankbefore entering academic life;
and that JohnMaynard Keynes enriched himself as a jobber in currency, secur-
ities and primary commodities.13 Nor is it irrelevant to point out that two of the
English pioneers of marginal utility theory, Stanley Jevons and AlfredMarshall,
were virulent academic antagonists of organised labour. Jevons attacked trade
unions for promoting the ‘delusion’ of a ‘supposed conflict of labour with cap-
ital’, and Marshall, outraged by a strike of engineering workers, wrote: ‘I want
these people beaten at all costs; the complete destruction of unionism would
be as heavy a price as it is possible to conceive, but I think it is not too high a
price’.14

3 Labour Value: From ‘Ricardian Socialism’ to Marx

Given the decidedly pro-capitalist profile of the economics profession through-
out modern history, it is hardly surprising that when a ‘popular economics’
made its appearance at the beginning of the nineteenth century, establishment
economists were quick to appreciate the potential threat it posed. Thomas
Hodgskin, an influential and original exponent of this new economics, was
a partisan of working-class self-organisation, a fierce critic of capitalism, and
subsequently a socialist. The titles of his two main works bear eloquent testi-
mony to his anti-establishment heresy: Popular Political Economy (1827) and
LabourDefendedAgainst the Claims of Capital; or, TheUnproductiveness of Cap-
ital Proved,WithReference to thePresentCombinationsAgainst Journeymen, Bya
Labourer (1825). Importantly,Hodgskinwas also aRicardian–more specifically,
an exponent of Ricardo’s labour theory of value, which he had fashioned into
a weapon for the critique of capitalism. After Hodgskin, the labour theory of
value was never again to be favourably entertained by respectable economists.
The tradition of ‘classical political economy’ began to falter, challenged on the
one side by ‘Ricardian socialism’ and later Marxism, and on the other by what
Marx termed ‘vulgar economy’ – an approach that sought to dispense with a
theory of value entirely.

13 Therborn 1980, p. 131.
14 Quoted in Therborn 1980, p. 134.
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To the extent that classical (liberal) political economy retained a theory of
value, it was Mill’s ‘cost of production’ theory. But while this theory restored
a semblance of rigour and coherence to the classical approach, it was unable
to provide a clear picture of the relations of determination between profit,
rent and wages – precisely the problem that had most exercised Ricardo. Still,
in contrast to vulgar economy, Mill’s Ricardian political economy (minus a
labour theory of value) commanded a real authority by virtue of its continu-
ing – and ideologically appealing – focus on the problem of the distribution of
income.15

Meanwhile, the project of refining and further developing the labour value
formulationwas being passed on from the ‘Ricardian socialists’ toMarx. Unlike
Ricardo, who had been interested in labour quantities as a numeraire – as a
means of measuring heterogeneous use-values in terms of a common yard-
stick, and unlikeHodgskin, who had regarded Ricardo’s theory as a ready-made
basis for identifying labour as the source of society’s wealth, Marx was con-
cerned with how economic value and its various forms express the contra-
dictory social relations of capitalism as an historically specific socio-economic
order.

Fundamental to Marx’s reformulation of ‘labour value’ was the distinction
he drew between value and exchange-value (and therefore price).Whereas the
concept of exchange-value is concerned with a price system whose function
is ‘to put on the market the quantity of commodities that is required to fulfill
the social need, i.e. the quantity for which the society is able to pay the market
value’,16 Marx’s purpose in analysing the more abstract concept of value was
to expose the hidden nexus that exists between individuals operating in a soci-
ety in which private labours are not immediately recognisable as social. The
invisibility of this nexus and the implications of this invisibility are at the heart
of Marx’s analysis of the value-form and his critique of commodity fetishism;
indeed, they constitute the pillars of a labour value theory that is fundament-
ally different, in content and in purpose, from those espoused by the classical
political economists.

By identifying the inherent contradictions of the value relation in its fully
developed capitalist form, Marx sought to discover nothing less than the ‘eco-
nomic law of motion’ of the capitalist mode of production. Complete clar-
ity is necessary on this point. Marx made no claim to having ‘proved’ that
labour is the sole source of new value; for, on his view, once value is appro-

15 Clarke 1982, p. 108.
16 Marx 1981b, p. 289.
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priately conceptualised, the foundation of value in labour is an incontestable
fact. What he did accomplish was the scientific analysis of the implications of
this fact for the ‘real history’ – the laws of motion – of the capitalist mode
of production. Thus, in a famous letter to Kugelmann, Marx mocked the ‘vul-
gar’ objections to his labour value formulation, most of which are still wide-
spread:

Even if there were no chapter on ‘value’ inmy book [Capital], the analysis
of the real relations which I give would contain the proof and demon-
stration of the real value relations. All that palaver about the necessity
of proving the concept of value comes from complete ignorance both of
the subject dealt with and of scientific method. Every child knows that a
nation which ceased to work, I will not say for a year, but even for a few
weeks, would perish. Every child knows, too, that the masses of products
corresponding to the different needs require different and quantitatively
determined masses of the total labour of society. That this necessity of
the distribution of social labour in definite proportions cannot possibly
be done away with by a particular form of social production but can only
change the mode of its appearance, is self-evident. No natural laws can
be done away with. What can change in historically different circum-
stances is only the form in which these laws assert themselves … The vul-
gar economist has not the faintest idea that the actual everyday exchange
relations cannot be directly identical with the magnitude of value. The
essence of bourgeois society consists precisely in this, that a priori there
is no conscious social regulation of production. The rational and natur-
ally necessary asserts itself only as a blindly working average. And then
the vulgar economist thinks that he has made a great discovery when, as
against the revelation of the interconnection, he proudly claims that in
appearance things look different.17

It is the cogency of arguments such as this – pointing unmistakably to Marx’s
preoccupationwith a theoretical problematic entirely different from that of all
versions of bourgeois political economy – that has forced the more sophistic-
ated of Marx’s critics to argue, as Schumpeter did, that ‘it is incorrect to call the
labour theory of value “wrong” ’ evenwhile affirming that ‘it is dead and buried’.
Schumpeter’s contradictory assessment is remarkably revealing of the ideolo-
gical complexion of his andmany others’ dismissals of Marx’s theory of labour

17 Marx and Engels 1965, pp. 209–10.
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value. For its pro-capitalist critics, the point does not seem to be whether that
theory is right or wrong; the point is rather that it constitutes a bad ‘tool of ana-
lysis’ for ‘economics as a positive science’.18

4 Marginalism versus Marx

The ‘marginalist revolution’ sought to provide the analytical tools necessary
to transform economics into just such a ‘positive science’ and thereby tran-
scend the impasse created by the breakdown of the classical system.To be sure,
neoclassical marginalism owed much more, both in theory and in method, to
the ‘vulgar’ tradition derided by Marx than to the classical one, notwithstand-
ing its success in projecting a sophisticated ‘scientific’ aura that had eluded
vulgar economics. But it is important to emphasise that the ‘rigour’ of themar-
ginalist theory of value was dependent on a dual theoretical movement: the
adoption of vulgar economy’s theoretical focus on micro-economic phenom-
ena (in particular, individual producers, consumers, and commodity prices),
and the elaboration of a ‘positive’ theoretical account of price formation (sur-
passing vulgar economy’s simple disavowal of the labour theory of value). This
dual movement defined the contours of the marginalist revolution in relation
to classical and vulgar political economy as well as Marxism. As Ronald Meek
observes: ‘The new starting-point became, not the socio-economic relations
between men as producers, but the psychological relation between men and
finished goods.’19

Marginalism displaced the analysis of the social origins of economic value
with an entirely different agenda – an inquiry into the role of subjectivity in
the market determination of commodity prices. In asserting that ‘rareté is the
cause of value in exchange’ and that ‘the theory of exchange based upon the
proportionality of prices to intensities of the last wants satisfied … constitute
the very foundation of thewhole edifice of economics’,20Walras expressed suc-
cinctly the key insights of what was essentially a fully ‘demand-side’ theory of
price formation.

Marginal utility theory undoubtedly generated a number of techniques that
have been useful in describing, analysing and predictingmany of the phenom-
ena of a market economy. Of equal importance, however, was its ideological

18 Schumpeter 1962, pp. 24–5.
19 Meek 1973, p. 235.
20 Walras 1954, p. 145.



54 chapter 3

function: the eliminationof the analytical agendaof classical political economy,
which had been inherited, refined, and to some significant degree transformed
by Marx.

Joan Robinson, a determined critic of Marx’s theory of labour value but no
apologist for the neoclassical system, argues that the ‘marginalist revolution’ in
economic theory was hardly the triumph of science over ‘metaphysics’ that its
adherents claimed, but principally an ideological reaction to the ‘disagreeable
smell’ of the labour theory.21 Not only, asserts Robinson, was ‘utility’ a ‘meta-
physical concept of impregnable circularity’, it served also as a justification for
‘laissez faire’:

Everyone must be free to spend his income as he likes, and he will gain
the greatest benefit when he equalises the marginal utility of a shilling
spent on each good. The pursuit of profit, under conditions of perfect
competition, leads producers to equate marginal costs to prices, and the
maximum possible satisfaction is drawn from available resources.22

Revealingly, however, Robinson’s assessment of marginalism as ‘an ideology to
end ideologies’ is actually much less balanced than that of many Marxists. As
a champion of Keynesian macro-economics and a leading figure of the Cam-
bridge School that sought to revive interest in the concerns of classical political
economy, Robinsonhad a keen insight into the very real deficiencies of margin-
alist micro-economics. Moreover, as a critic of all notions of economic value,
she was apt to dismiss a utility-based theory of value no less forcefully than
a labour-based one. Perhaps owing to just this frame of reference, Robinson
missed one of the most salient features of marginalism – that it served not
only to ideologically sanction laissez faire but also to determine the limits of
the ‘free market’ and the scope for economic reform at a time of flagging con-
fidence in the ability of the market economy to spontaneously reproduce the
conditions of social harmony. As Clarke points out, neoclassical marginalism
arose in response to a felt need to ground evaluative judgements concerning
the ‘proper’ prices of commodities upon a scientific theory of price, so that
price levels could achieve an optimal allocation of resources, especially scarce
resources. ‘The solutions that were reachedwould… serve as the basis of policy
prescriptions about the proper role of state intervention in the formation of
prices in order to achieve such an allocation’.23

21 Robinson 1968, p. 48.
22 Robinson 1968, p. 53.
23 Clarke 1982, p. 149.
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In view of such preoccupations, the refusal of neoclassical economists to
engage seriously with the Marxist theory of value is entirely understandable:
for they are the continuators of an ideological tradition that has always been
primarily concerned with finding practical arguments on behalf of policies
perceived as beneficial to the growth and extension of capitalist economies.
The theoretical agenda of Marxist political economy has always been quite
different: to disclose the barriers and limits to capitalist production; to demon-
strate the inevitability of economic crises and disequilibria under capitalism;
to expose the increasing irrationality of capitalist economy; and to point the
way forward to a socialist society in which the growth of human productive
capacities and the full flowering of the human personality will no longer be
impeded by the structural constraints of capitalist social relations.

The fact that the ‘destiny’ of the labour theory of valuewas to pose questions
and come upwith answers that are injurious to the project of perpetuating the
capitalist order is undoubtedly the fundamental reason that it fell out of favour
with the theoretical defenders of that order and that it was inherited, and sub-
sequently transformed, by capitalism’s socialist critics. By itself this statement
establishes very little about the scientificmerit of the theory.However, it should
alert us to the need to understand science in relation to specific programmatic
orientations and social interests – and not as some ‘absolute’ standard of truth
unconnected to the practical goals of human action.

5 Science, Ideology and the Theory of Value

The precise dividing line between ‘science’ and ‘ideology’ is often well con-
cealed, and it may well be that most theoretical production will contain ideo-
logical elements in combination with scientific ones. Given this, it is tempting
to conclude that both marginalism and the Marxian labour value formulation
will contain somemeasure of truth as well as certain blind spots. But if science
is identifiable with a body of knowledge and a methodological strategy that
permit the generation of the greatest number of reliable answers to the largest
number of pertinent questions about reality, there would seem to be excellent
grounds for adjudging Marx’s theory as scientifically superior to marginalism.
For there is nothing in Marx’s theory of value that prevents us from generat-
ing a theory of market price informed by marginalist insights. Indeed, Marx’s
own discussion of ‘market value’ in the third volume of Capital leaves the door
wide open to a ‘demand-side’, and evenmarginalist, account of individual price
formation. The point is thatMarx never dismissed the kinds of questions posed
byneoclassical economists as ‘irrelevant’ or ‘non-scientific’; hemerely regarded
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them as less significant than the ones that he broached for the specific purpose
of disclosing and explaining capitalism’s historical laws of motion.

A similar intellectual generosity has been conspicuously absent from the
stance of the neoclassical economists. Thus, Paul Samuelson, a towering rep-
resentative of the breed, attributed Marx’s ‘stubborn’ adherence to the labour
theory of value to the fact that ‘it provided him with a persuasive terminology
for declaiming against “exploitation of labour” ’, even though it ‘constituted bad
scientific economics’.24 But how Samuelson could have expected his own sci-
entific commitments to be taken seriously when he egregiouslymisrepresented
Marx as saying that ‘the price ratios of goods can be predicted from labour
costs alone’ can only be a mystery to those familiar with Marx’s ideas.25 Not
only did Samuelson fail to acknowledge the legitimacy of the questions that
Marx sought to answer on the basis of his theory of value, but, following Böhm-
Bawerk and many others, he assumed that Marx was occupied with the same
theoretical issue that hewas: the ‘prediction’ of price ratios. Surely, however, the
minimum criterion for distinguishing between what is ideological and what is
scientific in a particular discourse or inquiry must be a concern for the facts,
including the facts about what one’s own putative ‘ideological’ opponent has
actually said.Yet, on this elementary criterion, Samuelson, notMarx, is exposed
as the ‘bad scientist’. Indeed, as a critical commentator on Marx to at least two
generations of students studying introductory economics, Samuelson proved
himself here to be nothing more than a crude propagandist, one for whom a
scientific concern for the truth needed to be subordinated to the quintessen-
tially ideological task of discrediting capitalism’s most powerful critic.

Charles McKelvey, in an original and provocative attempt to reconstruct
Marx’s concept of science in light of the cognitional theory of Bernard Loner-
gan, has pointed out that what pre-eminently distinguishedMarx as a scientist
was his refusal to subordinate his ‘desire to know’ to ‘the desire for prestige,
power, material possessions, and material comfort’.26 While he acknowledged
the scientific achievements of Smith and Ricardo, Marx also knew that their
analyses were necessarily flawed by their historical and social standpoints.
Only by adopting the standpoint of the working class and accepting as given
the latter’s objective conditions was he able to theoretically, methodologic-
ally, and programmatically surpass the bourgeois ‘horizon’ of classical polit-
ical economy. More precisely, by encountering the working-class movement,
taking seriously its conditions and questions, and transforming its insights in

24 Samuelson 1968, p. 32.
25 Samuelson 1968, p. 819.
26 McKelvey 1991, p. 155.
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light of the prevailing knowledge of bourgeois culture (in philosophy, science
and political economy), Marx was able to formulate a theoretical knowledge
that was less partial (if not less partisan) and therefore more objective in its
grasp of concrete realities than anything produced by professional econom-
ists who limit themselves to the narrow horizon of bourgeois class interest. In
this, it must be said, he fulfilled the most demanding – and personally cour-
ageous– requirement of an authentically scientific studyof the capitalist socio-
economic order.
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chapter 4

Marx’s Capital and the Early Critiques

1 Elements of Marx’s Theory of Value

If it is possible to reduce the several thousand pages of the many books and
manuscripts comprising Marx’s ‘critique of political economy’ to a single
theme, it is surely this: for Marx, the capitalist mode of production (and, inter
alia, its ‘lawof motion’) is not ‘eternal’ but subject to specifiable historical limits
that it is a task of science to disclose. On one influential and eminently plaus-
ible interpretation of Marx, these limits are precisely those of the capitalist law
of value, as a historically specific expression of a more general ‘law of human
labour-time’,1 to bring about a systematic increase in the productive capacities
of humankind and therewith progress in the development of human culture. In
other words, Marx’s project in his critique of political economy is to specify, on
the basis of his theory of value, how and why capitalist relations of production
must become fetters on the development of the forces of production (human
productive and creative capacities).

1.1 Marx’s ‘Concept’ of Value
Marx provideswhat is perhaps the clearest statement of the distinctive proced-
ure he followed in elaborating his theory of value in Notes on AdolphWagner, a
short polemical work written late in his career:

Herr Wagner forgets that neither ‘value’ nor ‘exchange value’ are my sub-
jects, but the commodity … In the first place I do not start out from ‘con-
cepts’, hence I do not start out from the ‘concept of value’, and do not
have ‘to divide’ these in any way. What I start out from [in Capital] is the
simplest social form in which the labour-product is presented in contem-
porary society, and this is the ‘commodity’. I analyse it, and right from
the beginning, in the form in which it appears. Here I find that it is, on
the one hand, in its natural form, a useful thing, alias a use-value; on
the other hand, it is a bearer of exchange-value, and from this viewpoint,
it is itself ‘exchange-value’. Further analysis of the latter shows me that
exchange-value is only a ‘form of appearance’, the autonomous mode of

1 Marx 1973, p. 173; Colletti 1972, pp. 91–2.
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presentation of the value contained in the commodity, and then I move
on to the analysis of the latter…Hence I donot divide value into use-value
and exchange value as antitheses into which the abstraction ‘value’ splits,
rather [I divide] the concrete social form of the labour-product; ‘commod-
ity’ is, on the one hand, use-value, and on the other hand, ‘value’, not
exchange-value, since the mere form of appearance is not its proper con-
tent.2

This brief passage possesses the greatest methodological significance for an
appreciation of Marx’s theory of value. On the one hand, Marx emphasises his
concern with the question of ‘forms’ and their analysis – as well as with the
relationship between forms and their ‘content’. On the other hand, he insists
that the starting point of his theory is not conceptual (an ideal abstraction),
but something real, something that can evidently be regarded as having both
a ‘natural form’ and a ‘social form’ – the individual commodity, considered as a
‘real abstraction’.

If the concepts of use-value and exchange-value are determined by the
abstract qualities of a real object, however, it cannot be said that they are
themselves determinant of how the analysis of the commodity must proceed.
Classical political economy, no less than Marx, recognised that a commodity
is characterised by both ‘value in use’ and ‘value in exchange’; but this recog-
nition did not lead the classical economists to the same conclusions about the
commodity-capitalist economy that Marx drew. Indeed, even the Marx of A
Contribution to the Critique of Political Economy of 1859 had yet to break with
that tradition’s conceptual conflation of ‘value’ and ‘exchange-value’. What,
then, led him to do so?

Consider the following passage from Marx’s 1868 letter to Kugelmann: ‘the
form in which [the] proportional distribution of labour asserts itself [as a
“natural law” stemming from “the necessity of the distribution of social labour
in definite proportions”], in a state of society where the interconnection of
social labour is manifested in the private exchange of the individual products
of labour, is precisely the exchange-value of these products.’3 The concept of
exchange-value in this passage is unmistakably that of a specific social form
of a general human imperative to distribute aggregate social labour in definite
proportions – a form peculiar to a society in which the medium of ‘intercon-
nection’ amongst different units of social labour is the indirect one of private
exchange.

2 Marx 1989a, pp. 41–2.
3 Marx 1968, p. 209.
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However, exchange-value is also a concept derived from the analysis of the
‘individual commodity’, which, according to the opening sentence of Capital I,
is itself the ‘elementary form’ of ‘the wealth of societies in which the capital-
ist mode of production prevails’.4 Thus, while the individual commodity has
characteristics that are directly observable, it is also the ‘elementary form’ of
something greater than itself: the ‘immense collection of commodities’ that is
the ‘appearance’ of wealth in capitalist society.

Taking stock, the concept of exchange-value arises from the analysis of the
individual commodity, as a form-characteristic of what turns out to be both
a concrete object with a real (natural and social) content and an ‘element-
ary form’ of something larger than itself. The form-content distinction in this
context is unmistakably aligned with – and a special case of – the distinction
between the general (or universal) and the particular. As a particular incarna-
tion of a general class of objects called commodities, an individual commodity
is both a real, concrete object and a manifestation of the abstract characterist-
ics of all commodities.

Once the focus of analysis shifts from the individual commodity to the
mutual interconnections of all commodities, it becomes necessary to deploy a
different ‘concept’ from that of exchange-value – a more ‘general’ or ‘universal’
concept that captures the characteristics of commodities no longer perceived
as discrete things-in-themselves, but as an agglomeration (a mass) of products
of labour, whose existence is necessarily a collective one.

Marx derives the concept of value from exchange-value by noting that a
‘common element’ must stand behind themyriad representations that an indi-
vidual commodity can have as an exchange-value. For example, the exchange-
value of a quarter bushel of wheat canbe represented by xboot-polish, y silk, or
s gold. When a commodity is exchanged with another type of commodity, its
exchange-value finds expression in varying quantities of different, physically
incommensurable use-values. As a consequence, exchange-value necessarily
appears as ‘accidental and purely relative’, as ‘the quantitative relation, the pro-
portion, in which use-values of one kind exchange for use-values of another
kind’.5

Havingmade this point,Marx then implies that it furnishes something like a
logical proof for the existence of a common factor capable of rendering physic-
ally heterogeneous commodities commensurable in exchange. For him, ‘utility’
cannot play this commensurating role, since the different use-values of com-

4 Marx 1977, p. 125.
5 Marx 1977, p. 126.
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modities qualitatively distinguish them from one another and impose the need
for ameans of commensuration that abstracts fromutility: ‘As use-values, com-
modities differ above all in quality, while as exchange-values they can only
differ in quantity, and therefore do not contain an atom of use-value.’6

Marx’s solution to the problem of commensuration proceeds as follows:

Let us now take two commodities, for example corn and iron. Whatever
their exchange relation may be, it can always be represented by an equa-
tion inwhich a given quantity of corn is equated to some quantity of iron,
for instance 1 quarter of corn = x cwt of iron. Both are therefore equal to a
third thing, which in itself is neither the one nor the other. Each of them,
so far as it is exchange-value, must therefore be reducible to this third
thing.7

Marx identifies this ‘third thing’ as the circumstance that these commodities
are products of labour – while immediately acknowledging that, by itself, this
observation is logically insufficient to resolve the problemof commensuration.
The reduction of all commodities to a ‘common element’ must entail abstrac-
tion from the useful characteristics of the products of labour, and these char-
acteristics are shaped by the ‘useful character of the kinds of labour embodied
in them’. For true abstraction from utility to occur, the labour embodied in
commodities that serves to render them commensurable in exchange must be
conceived as ‘human labour-power expended without regard to the form of its
expenditure’, as ‘congealed quantities of homogeneous human labour’ charac-
terised by ‘phantom-like objectivity’. Marx refers to this ‘human labour in the
abstract’ as a ‘social substance’ and to the products of labour abstracted from
their utilities as ‘crystals of this social substance’, as ‘commodity values’. The
upshot is that ‘the common factor in the exchange relation, or in the exchange-
value of the commodity, is therefore its value’.8

Much has been said about the weakness of this argument as a ‘logical proof’
of Marx’s labour theory of value. But what should be noted at this point is that
the burden of Marx’s argument is not to ‘prove’ that the substance of either
value or exchange-value is labour (abstract or otherwise), but rather that the
exchange-value of a commodity stands in a specific relation to its (underlying
or intrinsic) value: as form to content.

6 Marx 1977, p. 128.
7 Marx 1977, p. 127.
8 Marx 1977, p. 128.
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1.2 Form and Content
As a material expression and individual manifestation of a social division and
distribution of labour carried out ‘unconsciously’, behind the backs of private
commodity producers, the commodity is unavoidably implicated in ‘value rela-
tions’ and is, in this sense, a ‘crystal’ of value, understood as a ‘social sub-
stance’. But the ‘form of appearance’ of the commodity’s value – that is to say,
of its relationship to the larger social process of forcibly articulating a divi-
sion and distribution of labour between various branches and units of produc-
tion – is necessarily its forms of exchangeability with other products, that is, its
exchange-value(s). As a ‘value’ the commodity is conceived in abstraction from
its use-value, as the embodiment of a definite fraction of the aggregate social
labour employed in the production of all commodities; and it is precisely this
that makes ‘value’ the common factor underlying the different exchange-values
that the same commodity can manifest.

Depending upon the angle from which one approaches the problem, then,
value can be conceived as the ‘content’ or ‘substance’ of exchange-value, or as
the ‘form’ assumed by the division of labour under determinate social relations
of production.Valuemaybedefined as ‘a representation inobjects, anobjective
expression, of a relationbetweenmen, a social relation, the relationship of men
to their reciprocal productive activity’,9 or as ‘a definite social mode of exist-
ence of human activity (labour)’,10 which must assume the phenomenal form
of exchange-value. As Rubin puts it: ‘value is “reified,” “materialised” labour
and simultaneously it is an expression of production relations among people.’11
Rubin illuminates this apparent ‘contradiction’ as follows: ‘The two definitions
of value contradict each other if one deals with physiological labour; but they
perfectly supplement eachother if onedealswith social labour. Abstract labour
[the substance of value] and value have a social and not amaterial-technical or
physiological nature.’12

1.3 The Significance of Marx’sMethod
What Rubin points to here is the need for an adequate appreciation of the
method underlying Marx’s ‘forms analysis’. As he rightly insists, ‘[the] process
of development of forms in their various phases’ can only be properly explored
through a genetic-dialectical method, which considers the developmental and

9 Marx 1978, Vol. III, p. 147.
10 Marx 1978, Vol. I, p. 46.
11 Rubin 1973, p. 153.
12 Ibid.
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contradictory relations among things. Crucially, such an approach is associated
with an ‘internal’ conception of the form/content relation:

One cannot forget that on the question of the relation between con-
tent and form, Marx took the standpoint of Hegel and not of Kant. Kant
treated form as something external in relation to the content, as some-
thingwhich adheres to the content from the outside. From the standpoint
of Hegel’s philosophy, the content is not in itself something towhich form
adheres from the outside. Rather, through its development, the content
itself gives birth to the form which is already latent in the content. Form
necessarily grows from the content itself.13

The point here is that the ‘boundary’ between formand content is not at all well
defined. To understand how value can be both the ‘social content’ of exchange-
value and the ‘objective (ormaterial) expression’ of the social relations existing
between the productive activities of people requires analysis of both the form
and the substance of value; and this is precisely the way that Marx proceeds.
We shall return to these questions in due course, but first we need to consider
the specific character of capitalism’s social relations of production and their
role in defining the content of the law of value.

1.4 Capitalism and the Law of Value
The lawof value is a regulatoryprincipleof aneconomy inwhich theproducts of
labour are produced for the purpose of private exchange – that is, as commod-
ities. It is also a specific manifestation of the human imperative to distribute
the aggregate labour of society in definite proportions to a multitude of differ-
ent economic tasks. Although operative to a limited extent in all pre-capitalist
commodity-producing societies, it rules economic life only where capitalist
institutions, property forms, and social production relations predominate.

The social production relation that is fundamental to all commodity pro-
duction is the social equality of commodities and commodity producers, which
entails the social equality and homogeneity of commodity-producing labour. The
‘egalitarianism’ of this principle no more presupposes the abolition of vertical
social differentiation or ‘ranking’ than it obviates the technically heterogen-
eous and differentially skilled character of concrete ‘utility-shaping’ labours.
What it points to, however, is the principle of the ‘exchange of equivalents’ –
that is, to the normative imperative of maintaining a ‘level playing field’ in the
sphere of exchange.

13 Rubin 1973, p. 117.
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Under conditions of generalised (that is, capitalist) commodity produc-
tion, two additional social production relations profoundly affect the concrete
operations of the law of value. These are (a) the exploitative relation existing
between capital and wage-labour, and (b) the competitive relation that exists
amongst individual private capitals (the latter relation encompassing imman-
ent tendencies toward ‘monopolisation’ or ‘oligopolisation’ as a necessary out-
come of competition).

If, as Rubin suggests, ‘value under capitalism’ or the ‘capitalist law of value’
expresses the ensemble of these social production relations, then it should
be apparent that the capitalist law of value – as a specific ‘economic law of
motion’ – compels the capitalist mode of production to ‘move in contradic-
tion’. Accordingly, the ‘contradictions’ revealed in Marx’s theory are real con-
tradictions, not ‘logical’ ones: they are conceptual reflections of the contra-
dictory relations comprising the object under investigation, namely a class-
antagonistic mode of production based on three distinct, yet interpenetrated
and contradictory principles of social organisation.

In light of these abstract considerations, how then are we to understand
Marx’s law of value in a more concrete or operational sense? Unfortunately,
one of Marx’s few explicit attempts to ‘define’ this law is somewhat less than
enlightening: ‘Whatever the manner in which the prices of various commodit-
ies are first mutually fixed or regulated, their movements are always governed
by the law of value. If the labour-time required for their production happens to
shrink, prices fall; if it increases, prices rise, provided other conditions remain
the same.’14 So formulated, it’s hard to imagine how anyone could dispute the
actuality of such a law, which seems merely to stipulate that a commodity’s
labour value constitutes a ‘centre of gravity’ around which its market price
oscillates.

And yet, the substantive content of Marx’s law of labour value, even though
never explicitly defined by him, is actuallymuchmore interesting (and contro-
versial) than the above passage suggests. Its basic postulate is that ‘the source of
the value added of themass of commodities produced is the labor expended in
producing them’.15 If we couple this with the idea that value exists as an ‘object-
ive, quantitatively determinedmagnitude’,16 we arrive at the twin propositions
that living labour is the sole source of all new value and that value exists as a def-
inite quantitative magnitude at the level of the capitalist division of labour (or
economy) as a whole – amagnitude that limits prices, profits and wages. Value,

14 Marx 1978a, p. 177.
15 Foley 1986, p. 14, emphasis added.
16 Hilferding 1975, p. 159.



marx’s capital and the early critiques 65

to use a phrase coined by Mandel, is a ‘parametric determinant’ of the visible
economic phenomena of the capitalist socio-economic system.17

These ‘fundamental postulates’ of Marx’s theory of value, which are shared
by the apparently contradictory analyses of Volumes I and III of Capital, con-
stitute the basis of his analysis of the ‘economic law of motion’ of the capitalist
mode of production. Much of Marx’s critical analysis of capitalism, including
his lawof the falling tendency of the rate of profit, stands or fallswith these pos-
tulates, and so it is with respect to them that his theory needs to be understood
and evaluated.

1.5 Marx’s Value-Magnitude Analysis in Capital, Volume I
In chapter 1 of Capital I, Marx identifies the ‘substance’ of value as ‘abstract
labour’, defined as labour abstracted from its concrete utility-shaping char-
acteristics and conceived as an aspect of the homogeneous mass of social
labour entering into the production of commodities. Themeasure of this value-
creating substance is socially necessary labour time, defined as ‘the labour-time
required to produce any use-value under the conditions of production normal
for a given society and with the average degree of skill and intensity of labour
prevalent in that society’.18 It follows from this that ‘the value of a commodity
is related to the value of any other commodity as the labour-time necessary for
theproductionof theone is related to the labour-timenecessary for theproduc-
tion of the other’.19 There is nothing in this statement, or in any of Marx’s other
statements inCapital, to suggest that the quantitative ratios (or proportions) in
which particular commodities actually exchange are determined solely by the
way in which they relate to one another as embodiments of abstract, socially
necessary labour time.

The concept of socially necessary labour stands in contrast to the concrete
and individual labours expended under varying conditions of technical effi-
ciency in different productive enterprises. Just as a given commodity is pro-
duced through an expenditure of concrete labour that also constitutes a defin-
ite allocation of abstract social labour, so the individual labour-time expended

17 Mandel uses the expression ‘parametric determinism’ to indicate ‘several possibilities
within a given set of parameters’ (1989, p. 121). To understand value as a ‘parametric
determinant’ is to affirm that the law of value establishes a field of possibilities within
which human action is constrained but within which a range of important choices can
also be made – choices that can bear on the degree to which market prices will deviate
from intrinsic commodity values.

18 Marx 1977, p. 129.
19 Marx 1977, p. 130. It should be noted that Marx speaks here of the values of commodities,

not their exchange-values.
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in the production of that commodity stands in a particular relation to the
socially necessary labour-time required for its production. In measuring the
value represented by a particular commodity, then, it is necessary to approach
this measurement at the social – generally, the industry-wide – level, not at the
individual enterprise level. The labour time actually expended on the produc-
tion of a commodity is determinant of the average conditions of production
of all such commodities. In Marx’s words: ‘The value of a commodity … varies
directly as the quantity, and inversely as the productivity, of the labour which
finds its realisation within the commodity.’20

1.6 Marx’s Analysis of the Value-Form
Having derived the concept of value from that of exchange-value, and having
defined both the substance and the magnitude of value in terms of abstract
labour and socially necessary labour time, Marx proceeds to a demonstra-
tion of how value gives rise to its various forms of appearance. It should first
be emphasised that the term ‘value-form’ may be understood in two distinct
senses. The first pertains to value as a specific historical form of the social
division of labour – a social form that predominates in capitalist but not pre-
capitalist societies. The second sense pertains to value conceived as an objec-
tification or materialisation of abstract social labour, that is, as the content of
exchange-value: in otherwords, the form assumed by valuewithin commodity-
producing societies. Our concern here is with the ‘value form’ in this second
sense: with how value is represented through its own forms of appearance.

Since value has a purely social existence, its form can only appear in the
mutual relations existing between commodities – which, in turn, govern more
and more of the relations between people as commodity production becomes
generalised. Prior to his logico-historical derivation of it, Marx identifies this
mode of appearance of the value-form as the ‘money-form’, for this is univer-
sally known as the ‘common value-form’ of commodities ‘which contrasts in
the most striking manner with the motley natural forms of their use-values’.21
The necessity of the money-form, Marx argues, is implied by even the simplest
expression of the value ‘contained in the value relation of commodities’. But
what is the origin of the money-form, and how does it develop as ‘the expres-
sion of value’?

In answering these questions, Marx begins by considering ‘the simple, isol-
ated, or accidental form of value’, in which x units of commodity A are equal

20 Marx 1977, p. 131.
21 Marx 1977, p. 139.
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to or worth y units of commodity B. In this expression, commodity A plays ‘an
active role’ while commodity B plays a ‘passive’ one. ‘The value of the first com-
modity is represented as relative value, in other words the commodity is in the
relative form of value. The second commodity fulfills the function of equival-
ent, in other words it is in the equivalent form.’22 What this means is that the
value of commodity A finds expression in commodity B, while commodity B is
the standard bywhich the value of commodity A is expressed. ‘Whether a com-
modity is in the relative form or in its opposite, the equivalent form, entirely
depends on its actual position in the expression of value. That is, it depends on
whether it is the commodity whose value is being expressed, or the commodity
in which value is being expressed.’23

Further reflection on the relative form yields the insight that while com-
modity B is a material representation of commodity A’s value, they are equated
not by virtue of their natural forms as products of concrete labour, but rather
because commodity A’s value must possess an existence distinct from its status
as a product of concrete labour. Accordingly, the physical form of commodity
B becomes the value form of commodity A, or ‘the physical body of commod-
ity B becomes a mirror for the value of commodity A’. But this is possible only
because commodity A has entered into a ‘relation with commodity B as an
object of value, as amaterialisation of human labour’.24 The expression of equi-
valence between physically distinct commodities thereby discloses the specific
character of abstract labour as value-creating labour. It also reveals that it is the
process of exchange that reduces all individual, utility shaping labours as these
are embedded in commodities to their common aspect as instances of social
labour in general.

Moving forward, Marx then considers the ‘three peculiarities’ of the equi-
valent form of value as these have emerged from the preceding analysis. First,
‘use-value becomes the form of appearance of its opposite, value’.25 The phys-
ical body of commodity B expresses the value of commodity A and is the objec-
tification of the latter’s abstract labour content. It follows from this that the
concrete labour that went into the production of commodity B’s physical body
stands in a relation of equivalence to the abstract labour embodied in com-
modity A: ‘The equivalent form therefore possesses a second peculiarity: in it,
concrete labour becomes the form of manifestation of its opposite, abstract

22 Ibid.
23 Marx 1977, p. 140.
24 Marx 1977, p. 144.
25 Marx 1977, p. 148.
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human labour.’26 This leads directly to a third peculiarity, namely that the equi-
valent form demonstrates that ‘private labour takes the form of its opposite,
namely labour in its directly social form’.27 This observation follows from the
fact that while the labour that produced commodity B is the labour of private
commodity producers, it ‘possesses the characteristic of being identical with
other kinds of labour’. Indeed, ‘it is precisely for this reason that it presents
itself to us in the shape of a product which is directly exchangeable with other
commodities.’28

The ‘reversals’ suggested in this analysis of the value-form are of central
importance to Marx’s value theory as a whole. Within value relations, Marx
asserts, use-value appears as value, concrete labour as abstract labour, and pri-
vate labour as social labour. The commodity is a unity of use-value and value,
but this dual character of the commodity is only expressed when its value
has a form of appearance distinct from its natural (use-value) form. This form
of appearance is precisely its exchange-value: it is through exchange that the
internal opposition of use-value and value is given external expression. One
might say that exchange-value furnishes a ground of unity between value
and use-value, just as exchange relations provide the necessary framework
for a resolution of the contradictions arising from the value/use-value opposi-
tion.

The next stage of Marx’s analysis involves the emergence of the ‘total or
expanded form of value’ from the simple form. Marx observes that commod-
ity A exchanges not only with commodity B (that is, with one other com-
modity) but with a myriad of commodities whose individual identities are
irrelevant to their role as equivalents. The expanded relative form of value,
unlike the simple form, reveals that the relations existing between commodit-
ies are by no means contingent or accidental. Since the individual commodity
is now recognised to be a citizen of an entire world of commodities, its value
appears unaltered in magnitude ‘whether expressed in coats, coffee, or iron,
or in innumerable different commodities belonging to as many different own-
ers’.29

Despite its conceptual advantages over the simple form, the expanded rel-
ative form of value evinces a serious defect: ‘the relative form of value of each
commodity is an endless series of expressions of value which are all different

26 Marx 1977, p. 150.
27 Marx 1977, p. 151.
28 Marx 1977, p. 150.
29 Marx 1977, p. 156.
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from the relative form of value of every other commodity’.30 This poses sharply
the need for a ‘single, unified formof appearance’ of the abstract human labour
constituting the commodity’s value.

The problem is resolved, however, when Marx inverts the total or expan-
ded form of value and derives the ‘general form of value’. Since the value of
commodity A is expressed in an innumerable series of other commodities, it
follows that these latter commodities express their value through commodity
A. Thus, a single commodity, here commodity A, may be set aside to represent
that value of all other commodities. The generic name for such a commodity is
‘the universal equivalent’, and ‘its natural form is the form assumed in common
by the values of all commodities’. Since this commodity is directly exchange-
able with all other commodities, the ‘physical form [it assumes] counts as the
visible incarnation, the social chrysalis state, of all human labour’.31

It is theoretically conceivable for any commodity to assume the universal
equivalent form of value; however, ‘a commodity is only to be found in the uni-
versal equivalent form … if, and in so far as, it is excluded from the ranks of all
other commodities, as being their equivalent’.32 Once a particular commodity
is so excluded it becomes a money commodity (in the ‘money form of value’),
and this completes the separation of the commodity’s expression of value from
the commodity itself. ForMarx, ‘the only difficulty in the concept of themoney
form is that of grasping the universal equivalent form, and hence the general
form of value as such’.33

Any derivation of the money form of value that does not begin with the
simple form and follow its transformation into the general formmust proceed
a-historically, throughapurely idealist dialectic of concepts.Thus,Marx’s ‘man-
ner of presentation’ of the money form in Capital differs from that undertaken
in the Grundrisse (the preparatory manuscripts he wrote a decade prior to the
publication of Capital in 1867) in that Capital provides a historical as well as
a logical derivation of the categories of his analysis. With that caveat in mind,
the following brief passage from the Grundrisse serves to clarify brilliantly the
main conclusions of Marx’s value-form analysis:

[Each commodity’s] value must … have an existence which is qualitat-
ively distinguishable from it, and in actual exchange this separabilitymust
become a real separation, because the natural distinctness of commodit-

30 Ibid.
31 Marx 1977, p. 159.
32 Marx 1977, p. 162.
33 Marx 1977, p. 163.
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ies must come into contradiction with their economic equivalence, and
because both can exist together only if the commodity achieves a double
existence, not only a natural but also a purely economic existence, in
which the latter is a mere symbol, a cipher for a relation of production,
a mere symbol of its own value.34

The historical development/generalisation of commodity production and ex-
change brings with it the full emergence of the money form of value. Indeed,
with the advent of capitalist ‘generalised commodity production’, money be-
comes the singular form of expression of value. This point is made unequi-
vocally clear in Capital: ‘Money as the measure of value is the necessary form
of appearance of the measure of value which is immanent in commodities,
namely labour-time.’35

1.7 Value and Commodity Fetishism
Marx follows up his analysis of the value-form in Capital with his famous (but
often misunderstood) discussion of ‘The Fetishism of the Commodity and Its
Secret’. This section contains at least part of the explanation for Marx’s insist-
ence upon founding his analysis of the capitalist mode of production on a
properly specified ‘labour theory of value’.

It is by no means obvious that commodities contain value in the specific
sense that Marx attaches to this concept. Indeed, the forms of appearance of
value lead us away from the recognition that commodities both reflect and give
expression to definite social production relations existing between commodity
producers. The value-form, in this sense, contributes to a false understanding
of the realities of commodity-producing societies and the social relations exist-
ing within them.

The ‘mysterious’ or ‘enigmatic’ character of the commodity-form of the
product of labour stems fundamentally from the fact that ‘the commodity
reflects the social characteristics of men’s own labour as objective character-
istics of the products of labour themselves, as the socio-natural properties of
these things’.36 Consequently, the commodity-form ‘reflects the social relation
of the producers to the sum total of labour as a social relation between objects,
a relation which exists apart from and outside the producers’. But the question
is then posed: in what sense is the analysis of this ‘reflection’ usefully informed
by the idea of ‘fetishism’?

34 Marx 1973, p. 141.
35 Marx 1977, p. 188.
36 Marx 1977, pp. 164–5.
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Marx notes that fetishism refers to a situation in which ‘the products of
the human brain appear as autonomous figures endowed with a life of their
own, which enter into relations both with each other and with the human
race’. In the ‘misty realm of religion’, such figures are purely illusory products
of the human imagination, their relations both with each other and with
human beings’ wholly fantastic projections. However, in analogising the ‘world
of commodities’ to this mystical religious realm, Marx asserts clearly that
the commodity-form ‘is nothing but the definite social relation between men
themselves which assumes here, for them, the fantastic form of a relation
between things’.37 This can easily bemisinterpreted tomean that it is a ‘fantasy’
to believe that social relations between people are reducible to a relation
between things. But commodity fetishism is not linked to any such ‘belief ’; to
the contrary, it is linked to the denial that a relation between things can express
social relations between people, and that the products of labour ‘relate’ to one
another as they do because they are ‘bearers’ of definite social production rela-
tions.

When Marx refers to the ‘socio-natural properties’ of commodities, he
means to suggest that the commodity-form of the product of labour, as a thing,
renders obscure the distinction between the natural and social aspects of the
commodity product. Indeed, prior to rigorous scientific investigation, the social
and natural characteristics of the commodity are indistinguishable in that they
present an amalgamated face in the natural form of the commodity as a phys-
ical object or effect. Thus, themost salient feature of the fetishism that attaches
to commodities is the denial of the ‘sociality’ of commodities, and not the
denial that social relations are reduced to relations between things under con-
ditions of commodity production and exchange. The social dimension of com-
modities, for those bewitched by this fetishism, appears entirely unrelated to
their conditions of production/reproduction, and seems to spring entirely from
their mutual relations of exchange. As a result of this misperception, the value
of the individual commodity appears to be externally related to its status as a
product of labour – just as the process of exchange appears to be externally
associated with the process of production. The upshot of all this is explained
in the following crucial passage:

Objects of utility become commodities only because they are the prod-
ucts of the labour of private individuals who work independently of each
other.The sum total of the labour of all these private individuals forms the

37 Marx 1977, p. 165.
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aggregate labour of society. Since the producers do not come into social
contact until they exchange the products of their labour, the specific social
characteristics of their private labours appear only within this exchange. In
other words, the labour of the private individual manifests itself as an
element of the total labour of society only through the relations which
the act of exchange establishes between the products, and, through their
mediation, between the producers. To the producers, therefore, the social
relations between their private labour appear aswhat they are, i.e. they do
not appear as direct social relations between persons in their work, but
rather as material [dinglich] relations between persons and social rela-
tions between things.38

Marx’s basic proposition in this passage is that value relations refer to the indir-
ect and hidden relations established between private producers through the
activity of commodity exchange.Within these relations, social production rela-
tions are manifested in fact through commodity exchange relations: ‘private
labours appear … as material [dinglich] relations between persons and social
relations between things’. This appearance is not at all illusory; on the con-
trary, private labours appear here ‘as what they are’. The mediation between
private labours and the aggregate labour of society is provided by the exchange
of privately produced commodities; and consequently, persons do in fact relate
to one another through the mediation afforded by ‘things’.

Still, as commodity producers, persons stand in a relation of formal equality
to one another; their social production relations are predicated on the actuality
of their socially equal status. What’s more, the ‘free’ exchanges characterising
commodity relations are the basis for ‘the products of labour [acquiring] a
socially uniform objectivity as values, which is distinct from their sensuously
varied objectivity as articles of utility’.39 This social uniformity is not a function
of the equality of concrete labours, for concrete labours are only exceptionally
‘equal’, but rather a function of the social equality of producers whose labour
is, at one and the same time, physically/ technically heterogeneous and socially
homogeneous. As Marx insists: ‘Equality in the full sense between different
kinds of labour can be arrived at only if we abstract from their real inequal-
ity, if we reduce them to the characteristic they have in common, that of being
the expenditure of human labour-power, of human labour in the abstract.’ Such

38 Marx 1977, pp. 165–6, emphasis added.
39 Marx 1977, p. 166.



marx’s capital and the early critiques 73

a reduction is inconceivable, however, except where exchanges are conducted
under the normative assumption of the social equality of the private produ-
cers.

The above considerations are necessary presuppositions of the following
well-known passage:

Men do not therefore bring the products of their labour into relationwith
each other as values because they see these objects merely as the mater-
ial integuments of homogeneous human labour. The reverse is true: by
equating their different products to each other in exchange as values,
they equate their different kinds of labour as human labour. They do this
without being aware of it. Value, therefore, does not have its description
branded on its forehead; it rather transforms every product of labour into
a social hieroglyphic.40

According to Marx, then, it is precisely because people equate their products
as values through the act of exchange that they unconsciously equate their
different kinds of labour as well. Exchange, as the social form of commodity
production, gives expression to and conceals the regulative role of labour in
the determination of commodity values. It gives expression to it in the sense
that free exchange is the normative/institutional presupposition of commod-
ity production and valuation; it conceals it by permitting quantitative variance
between a commodity’s intrinsic value and its ultimate exchange-value. Marx
sums up these themes as follows:

The production of commodities must be fully developed before the sci-
entific conviction emerges, from experience itself, that all the different
kinds of private labour (which are carried on independently of eachother,
and yet, as spontaneously developed branches of the social division of
labour, are in a situation of all-round dependence on each other) are
continually being reduced to the quantitative proportions in which soci-
ety requires them … The determination of the magnitude of value by
labour-time is therefore a hidden secret under the apparent movements
in the relative values of commodities. Its discovery destroys the semb-
lance of themerely accidental determination of the value of the products
of labour, but bynomeans abolishes that determination’smaterial form.41

40 Marx 1977, pp. 166–7.
41 Marx 1977, p. 168, emphasis added.
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And further:

The formswhich stampproducts as commodities andwhich are therefore
the preliminary requirements for the circulation of commodities, already
possess the fixed quality of natural forms of social life before man seeks
to give an account, not of their historical character, for in his eyes they are
immutable, but of their content andmeaning. Consequently, it was solely
the analysis of the prices of commodities which led to the determination
of the magnitude of value, and solely the common expression of all com-
modities in money which led to the establishment of their character as
values. It is however precisely this finished form of theworld of commod-
ities – the money form – which conceals the social character of private
labour and the social relations between the individual workers, by mak-
ing those relations appear as relations between material objects, instead
of revealing them plainly.42

This latter passage contains the key to differentiating the classical andMarxian
labour value formulations.Whereas classical political economywas concerned
with the magnitude of labour value as this related to the formation of money
prices,Marxwas concernedwith the ‘content andmeaning’ of ‘the formswhich
stamp products as commodities’. But this content and meaning, pertaining to
‘the social character of private labour and the social relations between the indi-
vidual workers’, is obscured – concealed in fact – by the ‘finished’ money form
of value.Unlike the classical political economists, therefore,Marx does not pro-
ceed directly in his analysis from the magnitude of value as labour-time to the
money-price of commodities. Instead, he explores the reasons behind the suc-
cessive transformations of the value-form, while establishing value theory as
the indispensable basis for disclosing the economic law of motion of the com-
modity economy in aggregate. In the end, however, the relevance of such an
investigation can only be grasped by those who are prepared to see that com-
modity production is but one (perishable and transcendable) socio-historical
form of production and of the social division of labour – in other words, by
those prepared to dispel the mystifying influences of commodity fetishism.
‘The whole mystery of commodities, all the magic and necromancy that sur-
round the products of labour on the basis of commodity production, vanishes
therefore as soon as we come to other forms of production.’43

42 Marx 1977, p. 168.
43 Marx 1977, p. 169.
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Marx elaborates his critique of classical political economyon this basismore
fully at the conclusion of the first chapter of Capital, Volume I:

Political economy has indeed analysed value and its magnitude, however
incompletely, and has uncovered the content concealed within these
forms. But it has never once asked the question why this content has
assumed that particular form, that is to say, why labour is expressed in
value, and why themeasurement of labour by its duration is expressed in
themagnitudeof the valueof theproduct.These formulas,whichbear the
unmistakable stamp of belonging to a social formation in which the pro-
cess of production has mastery over man, instead of the opposite, appear
to the political economists’ bourgeois consciousness to be asmuch a self-
evident and nature-imposed necessity as productive labour itself.44

2 Value, Capital, and Exploitation

In approaching his analysis of capital, onemust bear inmind thatMarx regards
capital as both a form of value and an expression of social production relations
that are specific to the capitalistmode of production. As a formof value, capital
encompasses, as a social production relation, the formal equality of commod-
ity producers andof commodities. As ametamorphosed formof value, however,
capital also encompasses and expresses two other social production relations:
an exploitative relation between capitalists and waged workers, and a compet-
itive relation between many individual capitalists.

By stating that Marx regards capital as encompassing (at least) three social
production relations, we are acknowledging a profound difference between
Marx’s concept of capital and that found in non-Marxian economics. Against
those who defined capital simply as a ‘factor of production’, as a stock of pro-
ducer goods, or as an investable fund of monetary wealth, Marx insisted that
capital is pre-eminently a social relation involved in a continuous process of
reproducingand expanding itself. Twopassages fromCapital serve to clarify this
idea:

Capital is not a thing, it is a social relation of production pertaining to
a particular historical social formation, which simply takes the form of
a thing and gives this thing a specific social character … [Capital] is the

44 Marx 1977, pp. 173–5.



76 chapter 4

means of production monopolised by a particular section of society, the
products and conditions of activity of labour-power, which are rendered
autonomous vis-à-vis this living labour-power and are personified in cap-
ital through this antithesis.45

[In capitalist circulation] value suddenly presents itself as a self-moving
substance which passes through a process of its own, and for which com-
modities andmoney are bothmere forms…Value therefore nowbecomes
value in process, money in process, and, as such, capital.46

Marx’s concept of capital as ‘value in process’ is the culmination of his discus-
sion of the ‘general formula’ for capital, where he considers the transforma-
tion of money into capital. Denoting commodities as C and money as M, Marx
contrasts two possible sets of transactions that can occur within the sphere
of circulation: the sale of commodities followed by the purchase of different
commodities (C-M-C), and the buying of commodities with the aim of realising
an enlarged magnitude of money through sales (M-C-M′). For Marx, M-C-M′ is
the ‘general formula for capital, in the form in which it appears directly in the
sphere of circulation’.47 But this formula appears to contain a contradiction:
How is it possible to purchase commodities and then resell them at a price
permitting an increment on the original money-capital investment? Several
possible explanations present themselves – the presence of trade monopolies,
a non-universalised market, and so on – but each of these appeals to a suspen-
sion of the normal operation of the law of value. To be sure, the law of value
is not inconsistent with the idea of a ‘redistribution’ of value among commod-
ities, such that individual commodities will be sold at prices diverging from
their intrinsic (abstract) labour value; but it is certainly inconsistent with the
idea that value can be created in the act of exchange. ‘Buying cheap and selling
dear’ – thewatchword of merchant capital andmercantilist economics – is pre-
dicated either on unequal exchange between regions and/or countries, or on
the possibility of a real transfer of commodity value from productive to com-
mercial capitals before the sale of these commodities at prices approximating
their value. Assuming equal exchange in the aggregate (that is to say, the con-
servation of value in exchange), it is impossible to see how – through exchange
alone–anet increase in value canbe realised in the formof M′.Yet the existence
of this ‘surplus-value’, which Marx initially defines as the difference between

45 Marx 1981b, pp. 953–4.
46 Marx 1977, p. 256.
47 Marx 1977, p. 257.
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M′ and M, is the only possible value-theoretic explanation for the realisation of
profits, interest, and other readily observable phenomenal forms of augmented
value.

Marx explains the origin of surplus-value in the unique capacity of one par-
ticular commodity to create more value than it embodies or represents. This
commodity is labour power – the ability to labour. The money-price of labour
power is the wage paid to its seller, the worker. But the value of the commod-
ities produced by wageworkers will normally exceed the value of all inputs. In
other words, the value of output commodities exceeds the value of input com-
modities simply because one of the latter, labour power, imparts more value to
output through its activity than it represents as a mere ‘ability’.

The apparent contradiction contained in the formula M-C-M′ is resolved by
establishing that this circuit encompasses aphase of production, withoutwhich
surplus-value could not be created and the circuit could not be successfully
completed.Within this circuit, commodities are boughtwith a viewnot to their
resale at a higher price but to the production of new commodities embodying
a magnitude of value exceeding the original money-capital investment.

The centrality of production to the process of creating surplus-value is illus-
trated in the following, ‘expanded’ representation of the general formula for
capital:

M – C (LP & MP) … P … C′ – M′

In this revised formula, LPdenotes labourpower,MP themeansof production, P
the productive process that transforms input commodities C into output com-
modities embodying greater value C′, and M and M′ money capital as before.
The key point in this expanded version of the circuit of capital is that, through
the purchase of commodities constituting inputs to production,money capital
is transformed into productive capital capable of yielding the commodity cap-
ital C′. The realisation of the value embodied in C′ involves the transformation
of C′ into M′ through the successful sale of the output commodities. Thus, the
circuit of capital embraces two overlapping phases of activity: the circulation
of money and commodity capital, and the process of production, which trans-
forms inputs into new outputs while also imparting to these outputs a quantity
of new value derived from the performance of living labour.

Let’s reconsider the C-M-C circuit, which describes the economic activity
of such independent commodity producers as farmers or fishermen. The law
of value can be seen to be operating here in perfect equilibrium: individual
commodity values and prices coincide perfectly. One commodity (say grain)
is taken to market where it is sold at a price reflecting its intrinsic value (its
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socially necessary labour input). Themoney derived from this sale is then taken
by the producer and used to purchase other commodities (say, clothing or farm
machinery) that represent amagnitude of value equivalent to that of the grain.
Now, consider the possibility that what happens in this circuit also occurs with
the sale of labour power. For thewage-labourer,money earned through the sale
of this ‘unique’ commodity is not capital but simply the means to purchase
commodities needed to reproduce the ‘ability to work’. As far as the worker is
concerned, the circuit ends in consumption, in ‘use’, rather than in an augment-
ation of value (profit).

Yet the circuit C-M-C, in so far as it applies to labour power sold for a wage,
is also a necessary presupposition of the circuit M-C-M′. Unless the commod-
ity labour power is sold for a money-wage that is used to purchase articles
of consumption, it is not possible for money capital to be transformed into
the productive (‘variable’) capital necessary for its self-expansion. This is why
the distinction that Marx makes between labour power (as a commodity) and
labour (as a value-creating activity) is so pivotal to his analysis: it renders intel-
ligible not only the compatibility of C-M-C and M-C-M′ but also the decisive
dependence of the latter upon the former. At the same time, this distinction
makes it possible forMarx to reconcile theoretically two seemingly antithetical
social relations of production that are foundational to capitalism: the normat-
ive equality of commodity producers and commodities, and the actual exploit-
ation of labour by capital.

The commodity labour power has an altogether unique status as an input to
production in that it is neither itself the product of a capitalist production pro-
cess nor a commodity that makes a ‘definite’ or ‘predetermined’ contribution
to the formation of the value of commodities emerging from capitalist produc-
tion. Unlike all other commodity inputs to production, labour power expresses
a social relation of production between owners of means of production and
non-owners. Indeed, this iswhyMarx’s characterisationof capital as ‘themeans
of production monopolised by a particular section of society’ is essential to
his analysis: for it is the class inequality inherent in the monopolisation of the
means of production that makes possible the interpenetration of relations of
exploitation and relations of equal exchange. It is only when we abstract from
production, and focus solely on the sphere of circulation, that the ‘principle
of equality’ among commodity producers appears universal within capitalist
society. The formal equality of the market-place cannot and does not obviate
the social inequality and exploitation inherent in a situation where the means
of production are owned and controlled by a tiny minority while the direct
producers are dispossessed of means of production and compelled, on pain of
starvation, to sell their ability to work to the highest bidder. It is precisely the
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class division between labour and capital that compels workers to sell the com-
modity labour power at a price reflecting its cost of reproduction rather than a
price reflecting the actual contribution of their labour to the ‘new value added’
of the output.

The sale and purchase of labour power occurs entirely within the sphere
of circulation and commodity exchange. The consumption of labour power,
however, occurs within production, where it is put to use by capitalists in the
creation of surplus-value. The ‘equality’ of the sphere of commodity-exchange
is thus superseded by the ‘despotism’ that reigns in the sphere of production;
relations of domination and exploitation displace relations of formal equality.
No part of this analysis involves a ‘logical contradiction’, merely the revelation
of a contradictory reality in which the law of value comes to lend a particular
and historically specific social form to class inequality and to the extraction of
a social surplus product from the direct producers.

In its incarnation as capital, value can be referred to as ‘self-expanding’ or
‘self-valorising’. This is the burden of the idea that capital is value ‘in process’:
capital is an exploitative relation of production operating through value rela-
tions geared toward the reproduction of a fundamental class inequality. In other
words, under capitalism, commodity exchange is the social form not only of
the reproduction of the ‘material content’ of society but also of the exploitat-
ive relationship between a class of appropriators and a class of direct produ-
cers.

Capital, when analysed from the point of view of its relation to wage-labour
in general, is termed the ‘social capital’ by Marx; and it is precisely through
the analysis of this relation that Marx develops the fundamental categories of
his ‘economics’: the constituent categories of value making up the commodity,
and the basic quantitative ratios underlying the capitalist economy’s ‘laws of
motion’.

Let’s begin by considering the total value of the commodity product. In the
process of its immediate production, the commodity receives value from both
‘living’ and ‘dead’ sources: from living labour, on the onehand, and fromvarious
elements of themeans of production, on the other. In furnishing these sources
of value, both of which are required for a physical production process that is
simultaneously a valorisationprocess, capital appears in two forms: as constant
capital (c) and as variable capital (v).Within production, constant capital takes
the form of the means of production (machinery, rawmaterials, fuel, etc.) that
can impart to the new commodity product no more value than these physical
inputs represent. To bemore precise, the elements of constant capital can only
transfer previously existing value to the newly produced commodity; they can-
not create new value.
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Marx attributes the role of creating new value to the variable capital ‘inves-
ted’ in the acquisitionof labour power.The commodity labour power is the only
input toproduction that releases living labour, the sole source of newvalue.The
value newly created by living labour in production accounts for both the value
embodied in the wages received by productive workers and the surplus-value
created by these workers during the ‘unpaid’ portion of their working day.

The total value of the commodity product is represented as P = c + v +
s, where c – the constant capital – represents the value objectified in those
embodiments of ‘dead labour’ that contribute only indirectly to the value-
expansion process (through a transfer of previously existing value effected by
living labour); v – the variable capital – represents the value represented in
the wage bill of productive workers (whose labour power itself assumes the
social formof variable capital within production); and s represents the surplus-
value created through the performance of surplus-labour by productive work-
ers (surplus-labour constituting the difference between the total labour per-
formed in the course of the working day and the necessary labour performed
to create the value represented in workers’ wages).

By dividing the working day into two discrete periods – one during which
the worker creates the value equivalent of the day’s wages and another during
which surplus-value is created – Marx offers a convenient way of considering
the first of his fundamental quantitative ratios: the rate of surplus-value, that is
to say, s/v, the ratio of the two flows of new value created by living productive
labour.

The rate of surplus-value exerts its influence within a capitalist economy
through its impact on the rate of profit, which may be defined as the rate of
valorisation of the total capital ‘advanced’ for the purpose of capitalist pro-
duction, or, more simply and conventionally, as the rate of return on invested
capital. The rate of profit may be represented in a number of ways consistent
with Marx’s analytical purpose (not to mention in ways that are inconsistent
with it), but he himself usually defined it as the ratio of surplus-value to ‘total
capital’ (s/c + v) for purposes of simplified theoretical exposition. This ratio
occupies a central place in his analysis as the decisive regulator of capitalist
accumulation and growth.

For the social capital as a whole, if not for individual capitalist enterprises,
the rate of profit is ‘co-determined’ by the rate of surplus-value and the compos-
ition of the capital applied to production. The composition of capital refers to
the proportions in which ‘living’ and ‘dead’ labour appear in the total process
of production and reproduction, and may be conceptualised and expressed in
several different ways. For the moment, however, it will be represented as the
ratio c/v – the ratio that Marx uses in his discussion of the ‘transformation’
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of commodity values into prices of production. This transformation process is
intimately connected to the third social production relation encompassed by
capital: the competitive relation existing between the many ‘individual capit-
als’ that make up the social capital as a whole.

3 Value, Capitalist Competition, and the General Rate of Profit

In defining capital as an exploitative social relation of production operating
through value relations, I have so far stressed the exploitative aspect of cap-
ital while abstracting from the full implications of saying that capital operates
as value in the sphere of market exchange. But implicit in the notion of value
relations is the existence of many private commodity-producers supplying a
marketplace and seeking a livelihood through the sale of their commodity
products. Not surprisingly, then, Marx states that capital ‘exists and can only
exist as many capitals’ and that consequently ‘competition is nothing other
than the inner nature of capital, its essential character, appearing in and real-
ised as the reciprocal interaction of many capitals with one another, the inner
tendency as external necessity’.48

Individual capitals do not face uniform prospects of an accretion of their
value. Owing to a host of factors, they experience quite different profit mar-
gins and rates of profit. Moreover, capitals that earn less than the average rate
of profit cannot be expected to survive indefinitely; hence, a strong tendency
exists for all capitals to seek out themost favourable possible conditions of val-
orisation. This tendency presupposes that capital is mobile: that it can move
from one sector of the economy to another in search of higher profits. Cap-
ital mobility – which is never ‘perfect’ owing to persistent difficulties in rap-
idly transforming productive and commodity capital into an investablemoney
form – is the mechanism for equalising the myriad rates of profit and for the
(tendential) formation of a general rate of profit. It is precisely the appear-
ance of this general rate of profit that underlies a crucial transformation of the
value-form: the transformation of individual commodity values (understood
as ‘monetised intrinsic values’ or ‘direct prices’ dictated solely by the commod-
ity’s socially necessary labour content) into (tendentially uniform) ‘prices of
production’.

Prices of production are not market prices, so we are not considering the
transformation of value into a final ‘monetised’ exchange-value but into an

48 Marx 1973, p. 414.
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intermediate form. The specificity of this form pertains to the influence of
a single mechanism on the process of price formation: the ‘redistribution’ of
surplus-value effected by the equalisation of profit rates through competition.

In Marx’s theory, individual capitalists do not directly appropriate the sur-
plus-value produced by ‘their own workers’. Rather, the appropriation of sur-
plus-value is conceived as a process of collective class exploitation, while the
distribution of the aggregate (social) surplus-value among different capitals is
seen as the outcome of inter-capitalist competition in the sphere of circulation
and the tendential formation of a general profit rate.

In viewof all this, the equalisation of profit rateswill tend to produce a diver-
gence between the surplus-value ‘represented’ by a particular commodity and
the actual profit that can be realised through its sale. While at the aggregate
level total profit ‘should’ equal total surplus-value, and total value ‘should’ equal
total prices of production, thediffering conditions of productionwillmean that
a divergence between value and price of production will be the norm for indi-
vidual commodities. But what is meant by ‘different conditions of production’
in this connection?

As already discussed, different capitalist firms have varying compositions –
that is, they are heterogeneous with respect to their ratios of dead to living
labour. Although the variable portion of the capital is solely capable of creating
surplus-value, enterprises that invest a relatively greater portion of their cap-
ital in labour power than inmeans of production will not automatically realise
more surplus-value than those that are more ‘capital-intensive’. Instead, a por-
tion of the socially produced aggregate surplus-value will become a constituent
of the production price of a given commodity in the form of profit and in pro-
portion to the capital invested in its production.

Accordingly, the individual capitalist will tend to receive as an increment to
his invested capital not the magnitude of surplus-value produced by his own
workers but the profit that is due in accordance with the general rate of profit
calculated on the capital investment. Hence, Marx’s theoretical formula for the
transformation process: ‘When a capitalist sells his commodities at their price
of production, he recoversmoney in proportion to the value of the capital con-
sumed in their production and secures profit in proportion to his advanced
capital as the aliquot part of the total social capital.’49

Both the adequacy of Marx’s conceptualisation of the transformation pro-
cess and the consistency of the production-price theorywith the ‘labour theory
of value’ have been disputed by a long list of critics, including many other-

49 Marx 1978a, p. 159.
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wise sympathetic to Marx’s theoretical project. In the next two sections, some
‘traditional’ criticisms of Marx’s value theory will be considered, together with
various ‘solutions’ to what is often described as ‘the transformation problem’.

4 Traditional Criticisms and Orthodox Responses

The first phase of the controversy surrounding Marx’s theory of value, charac-
terised principally by a confrontation between neoclassical marginalism and
the ‘orthodox’ understanding of Marx’s Capital prevalent among the classical
Social Democratic theorists of the pre-World War I era, took the form of a
clear-cut, pro-Marx/anti-Marx cleavage.While complete unanimity never exis-
ted among the neoclassical critics of Marx’s value theory, nor among the Social
Democratic guardians of Marxist orthodoxy, the terms of debate between the
two camps were relatively straightforward, as were the class and political alle-
giances of virtually all the participants in the debate. This makes the task of
summarising the first phase of the controversy a relatively simple one.

With the publication of the third volume of Capital in 1894, the floodgates
of debate between Marx’s neoclassical critics and his defenders were fully
opened. To be sure, many criticisms of Marx’s theory of value had already
appeared in the 1870s and 1880s following the publication of the first volume of
Capital; indeed,Marxhadhimself responded tooneof them–AdolphWagner’s
polemic – shortly before his death in 1883. Two circumstances, however, served
to slow the critical response. First, during the quarter of a century between the
publication of the first and third volumes, most professional economists were
attempting to put their own house in order by establishing a solid theoretical
framework that could stand as a credible alternative toMarx’s theories. Second,
the professional economists most concerned with answering Marx’s critique
of political economy had been frustrated by the unavailability of the long-
promised conclusion toMarx’s analysis inCapital III, which, likeCapital II, was
drawn together from Marx’s unfinished manuscripts under the editorship of
Friedrich Engels.

Among the many critiques of Marx that appeared after 1894, Eugen von
Böhm-Bawerk’sKarlMarxand theClose of His System ranks as themost influen-
tial.Most of the criticismsof Marx’s value theory advancedbyLoria,Wicksteed,
Pareto, Croce, Schumpeter, and other representatives of neoclassical econom-
ics and bourgeois sociology find expression there, and, just as importantly, in
a cogent, systematic, and comprehensive fashion. Accordingly, Böhm-Bawerk’s
critique remains a touchstone of the value controversy, as do the responses it
elicited fromMarxist theorists in the early years of the twentieth century.
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OnBöhm-Bawerk’s interpretation,Marx’s law of value ‘states andmust state
… that commodities are exchanged in proportion to the socially necessary
working time incorporated in them’. But in the third volume of Capital, Marx
argues that the price ratios of commodities in exchange are decisively influ-
enced by a phenomenon that is independent of embodied labour-time: the
tendency for theprofit component of price tobedeterminedby the general rate
of profit as calculated on the cost-price of the commodity. According to Böhm-
Bawerk, these twopropositions are logically incompatible. Having exposed this
contradiction inMarx’s theoretical system (as between the accounts of the first
and third volumes of Capital), Böhm-Bawerk then shows that it arises from a
confrontation between a real phenomenon (the general rate of profit and its
palpable influence on commodity price ratios) and Marx’s false theory regard-
ing the determination of commodity prices.

In building his case against Marx, Böhm-Bawerk cites the following passage
from Capital III, which seems to suggest that Marx was well aware of the ‘con-
tradiction’ embedded in his theoretical system:

At a given rate of surplus-value it is only for capitals of the same organic
composition – assuming equal turnover times – that the law holds good,
as a general tendency, that profits stand in direct proportion to the
amount of capital, and that capitals of equal size yield equal profits in
the same period of time. The above argument is true on the same basis
as our whole investigation so far: that commodities are sold at their values.
There is no doubt, however, that in actual fact … no such variation in the
average rate of profit exists between branches of industry, and it could
not exist without abolishing the entire system of capitalist production.
The theory of value thus appears incompatible with the actual phenom-
ena of production, and it might seem that we must abandon all hope of
understanding these phenomena.50

Triumphantly, Böhm-Bawerk concludes: ‘To speak plainly his solution is ob-
tained at the cost of the assumption from which Marx has hitherto started,
that commodities exchange according to their value. This assumptionMarx now
simply drops.’51

What Böhm-Bawerk neglects conveniently to add is that the ‘assumption’
that ‘commodities are sold at their value’ is just that: an assumption that Marx

50 Marx 1981b, p. 252, emphasis added.
51 Böhm-Bawerk 1975, p. 21.
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posits at certain stages of his analysis in order to lay bare specific features of
the capitalist mode of production.What’s more, it is an assumption that is pos-
ited as part of a procedure of theoretical abstraction from certain other features
of capitalism that are in no way regarded by him as incidental to a concrete
theoretical reconstruction of the capitalist totality.52 But what this ‘assump-
tion’ most emphatically is not is a necessary or constitutive postulate of Marx’s
value theory. It is neither a statement of empirical fact nor an explanation for
the formation of market prices, but only a simplification to help reveal that the
creation of surplus-value depends on the exploitation of wage labour in the
process of production.

Why then does Marx speak of an apparent incompatibility between the
‘theory of value’ on the one side and ‘the actual phenomena of production’
on the other? As we have seen, capitalist reality constitutes a contradictory
unity of three social production relations: between private but socially equal
commodity producers, between capitalists and wage-labourers, and between
different competing capitals. The appearance of an incompatibility between
Marx’s labour value formulation and the equalisation of profit rates among
capitals of different composition corresponds to a real contradiction that is a
constitutive element of capitalist social reality. This contradiction has noth-
ing at all to do with any notion that commodities exchange at their value from
one conceptual perspective and that they exchange at their prices of produc-
tion from another: that is to say, nothing to do with a theoretical contradiction,
as Böhm-Bawerk asserts. Rather, this ‘contradiction’ arises from the fact that
Marx’s theorymaintains that living labour is the sole source of new value, even
while also affirming that capital invested in ‘dead labour’ (such as machinery
and buildings) can establish the same rate of profit as capital invested in living
labour.

The real contradiction that gives rise to the apparent incompatibility be-
tween the law that only living labour canproduce surplus-value and the observ-
able tendency toward uniform rates of profit among capitals of varying com-
position is this: within capitalist society, capital simultaneously expresses an
exploitative relation between social classes and an equalitarian relation be-
tween competing individual capitals. The production of surplus-value presents
itself as a process of class exploitation operating through value relations, while

52 This procedure of abstraction, which provisionally suspends certain aspects of concrete
reality in order to bring into clearer focus other aspects, is not entirely unknown to bour-
geois economists, who routinely entertain far more unrealistic assumptions – such as
‘perfect competition’ or ‘equilibrium conditions of growth’ – in the construction of their
own theoretical models.
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the realisation of profits appears as a life-and-death struggle among individual
‘socially equalised’ capitals for their rightful share of total profits – a struggle
that also operates through value relations. By acknowledging the real-life tend-
ency toward a general rate of profit, Marx reveals that the social production
relations of capitalist society inevitably result in a real contradiction between
the valorisation process and the realisation process, a contradiction that is
‘resolved’ in reality through the tendency of capitals of equal magnitude to
realise equal profits, regardless of their compositions. But the fact that this con-
tradiction is resolved in this way does not entail a renunciation on Marx’s part
of the fundamental postulate of his theory of value: that living labour is the sole
source of all new value, including surplus-value.

As for the notion that ‘commodities exchange according to their values’, this
provisional ‘assumption’ can be dropped as soon as the focus of analysis shifts
from the exploitative class relation between capital and labour manifest in
the sphere of production to the competitive relation between individual cap-
itals manifest in the sphere of circulation/realisation. To further underline the
point: the ‘withdrawal’ of the assumption of commodities exchanging accord-
ing to their values in no way entails the abandonment of the ‘value postulate’
shared by the first and third volumes of Capital, namely that, irrespective of
how the exchange ratios of particular commodities are determined, and irre-
spective of how the aggregate surplus-value is ‘shared out’ to individual capitals
in the form of profit (or interest, or rent), the magnitude of surplus-value is
decisively determined by the socially necessary labour-time expended by pro-
ductive workers.

Hilferdingmakes much the same sort of argument in his response to Böhm-
Bawerk: ‘[His] entire train of reasoning is utterly beside the point. Marx is
inquiring about the total value, and his critic complains because he is not
inquiring about the value of the individual commodity.’53 But the idea of ‘total
value’ (linked to total social labour) can only be incomprehensible to an eco-
nomist who reduces the idea of value to an exchange relation between dis-
crete commodities. As Hilferding observes: ‘Böhm-Bawerk overlooks the fact
that value in theMarxist sense is an objective, quantitatively determinedmag-
nitude. He overlooks it because in reality the concept of value as determined
by the marginal utility theory lacks this quantitative definiteness.’54

Böhm-Bawerk’s critique of Marx is not confined to the alleged contradic-
tion between the first and third volumes of Capital. He also wants to expose

53 Hilferding 1975, p. 158.
54 Hilferding 1975, pp. 159–60.
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Marx’s faulty logic in identifying ‘labour’ as the common factor underlying the
exchange-values of different commodities. According to Böhm-Bawerk, ‘Marx
searches for the “common factor” which is the characteristic of exchange-value
in the following way: He passes in review the various properties possessed by
the objects made equal in exchange, and according to themethod of exclusion
separates all those which cannot stand the test, until at last only one prop-
erty remains, that of being the product of labour. This, therefore, must be the
sought-for common property.’55

Böhm-Bawerk’s first substantive point of criticism is that Marx deliberately
excluded goods that are not products of labour from his analysis, defining such
goods as non-commodities. Such ‘gifts of nature’, however, constitute ‘import-
ant objects of property and commerce’, and it would be preposterous to assume
that the prices attaching to these goods are established arbitrarily or by acci-
dent simply because they are devoid of labour content. How then are the prices
of this undeniably important class of economic goods determined? This ques-
tion obliges us to consider non-labour candidates for the designation of ‘com-
mon factor’.

In Böhm-Bawerk’s view, there are several properties shared in common by
all exchangeable goods, products of labour as well as gifts of nature, among
them: scarcity in relation to demand, regulation by the law of supply and
demand, causing expense to their producer, and being subject to apportion-
ment. What each of these properties points to however is the concrete utility
of all exchangeable goods. Thus, for Böhm-Bawerk, a leading exponent of the
marginal utility theory, the ‘common factor’ shared by all exchangeable goods
and accounting for their value in exchange is the circumstance that they all
possess a use.

In response to this argument, Hilferding reminds us first that Marx derives
his concept of value not through a formal-logical process of ‘eliminating’ every-
thing but labour as the substance of value but rather by identifying thematerial
form assumed by social labour in capitalist society: the individual commodity.
The real object of Marx’s investigation is not the precise determinants of price
in a commodity-capitalist economy, but the forms of appearance andmodes of
distribution and apportionment of social labour under conditions of commod-
ity exchange. In Hilferding’s words:

[Marx] starts from labour in its significance as the constitutive element
in human society, as the element whose development determines in the

55 Böhm-Bawerk 1975, p. 69.
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final analysis the development of society … [Capitalist] society has, as
it were, assigned to each of its members the quota of labour necessary
to society; has specified to each individual how much labour he must
expend. And these individuals have forgotten what their quota was, and
rediscover it only in the process of social life. It is therefore because
labour is the social bond uniting an atomised [commodity-producing]
society, and not because labour is the matter most technically relevant,
that labour is the principle of value and that the law of value is endowed
with reality.56

This passage demonstrates, unmistakably I think, that the ‘orthodox Marxism’
of pre-World War One Social Democracy was by no means unaware of what
Diane Elson has called Marx’s ‘value theory of labour’.57 Indeed, for Hilferding,
the value theory of labour constituted the true starting-point, if hardly the sole
content, of Marx’s theory of value.

Hilferding points out that a good becomes a commodity in Marx’s sense
only to the extent that it becomes a ‘bearer of social labour’ and the ‘material
expression’ of a social relationship of production. By the same token, however,
goods that are not products of labour can acquire the ‘character’ of commod-
ities ‘as the expression of derivative relationships of production’.58 The gifts of
nature can have exchange-value, then, to the extent that they are subsumed
under the dominant relations of a commodity-capitalist society. An important
example of this is the changing status of land in history and, specifically, the
process whereby land ‘acquires the characteristics of a commodity as a condi-
tion requisite to the production of commodities’.59

The second aspect of Böhm-Bawerk’s criticism – concerning the status of
labour as the common factor underlying commodity values – is no stronger
than the first. As Ernest Mandel points out: ‘Marx nowhere … declares that
the only property common to commodities is that they are products of human
labour.’60What’s more, Marx has no need to ‘prove’ that labour is such a singu-
lar property of commodities. The significance of Marx’s discussion concerning
labour as the relevant common factor underlying commodity exchange is that it
suggests theneed for ‘a socialpropertywhichmakes it possible toweave a fabric

56 Hilferding 1975, pp. 133–4.
57 Elson 1979.
58 Hilferding 1975, p. 134.
59 Hilferding 1975, p. 135.
60 Mandel 1968 Vol. 2, p. 711.
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of relationships between all these producers’.61 This point reinforces Hilferd-
ing’s crucial observation that Böhm-Bawerk’s catalogue of ‘commonproperties’
shared by all exchangeable goods ‘continually confuses the natural and the
social’62 – the hallmark of economic fetishism.

Böhm-Bawerk’s attempts to logically confute Marx’s labour value formu-
lation are not convincing in themselves, but they acquire a certain power
when they are joined to his attempted demonstration of the superiority of the
marginalist approach to value. His argument on this terrain proceeds as fol-
lows:

Labour and value in use have a qualitative side and a quantitative side.
As the value in use is different qualitatively as table, house, or yarn, so is
labour as carpentry, masonry, or spinning. And just as one can compare
different kinds of labour according to their quantity, so one can compare
values in use of different kinds according to the amount of value in use
… If Marx had chanced to reverse the order of the examination, the same
reasoning which led to the exclusion of value in use would have excluded
labour; and then the reasoning which resulted in the crowning of labour
might have led him to declare the value in use to be the only property left,
and therefore to be the sought-for common property, and value to be ‘the
cellular tissue of value in use’.63

In response, Hilferding makes the point that Böhm-Bawerk proceeds from ‘the
error of attempting from the subjective individual relationship, where-from
subjective estimates of value are properly deducible, to deduce an objective
social measure’. This error follows from a theory of value that starts with the
natural qualities of commodities as use-values and then focuses upon ‘the indi-
vidual relationship between a thing and ahumanbeing instead of starting from
the social relationships of human beings to one another’.64

Geoffrey Kay presses beyond such general methodological points by estab-
lishing that the ‘logical structure’ of Marx’s argument can in no way accom-
modate the simple substitution of the concept of utility for that of labour
as the common property rendering different commodities commensurable in
exchange:

61 Mandel 1968 Vol. 2, p. 712.
62 Hilferding 1975, p. 135.
63 Böhm-Bawerk 1975, pp. 76–7.
64 Hilferding 1975, p. 133.
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To insist with Böhm-Bawerk that use-value is not only the reason for
exchange … but also its basis and its measure, posits among other things
the category of general utility. But as such a category is incapable by its
nature of achieving any form of existence, it is doomed to unreality, and
any theory based upon it must be a contentless abstraction.65

The same sort of argument can be made against the category of ‘abstract
labour’, however, if concrete labour is conceived as its form of appearance:

If we constitute abstract labour as the common property of concrete
labour – the expenditure of muscles, brains, etc. – we are inventing a
mental abstraction and not discovering the real abstraction that Marx
was after … [A]bstract labour defined simply as the common property
of concrete labour is not distinguishable at all. It can no more be distin-
guished from concrete labour than the quality of being amammal can be
distinguished from the feline body of a cat or the canine body of a dog. It
cannot be distinguished quite simply because there is nothing to distin-
guish, because it does not exist.66

In what sense, then, can we speak of abstract labour as existing independ-
ently of the concrete manifestations of human labour? If concrete labour is
not the necessary form of appearance of abstract labour, what is? Kay reminds
us that the answer to these questions is to be found in Marx’s analysis of the
value-form – an analysis that is slighted by Hilferding and entirely ignored by
Böhm-Bawerk. As Kay puts it, ‘in searching for the form of existence of abstract
labour we are merely looking for the value-form … [Money] is the medium
through which concrete labour becomes abstract labour. In a word it is money
that is the form of existence of abstract labour.’67

The failure of Hilferding and many other Marxist theorists of the Second
International, such as Nikolai Bukharin, to highlight Marx’s value-form ana-
lysis in their critiques of marginalist economics both reflected and reinforced
a tendency on their part to underestimate the methodological divide between
Marx and his neoclassical critics. For example, according to Bukharin, ‘the
methodological difference between Karl Marx and Böhm-Bawerk may be
summarised concisely as follows: objectivism-subjectivism, a historical stand-
point – an unhistorical standpoint, the point of view of production – the point

65 Kay 1979, p. 53.
66 Kay 1979, p. 55.
67 Kay 1979, p. 58.
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of view of consumption.’68 Bukharin’s list of contrasts is germane as far as
it goes, but can this really be considered an adequate ‘concise summary’ of
the methodological differences existing between Marx and the marginalists?
It seems doubtful, and our suspicions on this score can only be strengthened
if we recall that the orthodox theory of the Second International attempted,
in numerous ways, to accommodate itself to the prevailing positivism of the
era.69

Bukharin’s critique of Menger’s and Böhm-Bawerk’s ‘methodological atom-
ism’ is certainly instructive and important, as is his larger argument that a sci-
entific analysis of economic phenomena should begin with economic subjects
as these appear as members of a ‘social economic system’ not as isolated indi-
viduals. Yet Bukharin, along with other prominent Social Democratic theorists,
failed to specify the truly distinctive features of Marx’s method. Consequently,
their defence of Marx left many important issues unexamined, many signific-
ant questions unanswered, and many opportunities unexplored for a reinter-
pretationof Marx’s thought inways consistentwith the limitedmethodological
strictures they specified, yet inconsistent with the more demanding, if elusive,
principles of Marx’s own theory of scientific knowledge.

5 The Controversy Surrounding the ‘Transformation Problem’

During the ‘first phase’ of the value controversy, themost significant critique of
Marx’s procedure for transforming commodity values into prices of production
was authored by the Prussian statistician and Ricardian economist Ladislaus
von Bortkiewicz – a critique made largely outside the parameters of debate
between Marxism and neoclassical marginalism. The technical-mathematical
character of Bortkiewicz’s critique anticipated much of the later discussion
surrounding value theory, as this was to unfold among Marxist economists
throughout the twentieth century. Paradoxically perhaps, this Ricardian’s sym-
pathetic criticisms of Marx’s engagement with the ‘transformation problem’
contributed far more to dissension among Marxist economists than did any of
the hostile polemics emanating from the marginalist camp. Indeed, it was pre-
cisely Bortkiewicz’s apparent relative proximity toMarx that made his critique
and alternative ‘solutions’ to the value-price transformation issue a significant
pole of attraction for a number of academically trained Marxists, in particu-

68 Bukharin 1972 [1927], p. 32.
69 Colletti 1972.



92 chapter 4

table 2 Marx’s Transformation Procedure: a Three Capital Model

Branch c v s p′ Value PoP Deviation

I 80 20 20 20% 120 120 0
II 90 10 10 20% 110 120 +10
III 70 30 30 20% 130 120 –10

240 60 60 20% 360 360 0

based on Marx 1981b, p. 264

lar Paul Sweezy, the economist who did the most to popularise Bortkiewicz’s
contributions and legitimise them within Marxist economic discourse.70

For reasons that will soon become clear, it is useful to initially approach
Marx’s transformation procedure as illustrated in his example involving three
capitals (or branches of production) rather than the five-capital model that
Marx describes in greatest depth in chapter 9 of Capital III (‘Formation of a
General Rate of Profit [Average Rate of Profit] and Transformation of the Val-
ues of Commodities into Prices of Production’).

Once again, the individual value of a commodity is calculated as the sumof c
(constant capital expended) + v (variable capital expended) + s (surplus-value
produced), while the commodity’s price of production is calculated as the sum
of cost price (c + v = k) and profit (p), where p is calculated as the product of
k multiplied by the average rate of profit (p′). Marx’s three-branch example is
represented in Table 2.

Marx’s illustration, as reproduced in this table, leads us to conclude that the
phenomenon of profit-rate equalisation between branches of production with
different compositions (c/v ratios) poses no special problem for the two equal-
ities that his theories of value and exploitation jointly posit: the equality of
values and prices of production (in aggregate) and the equality of profits and
surplus-value (in aggregate). Like his earlier five-capital example, therefore,
this three-branch illustration of the transformation process sustains Marx’s
theoretical formula: ‘When a capitalist sells his commodities at their price of
production, he recovers money in proportion to the value of the capital con-
sumed in their production and secures profit in proportion to his advanced
capital as the aliquot part of the total social capital’.71

70 Sweezy 1975, 1968 [1942].
71 Marx 1978, p. 159.



marx’s capital and the early critiques 93

Bortkiewicz’s point of departure is that Marx failed to consider whether his
theoretical formula for the transformation of commodity values into prices
of production could be reconciled with the model of ‘simple reproduction’
of a capitalist economy outlined in the second volume of Capital. Assuming
the existence of three ‘departments of production’ that encompass the total
social capital of a given economy, Bortkiewicz reconstructsMarx’s transforma-
tion scheme in terms of a series of equations positing the conditions of simple
reproduction. The three departments of production are Department I, which
produces means of production (the elements of constant capital), Depart-
ment II, which produces workers’ consumption goods, and Department III,
which produces capitalists’ consumption (‘luxury’) goods. The conditions of
simple reproduction in such a three-department model are represented in the
following system of equations, where the numerical subscripts refer to the
three departments of production, and where it is also assumed that demand
equals supply:
(1) c1 + v1 + s1 = c1 + c2 + c3 = total value, Dept. I
(2) c2 + v2 + s2 = v1 + v2 + v3 = total value, Dept. II
(3) c3 + v3 + s3 = s1 + s2 + s3 = total value, Dept. III
For Bortkiewicz, the challenge is now to transform this ‘value’ expression of the
conditions of simple reproduction into a ‘production price’ expression, while
simultaneously maintaining the equality of the social aggregates at the heart
of Marx’s theory (surplus-value = profit; total value = total production prices)
and conforming to ‘the law of the equal rate of profit’. Marx’s own solution to
this problem is considered unacceptable by Bortkiewicz because ‘it excludes
the constant and variable capitals from the transformation process, whereas
the principle of the equal profit rate … must involve these elements’.72 To ‘cor-
rectly’ transform commodity values into prices of production, the values of the
input commodities c and v need to be transformed along with the magnitude
of surplus-value produced.

This correction seems necessary once Marx’s own mathematical illustra-
tions are replaced by one reflecting the conditions of simple reproduction.
Operationalising Bortkiewicz’s procedure, Sweezy divides a hypothetical capit-
alist economy into three departments of production, each with its own unique
composition of capital. Applying Marx’s transformation procedure to this
model, he finds that a discrepancy arises between the quantity of constant
capital produced in Department I and the total quantity of constant capital
consumed in production by all three departments. A similar discrepancy arises

72 Bortkiewicz 1975, p. 201.
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with respect to the variable capital produced and consumed. Thus, assuming
variance in capital compositions as between departments of production, Marx’s
solution to the transformation problem appears to be flatly inconsistent with
an equilibriummodel of simple reproduction.

The ‘correction’ to Marx’s transformation procedure recommended by Bort-
kiewicz and Sweezy proceeds in two steps. First, as already noted, the general
rate of profit is to be applied to c and v as well as to s. If this is done, and if the
‘unit of account’ of both value and production price is unity (‘1’), then a result is
obtained inwhich a direct correspondence between the output of each depart-
ment (expressed in price terms) and the income of each department (again
in price terms) is achieved. As Sweezy puts it: ‘The output of Department I
equals the constant capital used up; the production of Department II equals
wages paid out; and the output of Department III is sufficient to absorb the
total surplus-value accruing to the capitalists.’73 This procedure also allows for
total value equalling total production prices, and total surplus-value equalling
total profits. (Amathematical example of the procedure is furnished by Sweezy,
but not by Bortkiewicz).

All appears well until the assumption is dropped that the unit of account of
the price and value expressions will be the same. Sweezy’s example of the ‘cor-
rected’ transformationprocedure thenbecomes a ‘special case’. In general, gold,
as the ‘common measure’ of value and price, will not have the same price and
value. That is to say, the price and the value of gold (as the ‘money commod-
ity’) will diverge from one another whenever the capital composition of the
gold industry rises higher or falls below the composition of the social capital as
a whole (the ‘socially average’ capital composition). The consequence will be
that the accountingmeasure of value and production pricewill no longer equal
‘1’ in both the value and price schemes. Thus, the specific capital composition
of the gold industrywill unavoidably affect the entire transformationprocess.74
The upshot is that the Bortkiewicz-Sweezy alternative to Marx’s transforma-
tion procedure restores the conditions of simple reproduction (equilibrium),
allows for the identity of total surplus-value and total profits, but also requires
that total value deviate from total price whenever the capital composition of
the gold industry diverges from the social average.

In assessing the significance of the Bortkiewicz-Sweezy handling of the
transformation process, we need to be clear as to how it differs from Marx’s
own procedure. It should first be noted that Sweezy does not use Marx’s three-

73 Sweezy 1968, p. 120.
74 Sweezy 1968, pp. 121–2.
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capital illustration of the transformation process but constructs his own, quite
different one. The data in Table 2 cannot be reconciled with a model of simple
reproduction even if Bortkiewicz’s method of transforming cost price along
with surplus-value is applied. The reason is straightforward: Marx’s ownmath-
ematical models of the transformation process never assume the conditions of
simple reproduction or a static interdepartmental equilibrium. Marx is solely
concernedwith establishing the effects of variant capital compositions as these
influence individual production prices, not as they affect whole departments
of production. In short,Marx is not concernedwith reconciling his transforma-
tionprocedure, developed inCapital III, with themodel of simple reproduction
elaborated in Capital II. Nor is he concerned with the vicissitudes of the com-
positionof capital in the industry that produces any standard ‘money commod-
ity’ (such as gold), since Marx’s own transformation procedure abstracts from
the specific physical properties of themoney commodity and assumes that the
money expressions of both value andproductionprice are forms of appearance
of socially equalised and socially necessary labour time.

Bortkiewicz and Sweezy, by contrast, begin by assuming simple reproduc-
tion and then proceed to the further assumption that the problem of variant
capital compositions needs to be understood in relation to entire ‘departments
of production’ – although they nowhere provide a theoretical rationale for the
postulate of variant capital compositions as between whole departments.

One possible rejoinder to Bortkiewicz and Sweezy is to suggest that depart-
ments of production will tend to mirror the composition of the social capital
as a whole. Since the assumption of interdepartmental divergence of capital
compositions is essential to Sweezy’s critique of Marx’s transformation proced-
ure, this line of argument is a perfectly relevant one, and the onus is really on
Sweezy and his supporters to establish why unequal compositions as between
departments should be postulated.75

Another line of response to the Bortkiewicz-Sweezy ‘correction’ was formu-
lated by Winternitz, who argues that it is arbitrary to hold the ratio of prices
and values in Department III equal to 1 in order to ensure the equivalence of
gold’s price and value expressions.76 Selecting this as the ‘invariance postulate’
can only lead to the conclusion that values and production priceswill generally
diverge just as soon as the postulate is relaxed. Winternitz argues that a differ-
ent invariance postulate should be selected, one more consistent with Marx’s
basic theoretical assumptions. Accordingly, he recommends the addition of a

75 This point has been pursued by Mage 1963, p. 238.
76 Winternitz 1948, pp. 276–80.
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further equation to the transformation formula, one positing the equality of
aggregate values and aggregate production prices. The result – once ‘cost price’
is transformed in accordance with Bortkiewicz’s method – is a discrepancy
between the magnitude of total profit and the magnitude of surplus-value.

Winternitz’s challenge toBortkiewiczwas of a genus thatwas tobe repeated-
ly attempted by participants in the ‘transformation-problem’ debate. For a con-
siderable period of time, Bortkiewicz’s ‘correction’ of Marx was interrogated
primarily on his own terrain of formalmathematicalmodels, with only his ‘sec-
ondary’ premises receiving the sort of scrutiny that should have met his more
fundamental theoretical assumptions. Consequently, the debate tended to bog
down in arguments concerning the plausibility of assorted invariance postu-
lates and their unique effects on a model that appeared congenitally resistant
to maintaining both of Marx’s aggregate equalities along with the equilibrium
conditions of simple reproduction – all of which only served to underscore
Seton’s observation that ‘there does not seem to be an objective basis for choos-
ing any particular invariance postulate in preference to all the others, and to
that extent the transformation problem may be said to fall short of complete
determinacy’.77

Rather than quarrel over which invariance postulate is most appropriately
plugged into a Bortkiewicz-type model of value-price transformation, it would
seemmore fruitful to question someof thebasic presuppositions of thatmodel:
the need for ‘simultaneous valuation’ of cost price and surplus-value, and the
appropriateness of seeking to establish a theoretical space in which the condi-
tions of simple reproduction (relating to the turnover of the total social capital)
intersect the issue of value-price transformation (which concerns the results of
the interactions of many individual capitals). Since such an examination must
return us to some of the fundamental issues posed by Marx’s theory of value,
and since the transformation problem continues to figure prominently in the
contemporary value controversy, I shall defer further discussion of these points
to the next chapter.

77 Seton 1957, p. 153.
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chapter 5

Currents within the Value Controversy

This chapter provides an overview and critical assessment of the controversy
amongMarxist and neo-Marxist theorists concerning the content, probity and
implications of Marx’s theory of value beyond its ‘first phase’, as reviewed in
the last chapter. As with many other controversies that developed following
the revival of Marxism in the 1960s and 1970s, the ‘second-phase’ of the value
controversy has testified to the willingness of Marxist intellectuals to entertain
a variety of interpretations of Marx’s theoretical legacy and to part company
with himon issues of the utmost importance. Unfortunately it has also testified
to their ability to debate such issues in a fashion that renders them relatively
inaccessible to thenon-specialist. In consideration of this problem, I shall try to
‘interpret’ Marx’s value theory and the ongoing debates surrounding it in such
a way as to highlight what I take to be the key postulates of the capitalist law of
labour value. This will, I hope, contribute not only to a better understanding of
some of the contested issues, but also to a clarification of what is at stake in this
controversy, something which is too rarely discussed by its participants.

The principal idea developed here as well as in the next chapter is that
Marx’s theory of value constitutes the unity of a qualitative treatment of the
value-form (exchange-value/money-price) and a quantitative concernwith the
‘substance of value’. Its conceptual nexus is considered to be ‘abstract labour’ –
a category that bridges the divide between value’s ‘particular’ and ‘universal’
aspects. Key to this interpretation is an extension of the ontological reversals
described by Marx in his discussion of the value-form to include the relation
between abstract labour, understood as a real social structure, and commod-
ities, as sensuously concrete particulars. Such a conceptualisation furnishes a
much-needed ontological andmethodological basis for sustaining the key pos-
tulates of what I call the ‘fundamentalist’ approach to Marxian value theory as
against a ‘neo-orthodox’ approach that strips Marx’s value theory of much of
its ‘operational’ significance. These fundamentalist postulates, I argue, pertain
to the laws of motion of the capitalist economy as a whole, and it is there-
fore a mistake for those who defend them to pursue a theoretical agenda that
tilts Marx’s value theory in the direction of accounting for ‘relative equilibrium
prices’, a project having little to do with disclosing the historical-structural lim-
its of capitalism.
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1 The Second Phase of the Value Controversy

The origins of the second phase of controversy surrounding Marx’s theory of
value, a phase now a half-century old, is easily specified. First, by the 1960s, the
critique of neoclassical economic theory undertaken by the Cambridge School
of Piero Sraffa, Joan Robinson, Nicholas Kaldor et al. had constituted itself as
a major ‘neo-Ricardian’ challenge to some central tenets of marginalism and
was doing much to encourage the rehabilitation of some characteristic con-
cerns of classical and Marxian political economy: in particular, the problem
of the source, measurement and distribution of an economic surplus. Second,
the renewed interest in Marx’s thought resulting from the New Left/student
radicalisation of the 1960s focused increasingly uponMarx’s ‘economics’ as the
world capitalist economy experiencedworsening dislocation andmalaise after
1970 (the collapse of the Bretton Woods monetary agreement, falling rates of
profit in several of the advanced capitalist countries, and the worldwide reces-
sion of 1974–75). Third, interest inMarx’s theory of capitalist crisis was spurred
during the 1970s by the apparent exhaustion of Keynesian macro-economic
policy, which had manifestly failed to anticipate the specific features of the
emerging economic crisis of Western capitalism as popularly encapsulated in
the notion of ‘stagflation’.

These economic, political and intellectual developments provide the socio-
historical backdrop to our discussion. By way of introduction to the latter’s
principal themes, a brief characterisation of each of its main ‘camps’ or ‘cur-
rents’ will help to further specify the context and significance of this second
major phase of debate surrounding Marx’s theory of value.

1.1 Neo-Ricardianism and the Ricardian-Marxist Orthodoxy
The neo-Ricardianism that initially came to the fore in the 1970s encompasses
both a ‘left wing’ that considers itself Marxist in some circumscribed sense
and a right wing that has been primarily concerned with what Latouche aptly
called the ‘reswitching of dominant ideologies’ within the economics profes-
sion.1 Our concern here is strictly with ‘left neo-Ricardianism’, that is, with the
varied attempts of Marxist or neo-Marxist economists to either reconcile Piero
Sraffa’s critique of neoclassicismwithMarxianpolitical economyor to substan-
tially revise the latter in light of the former.

1 Latouche 1976. By the twenty-first century, this more conservative wing of neo-Ricardianism
had substantiallymergedwith post-Keynesian and ‘institutionalist’ schools of thought on the
boundaries of ‘mainstream’ and ‘heterodox’ economics.
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This characterisation of left-wing neo-Ricardianism already suggests a cer-
tain tension within its ambit that should be noted. Neo-Ricardian Marxism
began as an attempt to employ Sraffa’s system to resuscitate a rathermoribund
‘orthodox’ understanding of Marx’s political economy. To Ronald Meek and
Maurice Dobb, two of the stalwarts of this orthodoxy during the darkest days
of the ColdWar, Sraffa’s systemwas in no sense a threat toMarx’s fundamental
ideas. Rather, it was a welcome ally in the project of analysing economic phe-
nomena – in particular, the distribution of net income, inclusive of a ‘surplus’ –
in amanner that takes into account the existence of an antagonistic class struc-
ture. But the fact that both of these eminent Marxist scholars ended their
careers by touting the potential superiority of Sraffa’s framework over Marx’s
attests to more than a weariness in upholding a logically untenable orthodoxy;
it also suggests that both men – in common with many of their ‘orthodox’ col-
leagues – may well have had an essentially Ricardian appreciation of Marx’s
economics all along. Hence, it might legitimately be inferred that one of the
streams leading into modern ‘neo-Ricardian Marxism’ is a certain tradition of
Marxist orthodoxy itself. Indeed, the collapse of this ‘Ricardian-Marxist’ ortho-
doxy was an important formative influence in the development of this school.

If Meek and Dobb emphasised the possibility and fruitfulness of a friendly
encounter between Sraffian and Marxian economics, a younger generation of
radical neo-Ricardians sought to substantially overhaul Marxian political eco-
nomy on the basis of Sraffa’s model. Indeed, it was the Sraffa-based critique of
Marx’s value theory as articulated by Ian Steedman, Geoff Hodgson and others
that came to define the neo-Ricardian position within the contemporary value
controversy – and it is this strain of neo-Ricardianism that will principally con-
cern us.

1.2 Neo-orthodoxy
The second campwithin the value controversy is constituted by what I call the
‘neo-orthodox’ current.2 Far more than the neo-Ricardian Marxists, the neo-
orthodox theorists encompass a substantively heterogeneous range of opinion,
although they are united by a strong emphasis on ‘value-form’ analysis and by
a commitment to specifying the distinctive methodological underpinnings of

2 I have selected this term because what unites this group of Marxian value theorists is their
reassertion of the importance of Marx’s own ‘value-form’ analysis (making them ‘orthodox’
to some degree) while also rejecting or downplayingMarx’s ‘value-magnitude’ analysis (mak-
ing them ‘revisionist’ as well). This combination of orthodoxy and revisionism is captured, if
imperfectly, by the term ‘neo-orthodox’, which, it should be said, is a descriptor that encom-
passes many irreconcilable positions as to what ‘good value-form theory’ involves.
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Marx’s political economy. The general though hardly unanimous disinterest of
the neo-orthodox theorists in the analysis of themagnitude of value, as well as
their understanding of Marx’s project as essentially a critique of political eco-
nomy rather than as a ‘positive’ development of it, invites a characterisation of
neo-orthodoxy as a ‘sociologising’ or ‘philosophising’ current within the value
controversy.3

In part, the neo-orthodox current was and remains a reaction to the col-
lapse of the Ricardian-Marxist orthodoxy and the rise of neo-Ricardianism, in
part a relatively autonomous development owing its origins to an encounter
between the humanist philosophical preoccupations of the early New Left
(Hegel, Lukács,Marcuse, alienation theory, etc.) andMarx’s critique of political
economy in Capital I. The theoretical result of this encounter – a commitment
to the analysis of the value-form and a reassertion of the critique of economic
fetishism as fundamental to Marx’s critical project – has led some to identify
this current with the work of Isaac I. Rubin, even though others regard Rubin’s
general approach as no less consistent with that of the Marxist ‘fundamental-
ists’.

1.3 Fundamentalism
The fundamentalist camp originated as an inchoate and somewhat dispar-
ate current that shares certain positions in common with both the Ricardian-
Marxist orthodoxy and neo-orthodox value theory. Since the term ‘fundament-
alist’ has often been used to refer to all adherents of Marxian economic ‘ortho-
doxy’, I should make clear that I reserve the designation to those who are more
concerned with the overall coherence of Marx’s political economy than with
the ‘letter’ of his analysis. In particular, the fundamentalist project involves a
commitment to reviving interest in Marx’s analysis of the value-form in order
to strengthen his value-magnitude analysis rather than to abandon the latter in
the neo-orthodox fashion. This orientation also distinguishes the fundament-
alists from orthodox Ricardian-Marxists, who have traditionally been almost
exclusively concerned with the magnitude of value and neglectful of its form.
The term ‘fundamentalist’ seemsappropriate in that it indicates a return toboth
aspects of Marx’s fundamental theoretical program: the analysis of the form
and the magnitude of value, as well as a concern with the relationship of each
to the social substance of value: abstract labour.4

3 Perhaps the fullest and best-known expression of this tendency is the work of Postone 1993.
4 It should go without saying that none of this implies a dogmatic stance of the type associated

with religious fundamentalism!
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My goal in what follows is to highlight some of the more distinctive theoret-
ical andmethodological positions of eachof these broad currents of thought by
drawing upon and critically interrogating the work of some of the more prom-
inent participants in the value controversy as this developed between the 1960s
and the 1980s. A shorter section summarising some significant developments
in the controversy in more recent decades will follow this.

2 The Neo-Ricardian Challenge

There are some very substantial reasons for labelling the ostensiblyMarxist fol-
lowers of Piero Sraffa’s economics as ‘neo-Ricardians’ – even though the term
‘post-Sraffians’ would probably do just as well. These reasons have less to do
with the specific positions of Ricardo and the neo-Ricardians as with certain
methodological and theoretical considerations pertaining to a common ‘prob-
lematic’ – one quite distinct fromMarx’s, yet one that has recurrently been sup-
pressed and revived within the boundaries of bourgeois economics: the com-
plex of issues surrounding the distribution of income, conceived at least in part
as a distribution of surplus. Without anticipating too much of what will be dis-
cussed later, it should be observed that such a problematic differs fromMarx’s
in two decisive respects: in its focus on the distribution rather than the pro-
duction of a surplus, and in its disregard of the socio-historical form of surplus
production and economic reproduction in general. These Ricardian features
are verymuch in evidence both in Sraffa’s work and in the neo-RicardianMarx-
ists’ critique of Marx’s value theory. We begin with a consideration of Sraffa’s
project as it relates indirectly to Marx’s.

2.1 Sraffa andMarx
Whatever his followersmight believe about thewider implications of his theor-
etical model, Sraffa apparently had a well-defined and quite limited objective
in mind when he wrote The Production of Commodities byMeans of Commodit-
ies. This objective was not at all to undermine the credibility of Marx’s critical
analysis of capitalism, but to develop an ‘internal’ or ‘immanent’ critique of a
number of marginalist propositions that had long served as pillars of the neo-
classical system, as well as to adumbrate some ideas suggestive of an ‘external’
critique of the latter’s ‘general equilibrium’ analysis.

Sraffa develops his critique on the basis of a series of models that illustrate
how prices of production are constituted. Throughout his analysis he abstracts
from themarginalist problem of demand-side determination of market prices.
His concern is rather with the influence of such distributional variables as the
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wage rate and the rate of profit on commodity prices, as commodities emerge
from a production process in which they appear as the products of other com-
modities – namely, the commodities comprising the physicalmeans of produc-
tion and the wage-bundle.

Sraffa constructs his central economic model by successively considering:
1) a subsistence economy in which the same commodities appear as inputs
and outputs; 2) a surplus-generating economy governed by the principle of the
equalisation of profit rates; 3) an economy in which the wage varies according
to labour’s ‘share of the surplus’; and 4) the economic conditions of existence of
a ‘standard’ or composite commodity that canbeused in the analysis of income
distribution over a given period of time.

The central equation of Sraffa’s ‘standard system’ is

r = R(1-w),

where r is the rate of profit; R, the ratio of net product (Sraffa’s surplus) to the
means of production; and w, the wage per unit of labour (or the wage com-
ponent of national income). After demonstrating that the standard system is
unique, Sraffa employs his equation for a variety of theoretical purposes. The
underlying premise of all of these investigations is that once either of the distri-
butional variables is fixed (that is, either the wage or profit rate), we can then
‘determine’ – meaning, calculate – both prices and the real level of the other
distributional variable. Accordingly, within Sraffa’s system, either thewage rate
or the profit rate can function as the ‘independent variable’ for the system as a
whole.

It would be tangential to our purpose to explore the implications of Sraffa’s
economic model for the critique of marginalist theory. However, it is import-
ant to identify some of theways inwhich the Sraffamodel diverges fromMarx’s
approach to the analysis of capitalism.

First, Sraffa does not define commodities as socio-historically specific mani-
festations of social labour (that is, as the social form of the product of labour
under determinate conditions), but rather as things – as physical inputs or out-
puts of a production process that is regarded entirely from a ‘technical’ point
of view. Accordingly, Sraffa’s conception of commodity production is fetishistic
and physicalist.

Second, intimately related to this fetishism is the divergence betweenMarx’s
and Sraffa’s respective objects of analysis. Marx is concernedwith analysing the
role of social labour in generalised commodity production (that is, with the
capitalist production of commodity-values by means of labour), while Sraffa’s
economic model is given historical specificity only through his assumption of
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the operation of a ‘uniform rate of profit’ – an assumption that necessarily
refers to the operations of a capitalist economy. Yet, in Sraffa’smodel of capital-
ism, a proxy represents labour: the wage goods that enter into the reproduction
process. Clarity on this point is crucial: the problem with Sraffa’s model from
Marx’s standpoint is not that it allows for the complete elimination of living
labour from production (conceived as a physical-technical process of produ-
cing goods), for Marx himself clearly envisaged the possibility of a more-or-
less complete automisation of the material production process. The problem
is that such a possibility is present in a model that involves such phenomena
as profits, wages, prices of production, and equalised rates of profit – that is,
phenomena that presuppose the institutional presence of capitalist relations
of production. From Marx’s standpoint, the presence of such social and prop-
erty relations demands that the production process be approached not only
in respect to its technical or physical aspects, but above all in respect to its
social aspects (that is, production as valorisation and as class exploitation). A
social production systemthat requires the class appropriationof surplus labour
cannot dispensewith labour as an input to production. Yet Sraffa sidesteps this
crucial issue by banishing all considerations of class relations to the sphere of
distribution.

Third, Sraffa’s concept of the ‘surplus’ is a purely physical aggregate, the ori-
gins of which remain unspecified and the magnitude of which is co-extensive
with Marx’s ‘net product’ (the sum of variable capital and surplus-value ex-
pressed in use-values). In a very rough sense, this surplus refers to what is
available for humanconsumption and reinvestment after the consumedmater-
ial inputs have been ‘replaced’. To be sure, Sraffa acknowledges alternativeways
of treating the wage. Indeed, in his simplest model, he treats the wage – or,
more specifically, the bundle of wage goods – as a necessary input (subsistence
for workers), and suggests that the ideal procedure would be to treat a portion
of the wage as subsistence (a necessary input) and a portion as a share of sur-
plus. But in order to entirely abstract from the social or cultural determinants
of subsistence, Sraffa ends up treating the entire wage as a component of the
surplus.

By treating wages as part of the surplus, Sraffa places himself decisively at
odds with Marx. Implicitly, his procedure denies that labour is a ‘necessary’
input to production in an economy based on generalised commodity produc-
tion and geared toward profit-maximisation. The significance of labour and of
labour’s income, the wage, is reduced to its role in limiting capital’s ‘share’ of
the surplus within the realm of distribution. By definition, the role of labour
in creating surplus-value is denied. Again, the problem with this is not that in
all-conceivable production systems or economies living labour is indispens-
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able to the creation of a physical surplus; the problem is that Sraffa’s physical
surplus can be and is expressed in terms of production prices divisible into
profits and wages, and is therefore constitutive of a ‘uniform rate of profit’.
And, once again, this can only mean that Sraffa’s physical surplus partakes
of a capitalist social form. Hence, Sraffa moves directly from a surplus con-
ceived as a physical aggregation to a ‘price-form’ (profits and wages), while
effectively denying the necessary role of social labour in mediating this trans-
formation.

As we shall soon see, the neo-Ricardians regard this direct movement as a
positive advantage of Sraffa’s system. But from Marx’s standpoint, whatever
‘technical’ advantage is gained in thisway ismore thanoffset by the enormously
misleading implications of treating price as a direct and immediate external
form of ‘physical products’ rather than as the money-form of the social labour
that enters into their production. To put the matter bluntly, the assumption
built into Sraffa’s system is that one can speak of prices, profits and wages
without reference to social labour, whereas in Marx’s view these phenomena
could have no existence whatsoever except in an economy founded upon the
class appropriation of monetised surplus labour.

These fetishistic features of Sraffa’s system are, of course, just as consist-
ent with neoclassical notions as they are inconsistent withMarx’s conceptions.
Arguably, Sraffa can be excused for employing them as part of ‘an internal cri-
tique’ of the neoclassical system; but there would seem to be altogether less
justification for regarding his models as a ready-made basis for ‘an internal cri-
tique’ of Marx’s theory. And yet this is precisely the way many neo-Ricardians
have treated it.

Fourth, althoughattemptshavebeenmadeby someneo-Ricardians (notably
Hodgson)5 to develop a theory of exploitation consistent with Sraffa’s system,
the phenomenon of capitalist exploitation really does not belong to a world
in which commodities are produced by ‘things’. It is therefore strictly incorrect
to state that in Sraffa’s system the phenomenon of exploitation belongs to the
sphere of distribution; themost that one can say is that if exploitation occurs in
Sraffa’s system, it can only occur externally to production. This follows from the
fact that living labour is in no sense an essential ingredient of Sraffa’s system
and also from the fact that Marx’s ‘labour power’ is not among the commod-
ities that appear as means of producing other commodities. Accordingly, the
production of the surplus is in no way conceived as a result of class exploita-
tion.

5 Hodgson 1980, 1981.
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Fifth, for Sraffa, a surplus-generating economic system is one experiencing
what Marx would have called ‘expanded reproduction’. But for Marx the exist-
ence of a surplusmust be understood in social as well as physical terms. Expan-
ded reproduction can occur with or without exploitation; but, under capit-
alism, a surplus product can only result from the coercive extraction of sur-
plus labour within the sphere of production. Furthermore, the appropriation
of surplus-labour under capitalism must take the form of the appropriation
of surplus-value as realised money profit. None of this is captured in Sraffa’s
system, but neither does it become ‘redundant’ or ‘inessential’ on this account
either.

In light of these divergences betweenMarx and Sraffa, it is quite remarkable
that the once orthodoxMarxist economist RonaldMeek could have concluded
a discussion of Sraffa in the following way:

[O]ur Sraffa-type sequence of models does essentially the same set of jobs
which the Marxian labour theory was designed to do; it starts, as Marx’s
system did, with a ‘prior concrete magnitude’ which limits the level of
class incomes; it is based on the same view about the order and direction
of determination of the variables as Marx’s was; it is just as well suited
to the application of a ‘logical-historical’ method of approach; and it has
the great additional advantage that it contains a built-in solution of the
‘transformation problem’.6

The notion that Sraffa’s system contains ‘a built-in solution’ to the so-called
transformation problem certainly explains much of its appeal to many Marx-
ists who had grown exasperated with this issue. However, it should be clearly
understood that Sraffa suggests no ‘solution’ other than demonstrating that
value and surplus-value can be ignored, or treated as ‘redundant’, in the deriv-
ation of prices of production and profits from ‘physical data’.

2.2 Ian Steedman’s ‘Sraffa-based’ Critique of Marx
The starting-point of Steedman’s study is the traditional one: the ‘transform-
ation problem’. His handling of this issue is, however, far from traditional.
After reaffirming the standard Bortkiewiczian criticism of Marx’s transform-
ation procedure (namely, that Marx failed to transform the prices of inputs),
Steedman presses a somewhat different criticism: that Marx’s ‘solution’ ‘is
internally incoherent, even when input prices are transformed’.7 This assertion

6 Meek n.d. [1956], p. xlii.
7 Steedman 1981, p. 35.
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rests upon what is a central proposition of his critique, namely that Marx’s
value magnitudes are ‘redundant’, as well as ‘irrelevant’ to the degree that they
deviate from their price correlatives.

Steedman correctly argues that inMarx’s own theory the value rate of profit
and the money rate of profit must diverge once prices diverge from values.
But if this is so, the question then becomes, which of these ‘distinct’ rates
of profit is the ‘relevant’ one? It is no good to say that they have relevance
at ‘different levels’. By Steedman’s lights, only the money rate of profit can
affect the concrete micro-economic decisions of real capitalists, and there-
fore only the money rate will influence capital mobility, evince a tendency
to equalise, and constitute a uniform rate of profit. Consequently, it is the
uniform money rate of profit that is the significant rate of profit for capital-
ism.

Steedman’s argument requires response at two levels. First, while he accepts
the notion that ‘an abstraction’ (the uniform rate of profit) can have a real bear-
ing on the business decisions of capitalists, he is insistent that only the uniform
money rate will exercise this influence. But a problem presents itself here: cap-
italists do not calculate a money rate of profit on a ‘uniform’ basis. The uniform
rate of profit is only a tendential phenomenon that exerts its influence, not as a
calculable guide to wise micro-economic investment decisions, but as a limit-
ing factor – a ‘parametric determinant’ – on the amount of profit a given capital
can earn. Second, it can be shown that Steedman’s understanding of the rela-
tionship between the value andmoney rates of profit is problematic. Steedman
specifies this relationship in a way that owes much more to Ricardo than it
does toMarx, since it is predicated on a rather crude understanding of value as
embodied physical labour.

The real core of Steedman’s book, however, is not his revelation of the
supposed inconsistency or incoherence of Marx’s value-price transformation.
Rather, it is his argument that Marx’s value magnitude analysis is redundant
to the Sraffian method of deriving price phenomena from physical factors and
that it cannot meet the challenge posed by the problem of ‘joint production’ –
a problem that Sraffa exploited to much effect in his critique of neoclassical
capital theory.

It is unnecessary to reproduce Steedman’s ownmodel in detail here. Suffice
it to say that his Sraffa-like ‘physical’ depiction of a simple capitalist economy
is rendered in terms of ‘units’ of labour and of raw materials like iron, gold,
and corn, and that this physical data is the basis for specifying the same eco-
nomy in terms of value (by which Steedman means the ‘socially necessary
labour’ directly and indirectly consumed in production). The upshot is that
‘from knowledge of the physical conditions of production and the real wage,
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figure 1 Steedman’s illustration of the ‘redundancy’ of values

one can determine values, the value of labour power and surplus-value’, as well
as such quantitative relationships as the rate of surplus-value.8

Steedman’s argument may be summarised as follows. The physical data of
an economy determines both the value magnitudes of Marx’s analysis and
the price magnitudes that find phenomenal expression. But since value mag-
nitudes are generally inconsistentwith pricemagnitudes (as the debate around
the transformation problem has putatively established), calculation in value
terms is redundant and irrelevant. One does not need to specify economic phe-
nomena in value terms in order to derive (calculate) prices and profits. This is
illustrated by Figure 1, which Steedman comments on as follows:

The solid arrow labeled (a) shows that from the physical data all the value
quantities can be explained … Arrow (b) shows that from the same data
one can explain profits and prices, etc. … The dashed and ‘blocked off ’
arrow (c) represents the fact that one cannot, in general, explain profits
and prices from value quantities as set out in the usual value schema, that
S/(C+V) is not the rate of profit, etc. We thus have to picture our theoret-
ical structure as having a ‘fork-like’ character, with a ‘value prong’, arrow
(a), and a ‘profit-price prong’, arrow (b). There is, in general, no way from
one prong to the other.9

Although Steedman provides no corresponding figure to illustrate what he
understands to be Marx’s ‘theoretical structure’, it seems likely that Figure 2
captures the essence of Marx’s model of price and profit determination from
Steedman’s point of view. At this point we need only note that much of the
cogency of Steedman’s charge of ‘redundancy’ depends on the adequacy of the
account of Marx’s theory represented by this figure.

8 Steedman 1981, pp. 41–2.
9 Steedman 1981, p. 49.
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figure 2 An illustration of Steedman’s account of Marx’s theory

The fundamentals of Steedman’s critique are set out above, and all refine-
ments to it rest upon a common set of theoretical assumptions. This is import-
ant because, as Steedmanhimself insists, if onewishes to contestwhat is essen-
tially an ‘argument in logic’, onemust do so ‘either by finding a logical flaw in the
argument or by rejecting explicitly and coherently one or more of the assump-
tions upon which it is based’.10

The second pillar of Steedman’s critique of Marx concerns the compatibil-
ity of Marx’s theory of value with the ‘real-world’ problem of ‘joint production’.
Steedman tries to show that in caseswhere someproductionprocesses result in
joint products (for instance, mutton and wool), commodity values, calculated
as quantities of embodied labour-time, may well be indeterminate. Further, he
suggests that when values are determinable such cases can give rise to situ-
ations in which negative values and negative surplus-value appear alongside
positive prices and a positive rate of profit. Both of these claims, particularly
the latter one, appear to strike a fatal blow to the analytic integrity of a labour
value theory of price and profit determination.

Later in the chapter, Steedman’s argument will be considered again in con-
nection with the responses it has provoked.

2.3 The Neo-Ricardian Challenge toMarx in Perspective
Many years have now passed since the publication of Steedman’s Marx After
Sraffa. Contrary to the expectation of many of its enthusiasts, however, this
work failed in its stated purposes – to end the debate surrounding Marx’s
value-magnitude analysis, and to redirect the energies of Marxists to the con-
struction of a new materialist political economy on a post-Sraffian basis. It
did, however, mark the culmination of a particular stage of the value contro-
versy by clearly establishing the full implications of adopting Sraffa’s ‘physical
magnitudes’ approach. There was henceforth no longer a question of ‘recon-
ciling’ Sraffa and Marx, or of ‘reading’ Sraffa as ‘complementary’ to Marx; the
question became one of choosing between them. Whether or not Steedman’s
critique of Marx holds up, it was his lasting achievement to have sharpened the

10 Steedman 1981, p. 49.
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lines of demarcation within the value controversy and forced its participants
to more rigorously clarify their positions.

While Steedman’s critique had a patina of originality, it was largely an ex-
tremely able and concise rehearsal of old complaints about Marx’s treatment
of a number issues – the value-price transformation, the reduction of hetero-
geneous to simple labour, etc. – as seen through the eyes of a follower of Sraffa.
Despite his avowal that he was aware of the ‘qualitative’ or ‘value-form’ aspects
of Marx’s theory, Steedman never allowed his appreciation of them to influ-
ence – he might say ‘confuse’ – his portrayal of Marx’s analysis in its quantit-
ative dimensions. His Marx is theoretically and methodologically very close to
Ricardo, a Marx whose analysis in the third volume of Capital appears to be, at
best, unrelated to his analysis in the first.

This raises an important consideration pertaining to the ‘periodisation’ of
the controversy. Up to themid-1970s, students of Marx’sCapital tended to focus
their attention on either the ‘value-form’ analysis of Capital I or the ‘value-
magnitude’ analysis of Capital III. Neo-Ricardians like Steedman, Hodgson,
Lippi and others tended to engage a range of issues in Marxist political eco-
nomy as these had been represented by the Ricardian-Marxist orthodoxy. And
what the orthodox tradition had in common with neo-Ricardianism was a
marked preoccupation with value-magnitude analysis, conceived in ‘physical-
ist’ terms: that is, with themathematical quantification andmodeling of Marx’s
value categories with a view to addressing a number of narrowly-conceived
‘economic’ problems thatmainstreameconomistswould recognise as germane
to their ‘positive’ analytical agenda. Most of the Marxist economists who dis-
tanced themselves from the old orthodoxy and neo-Ricardianism were other-
wise occupied – primarily with the qualitative (philosophical and sociological)
aspects of Marx’s theory as contained in the value-form analyses of Capital I.

Between these two currents of ‘Marxian political economy’ there was little
real communication. As Ben Fine aptly observed: ‘each strand subscribed to
a different method, each addressed a different problem, making little if any
contribution to that of the other side, and each engaged on textual terrains
that were not only distinct but which were also separated by the vast major-
ity of both Volumes I and II of Capital. At the same time, the situation was
described as a dialogue of the deaf (even if it was hardly a dialogue of the
dumb)’.11 This general configuration of theoretical interests and analytical par-
tisanship appeared to shift with the successive contributions of Yaffe (in 1975),
Gerstein (in 1976) and Shaikh (in 1977) to the discussion of the value-price

11 Fine 1986, p. 7.
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transformation. For, despite their differences, each of these was characterised
by an attempt to engage the value-magnitude issues on the ground of a ‘truer’
appreciation of Marx’s concept of value than that recapitulated in Steedman’s
notion of value as ‘embodied socially-necessary labour time’.

3 Neo-orthodoxy and the Rediscovery of the Value-Form

Although it emerged partly in reaction to the post-Sraffian critique of Marx,
the neo-orthodox current has also been committed to transcending the ‘Ricar-
dian’ reading of Marx popularised by such prominent Marxist economists as
Dobb, Meek and Sweezy. From its earliest formative days, most of its adher-
ents have taken a quite consistent stand with respect to what has traditionally
been the central issue of the value controversy: Marx’s value-price transform-
ation. In general, the neo-orthodox tack on this matter has been to (a) deny
that this is a ‘real problem’ for Marx’s overall theoretical structure, once this
is properly understood, and (b) affirm the ‘correctness’ of Ricardian or neo-
Ricardian criticisms of the orthodox understanding of Marx’s handling of the
transformation of values into prices of production. Thus, Ira Gerstein, in a
seminal neo-orthodox article originally published in 1976, concedes that ‘the
point made by Bortkiewicz [concerning the transformation of inputs] is valid
(although his conclusions from it are not) and must be confronted’,12 while
Diane Elson, writing in a later stage of the controversy, allows that ‘[t]here is no
doubt that within its own terms [Steedman’s] critique of the theory of value,
as an explanation of equilibrium prices in terms of labour quantities, is quite
correct’.13

Concessions of this sort may seem an odd way to defend Marx’s theory
of value, but they need to be understood as one aspect of the neo-orthodox
attempt to redefine the central issue of the value controversy. In this respect,
the neo-orthodox project has been to challenge the notion that Marx sub-
scribed to a Ricardo-style theory of value as embodied labour and to show that
Marx’s concept of abstract labour is actually inconsistent with any such theory.
From this standpoint, the traditional debates surrounding the ‘transformation
problem’ can then be dismissed as substantially irrelevant to any development
withinMarx’s theory of value and as germane only to those trapped within the
(mistaken) framework of an embodied-labour theory of value.

12 Gerstein 1986, p. 72.
13 Elson 1979, p. 121.
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Themost distinctive features of the neo-orthodox approach to the theory of
valuemay be disclosed by examining three interconnected sets of questions: its
critiqueof the old (Ricardian-Marxist) orthodoxy; its contrapositionof abstract
to embodied labour; and its response to neo-Ricardianism.

3.1 Critique of the Old Orthodoxy
The years 1972–73 marked something of a turning point for the modern value
controversy. They saw the publication in English of Rubin’s Essays on Marx’s
Theory of Value for the first time, as well as the appearance of Geoffrey Pilling’s
path-breaking article on ‘The Law of Value in Ricardo and Marx’. As already
noted, Rubin’s work constituted an early attempt to specify the relationship
between Marx’s theory of value and the fundamental principles of historical
materialism. Pilling’s aim was similar, if more narrowly focused: to clearly dis-
tinguish Marx’s and Ricardo’s respective problematics while demonstrating
that many influential Marxist economists had developed an unacknowledged
Ricardian appreciation of Marx’s work. Maurice Dobb was a case in point.
According to Pilling, Dobb’s view that ‘Marxism is superior in an “operational”
sense in that “labour” provides … a constant to which all the other entities
in his model can be reduced’ betrayed an elementary misunderstanding. Not
only was Marx’s method inconsistent with the notion of ‘model-building’, it
was not reductionist in the way suggested by Dobb: ‘The task of Marx’s cri-
tique of political economywas not onewhich involved him finding a “constant”
in terms of which everything could be quantified but of establishing the laws
of mediation through which the “essence” of phenomena manifested itself as
“appearance” ’.14

Ricardo had regarded labour as a ‘numeraire’ for the measurement of social
wealth (including the value of individual commodities); but, argues Pilling,
Marx’s theory of value was guided by a quite different method and purpose:

All Ricardo’s weaknesses reflect [an] empiricism and resolve themselves
into this: that while he starts correctly from the law of value he attempts
immediately to deal with all the phenomena which conflict with this law
…What is lacking in [Ricardo’s] Principles is any treatment of the process
of mediation by which the ‘forms of appearance’ in bourgeois society are
connected to the source of their origin, the law of value.15

14 Pilling 1986, p. 21.
15 Pilling 1986, pp. 30–1.
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This ‘process of mediation’, in Marx’s view, served both to express and ob-
scure the relationship between commodity-producing labour and the price
structure constituting the immediate regulating mechanism of economic re-
production.

Gerstein further solidified a distinctive themeof the emerging neo-orthodox
approach by noting that the old orthodoxy had tended to identify the value of
a commodity with the concrete labour producing the commodity, thereby fail-
ing to grasp the real significance of Marx’s concept of ‘abstract labour’. While
‘vulgarMarxists’ entertainedRicardian preoccupations,Marx himself regarded
the value-creating aspect of labour as abstract and ‘emphasises that [abstract
labour] has a purely social reality’.16 This points directly to a contrast with
Ricardo’s ‘labour theory of price’: ‘The reason that Marx’s theory of value is not
a theory of price is that there is no way to reduce observable concrete labour to
social abstract labour in advance, outside of the market which actually effects
the reduction’.17 As for themeasurementof value, this cannot bedoneby analys-
ing the immediate conditions of production, that is, through a direct reckoning
of units of socially necessary labour time. Abstract labour, as the substance of
value, ‘can be “measured” only when it takes the independent form of money,
a form that poses it against the bodily form of the commodity in which it is
embodied.’18

Gerstein’s emphasis on the money-form as the only possible measure of
abstract labour and value is a recurring theme of the neo-orthodox current –
but his reference to the abstract labour ‘embodied’ in commodities is not. Gen-
erally, neo-orthodox theorists have argued that the concept of abstract labour
should be regarded as wholly incompatible with any ‘embodied-labour’ theory
of value.

3.2 Abstract Labour versus Embodied Labour
The starting point of the neo-orthodox attempt to contrapose ‘abstract labour’
and ‘embodied labour’ is a critical re-examination of Marx’s own handling of
the idea of ‘value-creating labour’. Neo-orthodox theorists perceive at best an
equivocation and at worst a contradiction in Marx’s argument. Much of the
problem hinges on the following passage from Capital I: ‘On the one hand, all
labour is an expenditure of human labour power, in the physiological sense,
and it is in this quality of being equal, or abstract, human labour that it forms
the value of commodities. On the other hand, all labour is an expenditure of

16 Gerstein 1986, p. 51.
17 Gerstein 1986, p. 52.
18 Gerstein 1986, p. 53.
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human labour power in a particular form and with a definite aim, and it is in
this quality of being concrete useful labour that it produces use-values.’19 Else-
where in his discussion of the dual character of commodity-producing labour,
Marx refers to concrete or ‘useful’ labours as ‘qualitatively different productive
activities’ that share the quality of being ‘a productive expenditure of human
brains, muscles, nerves, hands, etc.’, thereby implying that this is what is meant
by ‘human labour in general’.20

Such a ‘physiological’ conception of abstract labour appears, however, to be
at odds with Marx’s insistence (at the beginning of his discussion of the value-
form) that ‘not an atom of matter enters into the objectivity of commodities as
values’.21 Indeed, Marx goes on to assert that ‘commodities possess an object-
ive character as values only in so far as they are all expressions of an identical
social substance, human labour, that their objective character as values is there-
fore purely social’.22

It is important to note that neo-orthodox theorists have tended to associate a
‘physiological expenditure of human labour’ exclusivelywith ‘concrete labour’.
In their view, the actual expenditure of labour on a commodity can only bear
on that commodity’s concrete characteristics as a use-value. In contradistinc-
tion, abstract labour is creative of ‘social values’, but not of physical use-values.
Accordingly, concrete labour can find ‘embodiment’ within a commoditywhile
abstract labour cannot. One may speak of ‘embodied concrete labour’ but not
of ‘embodied abstract labour’.

The essential problem with any notion of embodied abstract labour has
been well-stated by the fundamentalist theorist Anwar Shaikh: ‘It is clear in
Marx … that it is not the historical cost of a commodity in labour time, but
rather its current cost of reproduction, which determines the magnitude of a
commodity’s Value. As such, it is not a question of the labour-time “embod-
ied” in a commodity but of the social cost which the current production of
the commodity entails’.23 For this reason Shaikh prefers to use the expression
‘abstract labour represented’ rather than Marx’s ‘abstract labour embodied’ –
even though Marx makes it sufficiently clear that the term ‘embodied’ should
not be taken literally. Does all this boil down then to an arid terminological
dispute? The answer is probably yes – even though both neo-orthodox and
fundamentalist theorists are right to insist that Marx’s notion of ‘embodied

19 Marx 1977, p. 137.
20 Marx 1977, pp. 134–5.
21 Marx 1977, p. 138.
22 Marx 1977, pp. 138–9, emphasis added.
23 Shaikh 1977, p. 113.
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abstract labour’ is theoretically imprecise andpotentiallymisleading.However,
when Shaikh refers to the ‘abstract labour time’ required for the production
of a given output, he sides with Marx on a substantive theoretical point that
appears to perplex many neo-orthodox theorists: the idea that value is created
entirely within the sphere of production through the expenditure of labour
that, under conditions of commodity production, is both abstract and con-
crete.

In this regard, the influential neo-orthodox argument of Himmelweit and
Mohun is worth considering:

The process of the theoretical discovery of abstract labour is not merely
a process of mental generalisation, but has a real existence in the reality
of the exchange process. The equalisation of products of labour on the
market occurs every day, standardised by money, the universal equival-
ent of value. Since individuals alienate their products as commodities in
exchange, so too do they alienate the labour producing those commodit-
ies. Abstract labour is a real activity, a social reality, whereby individuals
alienate their labour-power from themselves.24

Several points in this passage deserve highlighting. First, Himmelweit and
Mohun emphasise that ‘abstract labour’ refers to a real activity inserted within
a specific socio-historical dimension – an activity pertaining to production
for exchange. Second, and more problematically, the real activity to which
abstract labour refers does not appear as an activity grounded in production,
but appears to involvemarket exchange at least asmuchas it involves the actual
production of commodities. The ‘real abstraction’ underlying abstract labour is
identifiedwith the activities of individuals in alienating ‘their products as com-
modities in exchange’. Accordingly, ‘abstract labour’ has a purely ‘social’ exist-
ence. It is not conceived as an aspect of productive labour – the other aspect
being its concreteness. Instead, it is conceived as a ‘social reality’ springing from
the act of commodity exchange – or, at the very least, from the ‘interaction’ of
production and exchange.

Himmelweit andMohun are certainly correct to suggest thatMarx’s concept
of abstract labour is a real abstraction, while the Ricardian notion of commen-
surable embodied concrete labour is an ‘anomalous assumption’. However, by
following Rubin in identifying a ‘physiological expenditure of labour’ entirely
with the concrete aspect of labour, they effectively sever the concept of abstract

24 Himmelweit and Mohun 1981, p. 235.
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labour from its general basis in the production of commodities. Once this is
done, there is a strong tendency to associate concrete labourwith the (physical)
production process and abstract labour with the (social) exchange process.
Since abstract labour is conceived as both the creator and the substance of
value, such reasoning can only attenuate the proposition basic toMarx’s theory
that value is created by living labour in production.

One does not need to deny that values are ‘purely social’ or that ‘not an
atom of matter enters into the objectivity of commodities as values’ in order
to affirm that a ‘physiological’ expenditure of human labour is value-creating
provided that this expenditure is subject to a process of real abstraction, occur-
ring in production even though framed and conditioned by exchange. It is pre-
cisely because exchange effects a process of ‘equalisation of products of labour
on the market’ (that is, involves a real abstraction) that production oriented
toward exchange must take account of the fact that ‘physiological labour’ is
both utility-shaping and value-creating – that is, both concrete and abstract
at one and the same time. To deny this is to invite De Vroey’s peculiar thesis
that value is created ‘not in production but at the articulation of production
and circulation’25 – a notion replete with circular reasoning and requiring the
most robust of mental gymnastics to entertain.

3.3 The Transformation Problem and the Response to the
Neo-Ricardians

Himmelweit and Mohun’s conception of abstract labour represents just one
possible directionof a value-formanalysis: one that sublates the problemof the
‘magnitude of value’ by exaltingmoney as the only possiblemeasure of abstract
labour. No doubt, the appeal of this approach is amplified by the apparent ease
with which its exponents are able to stave off the neo-Ricardian assault on
Marx’s labour value formulation. In thisway, the ‘value-form analysis’ – orwhat
Elson calls the ‘value theory of labour’ – becomes a refuge from the formid-
able theoretical challenge of articulating the qualitative and the quantitative
aspects of Marx’s value theory.

The problem with this approach is that if one accepts that ‘abstract associ-
ated labour has no substantial existence apart from the value form, money’,26
then commodity values appear to be severed entirely from any determination
in the conditions of their production, and the way is paved for an effective
identification of value and price. This result draws the neo-orthodox theorist as

25 De Vroey 1981, p. 173.
26 Eldred 1984, p. 136.
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close to neo-classicism as the embodied-labour concept draws the old ortho-
doxy to Ricardianism and neo-Ricardianism. The ultimate ‘banality’ of a ‘value
theory of labour’ that denies the exclusive role of productive labour in the cre-
ation of values (conceived as distinct from and regulative of production and
market prices) is well stated by Gleicher: ‘When stripped of its Hegelian garb,
the [value theory of labour] reduces to the assertion … that the allocation of
labour between industries is determined in the context of generalised com-
modity circulationby the formation of market prices. As such, however, neither
the Sraffian, classical Marxist or for that matter neo-classical theorists would
deny the validity of this assertion.’27

In Gleicher’s view, the valid insights of the ‘value-form analysis’ or of a ‘value
theory of labour’ can be put to good use only if they are presented in a fash-
ion consistent with Marx’s ‘labour theory of value’. Yet it is just this theory that
many neo-orthodox theorists abandon in their haste to avoid a confrontation
with the neo-Ricardians on the traditional terrain of the value-magnitude ana-
lysis.

Let’s examine in turn the responses given by the neo-orthodox school to the
‘transformation problem’ and the Steedman critique of Marx.

Gerstein approaches the transformation problem as follows: ‘The theory of
valuebelongs to the level of production, considered in abstraction, and the gen-
eral rate of profit to the level of the complex unity of production and circula-
tion. The question then is not how to reconcile the two sides of a contradiction,
but how to move or “transform” from one level of analysis to another.’28 And
further: ‘The transformation from Volume I to Volume III is not a transforma-
tion from value to price, but from value and price considered purely from the
point of view of production to value and price as modified by circulation and
capitalist competition.’29

Gerstein’s notion that not only the forms of value but values themselves are
‘modified’ by circulation and competition should be especially noted since it
anticipates the indeterminacy of the neo-orthodox school’s treatment of the
source of value. However, Gerstein also addresses the traditional debates sur-
rounding the transformationproblem on thebasisof the form-analytic insights.
In otherwords, hewrestleswith the transformationproblemand seeks to ‘solve’
it in away consistentwith ‘forms-analysis’ –while also providing himself with an
escape route from the value-magnitude analysis. Appearing after the publica-
tion of Steedman’s MarxAfter Sraffa, the approach of Himmelweit andMohun

27 Gleicher 1985, p. 152.
28 Gerstein 1986, p. 67.
29 Gerstein 1986, p. 68.
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is less equivocal. They identify the central problem in Marx’s ‘solution to the
transformation problem’ in his notion of surplus-value redistribution:

Surplus-value is not redistributed between capitals so as to equalise the
rate of profit, because there is no state from which this redistribution
occurs. At no stage in the circuit of capital is surplus-value attributed to
capitals in proportion to the labour-power they consume. A parable of
the sale of the commodity leading to redistribution until each capital’s
share of surplus-value is proportional to the total capital advanced is as
misleading as parables of redistribution through history. Redistribution
is meaningful only if one can specify a state from which it occurs and a
state prevailing after the redistribution.30

Once the notion of surplus-value redistribution is dropped, the traditional
frame of reference for discussion of the transformation problem is itself trans-
formed. No longer is there a question of developing a mathematical model
that assumes a process of redistribution (as all the traditional ‘solutions’ and
‘corrections’ do); rather the question becomes one of recognising the real con-
tradictions of capitalism and giving them a theoretical reflection: ‘The trans-
formation “problem” is therefore a necessary result of the contradictory nature
of capitalist production relations: it is a contradiction in reality, and not at all
a problemwithMarx’s theory, which simply conceptualises this reality.’31 Not a
problem, in other words, for the value-form analysis of Capital I, even if it is a
problem for Marx’s attempt to solve the Ricardian dilemma of reconciling an
embodied-labour theory of value with the process of profit-rate equalisation!
Once again, if one begins with the premise that value is formed in exchange
and is only vaguely related to the activity of labourwithin the sphere of produc-
tion, it follows that one does not need to concern oneself with value transfers or
redistributions amongst different firms or branches of production. The trans-
formation issue becomes a purely ‘qualitative’ problem of specifying the ways
inwhich the value-form is influencedby circulation and capitalist competition:
‘[C]ompetition distributes aggregate surplus-value according to total capital
advanced, but there is no redistribution.’32

It is curious that Himmelweit and Mohun speak at one point of the need to
conceive ‘the value produced in production first in abstraction from compet-
ition, and second while allowing for the effects of competition’. For if value is

30 Himmelweit and Mohun 1981, pp. 240–1.
31 Himmelweit and Mohun 1981, p. 241.
32 Himmelweit and Mohun 1981, p. 248.
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‘produced in production’, it must be produced at particular sites and in defin-
ite magnitudes. This would seem to mandate the introduction of some notion
of ‘redistribution’ in order to explain the process whereby particular capit-
als are able to ‘realise’ values that have been produced by other capitals. By
rejecting the notion of redistribution, Himmelweit and Mohun are forced to
either adopt a ‘parable’ according to which capitals ‘realise’ only those values
they have produced (which really negates the role of competition and profit-
rate equalisation) or embrace the idea that values are ‘produced in produc-
tion’ but ‘formed’ (in the sense of ‘quantitatively determined’) in exchange.
We already know, of course, that the latter is the real tendency of the neo-
orthodox school. And we also know that such a position can only be construed
as antithetical to the theoretical postulates that Marx was trying to sustain
with his transformation procedure, in particular the idea that the magnitude
of new value is quantitatively determined by the performance of living labour
in production. This returns us to our earlier point: the neo-orthodox school’s
handling of the transformation issue reflects a typically neo-classical preoc-
cupation with the value of individual commodities, that is, with the meta-
morphoses of the value-form as these pertain to micro-economic exchange
relations.

It is in light of all this that Himmelweit andMohun’s response to Steedman’s
post-Sraffian critique of Marx should be approached. With respect to Steed-
man’s argument regarding the ‘redundancy’ of values, Himmelweit andMohun
concede the point so long as ‘values’ are understood in terms of an ‘embodied-
labour’ concept. The significance of value as a theoretical category does not
relate to its utility in calculatingwhat ismore accurately calculated on the basis
of physical data and a specified wage rate. Rather it concerns the ‘specification
of what is produced (the composition of output) and how (the technical coef-
ficients of production)’, in relation to ‘the way in which the labour process is
organised and from the way in which production, as a social activity through
the market’s universal commensuration of what is produced, determines both
what is produced and how it is produced’.33

Himmelweit and Mohun also concede that Steedman is right to argue that
the ‘established methods of calculating values’ lead to indeterminate or negat-
ive results in certain cases. But again, these results are deemed relevant only to
the critique of an embodied-labour concept of value. Joint production and sim-
ilar ‘anomalous’ cases appear as real contradictions because the law of value
‘operates through the distorted form of capitalist competition’ and ‘the capital

33 Himmelweit and Mohun 1981, p. 255.
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that sets in motion some production processes which are “wasteful” of social
labourmay still be validated by that competition, and hence produce a portion
of the total surplus-value’.34

Many of the ‘qualitative’ considerations adduced by Himmelweit and Mo-
hun in their responses to Steedman are valid and important. But in advancing
these considerations they offer up as a sacrificial lamb to neo-Ricardianism
all of the quantitative elements in Marx’s value theory that endow it with
deterministic force. Moreover, the excision of these elements is accomplished
by equivocating on the key question of the relationship between production
and exchange within Marx’s theory, as well as by drawing close to the neo-
classical conception of an effectively autonomous role for market exchange
in the determination of both value and price. Not only does this approach
call into question the very possibility of empirical analysis of the magnitude
of value; it also calls into question the primacy of production in a substant-
ive, social-ontological sense. Hence, where the old orthodoxy subordinated the
value-form to the value-magnitude analysis, the neo-orthodox theorists have
done precisely the reverse; the only continuity between them concerns the
dissociation of the ‘quantitative’ and ‘qualitative’ aspects of Marx’s theory of
value.

An important consequence of the neo-orthodox preoccupation with the
‘form of value’ over the ‘magnitude of value’ is a tendency to go beyond the
correct perception that ‘interaction’ occurs between production and the other
moments of economic reproduction (circulation, exchange, consumption) to
the conclusion that, under capitalism, exchange emerges as the predominant
moment. Such an approach is not at all the same as saying, as Rubin did,
that market exchange is the social form of a commodity-producing economy.
Indeed, by implicitly rejecting the social-ontological primacy of production,
it involves a complete evacuation of Marx’s problematic and a major conces-
sion to neoclassical marginalism as well as neo-Ricardianism. In fact, through
its ‘qualitative’ focus onmicro-economic exchange relations, the neo-orthodox
school draws dangerously close to the conventional economic identification
of value and price. This drift is particularly evident in statements by Gerstein
and De Vroey quoted above, but the logic of such identification is also evident
in the work of Elson, Eldred, and Himmelweit and Mohun, despite occasional
references to ‘value produced in production’ and the like. In this connection,
Alain Lipietz’s balance sheet of the French neo-orthodox experience should be
noted: the French school’s ‘failure to deal with the problem of [the] magnitude

34 Himmelweit and Mohun 1981, pp. 262–3.
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[of value] had an unexpected result: they abandoned the pole of substance and
slipped irresistibly towards a purely formal and subjectivist theory of value’.35

The ‘autonomous role’ of exchange in modifying or forming values appears
much less autonomous once the focus of analysis shifts from the value forma-
tion of discrete commodities (whose values must be brought into correspond-
ence with the values of similar commodities in themarket) to themechanisms
of value creation conceived from the ontologically fundamental standpoint of
the material-production process, from whence all commodities emerge and
where total value is quantitatively determined.

4 Fundamentalist Value Theory

Like the neo-orthodox school, the fundamentalist value theorists recognise
that the old orthodoxy issued in the dead-end of neo-Ricardianism because
of its failure to come to terms with the profound theoretical and methodolo-
gical differences between Marx’s and Ricardo’s respective legacies. But unlike
that school, the fundamentalists have sought to develop a response to the neo-
Ricardians capable of preserving and further developing the value-magnitude
analysis – an analysis that they regard as indispensable to a fully scientific
investigation of the ‘laws of motion’ of the capitalist mode of production.

Inwhat follows,wewill be concernedwith (a) fundamentalist approaches to
the transformation problem; (b) the fundamentalist critique of neo-Ricardian-
ism; and (c) fundamentalist responses to the ‘joint-production’ and ‘choice of
technique’ arguments. Throughout we will be particularly concerned with the
contributions of Anwar Shaikh, one of the most consistently interesting and
provocative of the fundamentalist theorists.

4.1 Fundamentalist Approaches to the Transformation Problem
As we have seen, the Bortkiewicz-Sweezy criticism of Marx’s handling of the
‘transformationproblem’ is thatMarx failed to transform inputs alongwith out-
puts in his scheme. Furthermore, his critics allege that Marx was aware of this
‘logical inconsistency’, as the following passage from his discussion of prices of
production appears to show:

It was originally assumed that the cost price of a commodity equaled
the value of the commodities consumed in its production. But for the

35 Lipietz, 1985, p. 158.
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buyer of a commodity, it is the price of production that constitutes its
cost price, and can thus enter into forming the price of another commod-
ity. As the price of production can diverge from its value, so the cost price
of a commodity, inwhich the price of production of other commodities is
involved, can also standaboveor below theportionof its total value that is
formed by the value of themeans of production going into it. It is necessary
to bear in mind too that if the cost price of a commodity is equated with
the value of the means of production used up in producing it, it is always
possible to go wrong.36

When Marx states that ‘it is always possible to go wrong’ when cost price is
equated with the value of the means of production consumed, it would seem
that he is contradicting what he says in his ‘transformation formula’, according
towhich the capitalist ‘recoversmoney in proportion to the value of the capital
consumed’.37

A proto-fundamentalist attempt to dispute the Bortkiewicz-Sweezy conten-
tion of a ‘logical inconsistency’ inMarx’s transformation procedurewas carried
out by ShaneMage as early as 1963. The starting point of Mage’s response to this
Ricardian criticism is that ‘the value of themeans of production consumed’ and
‘the value of the capital consumed’ are by no means interchangeable formula-
tions. It is a fetishistic error to equate capital – including constant capital –with
physical things, that is, with means of production. It follows from this that the
value of the capital consumed in production is not necessarily the same as the
value of themeans of production consumed.Moreover, this observation seems
to be supported by what Marx says immediately following the passage quoted
above: ‘The cost price of the commodity is a given precondition independent of
his, the capitalist’s production, while the result of his production is a commod-
ity that contains surplus-value, and therefore an excess value over and above
its cost price.’38

As a ‘given precondition’, the cost price of a given commodity input to a cap-
italist productionprocess should be regarded as a formof value that hasalready
been subject to the transformation process.39 In other words, input commodit-

36 Marx 1981b, pp. 264–5, emphasis added.
37 Marx 1981b, p. 259.
38 Marx 1981b, p. 265.
39 In the first edition of this work (Smith 1994), the sentence following this one contained an

erroneous formulation: ‘Since it is the value of the capital exchanged with input commod-
ities that is consumed in production, and not just the physical commodities themselves, a
value expression of cost pricemust take into account the status of means of production as
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ies have already been subject to the influence of the general rate of profit (and,
for that matter, other sources of determination in the sphere of circulation),
havingbeenpurchased at a ‘market price’. But this ‘market price’ corresponds to
the value of themoney capital that has been exchanged with it for the purpose
of its physical consumption in production. Differently expressed, the market
price of an input commodity finds a renewed value expression in the value of
the money capital invested in its purchase. As Mage puts it: ‘The difference
between the value created by its production and its price of production has
already been transferred to other capitalists through the average rate of profit
…Accordingly, in theMarxian formulas c + v + s and c + v + p, c and v are indeed
value expressions: they express the value of the capital consumed.’40

Referring to the same passages from Marx, Mandel makes a similar point:
‘[T]he extract cited [from Marx] does not imply that prices of production of
inputs should be calculated within the same time-span as prices of production
of outputs.’ Hence, it is incorrect to assume that Marx anticipated, but then
ignored, the so-called ‘feedback problem’ that the Bortkiewicz method of ‘sim-
ultaneous transformation’ tries to circumvent. Indeed, according to Mandel,
‘inputs in current cycles of production are data, which are given at the start of
that cycle, and do not have a feedback effect on the equalisation of the rates
of profit in various branches of production during that cycle. It is sufficient
to assume that they are likewise calculated in prices of production and not in
values, but that these prices of production result from equalisation of rates of
profit during the previous cycle of production, for any inconsistency to disap-
pear.’41 Operationally, Mandel’s point has the same result as Mage’s argument:
inputs – whether conceived as values, prices of production, or market prices –
should not be transformed along with outputs. Rather, the assumption should
be made that these inputs have already been subject to a transformation pro-
cess in a previous period. The method of ‘simultaneous equations’ is therefore
erroneous.

Guglielmo Carchedi arrives at this same conclusion, while pursuing a some-
what more complex line of argumentation: ‘While c [the elements of constant
capital] must be bought and sold at the same price, this price is at the same

commodities whose values are subject to transformation’ (p. 104). The key problem with
this sentence, now removed from the revised text, is that it states that the value of means
of production is ‘consumed’ in the production process, when in reality it is transferred to
the new product through the physical consumption of means of production in the labour
process.

40 Mage 1963, p. 243.
41 Mandel 1981b, pp. 22–3.
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time its social value as an output … of the previous period and its individual
(but not embodied) value as an output of the present period.’42

Shaikh has attempted a ‘form-theoretic’ approach to the transformation
issue fromadifferent angle, arguing thatMarx’s transformationproceduredoes
not literally concern the transformation of values into prices of production,
but rather ‘transforming one form-of-Value, direct prices, into another form,
prices of production’.43 By ‘direct prices’ Shaikh means a money price equal to
a commodity’s value relative to the value of the unit of money; or, more simply
put, a monetised expression of value that still allows for the assumption that
exchange occurs in proportion to the value of commodities. This conception
has the merit of underlining that commodity-values have undergone a form
change before they are subject to the transformation wrought by the equalisa-
tion of profit rates. Unfortunately, this form change is systematically concealed
in the traditional ‘algebraic’ attempts to find a ‘correct solution’ based upon
simultaneous valuation of inputs and outputs. For this reason, Shaikh rejects
theuseof linear equations in selecting amethod throughwhich todemonstrate
Marx’s own correct, if incomplete, procedure. Building on an idea independ-
ently suggested by Morishima,44 he proposes an ‘iterative’ solution in which
Marx’s ‘perfectly general’ procedure can be extended (successively applied) to
arrive at ‘correct’ prices of production.

What all these approaches have in common is a desire to demonstrate that
there is no inconsistency in Marx’s transformation procedure – no ‘error in
logic’. But the problem is not simply one of understanding Marx’s procedure
in its own terms, as important as this may be; according to the Bortkiewicz-
Sweezy critique, it is also one of reconciling it with some notion of economic
equilibrium. Aswe have seen, all of the algebraic attempts to solve the problem
on the basis of a model involving three departments of production have had to
rely on arbitrarily selected ‘invariance postulates’ or ‘normalisation conditions’
that are in general incompatible with one or the other of the aggregate equalit-
ies posited byMarx. Even Shaikh’s non-linear iterative solution (which assumes
the standard three-department model) does not allow for the simultaneous
results: total values = total prices, and total surplus-value = total profit. The
conclusion seems unavoidable: neither Marx’s transformation procedure nor
the alternative procedures based on the Bortkiewicz principle of simultaneous
valuation can accommodate the two aggregate equalities without violating the
conditions of simple reproduction.

42 Carchedi 1986a, p. 229, emphasis added.
43 Shaikh 1977, p. 134.
44 Morishima 1973.
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In light of this, only two possibilities remain open to the fundamentalists:
either to dispute the importance of reconciling the value-price transformation
process with the presuppositions of simple reproduction, or to redefine ‘what
is at stake’ in the transformation process itself. Among the first to explore the
first strategy were Yaffe and Carchedi.45 The latter argues as follows:

[The reproduction] schemes concern themselves with ‘the reconversion
of one portion of the value of the product into capital and the passing
of another portion into the individual consumption of the capitalist, as
well as theworking class’ [Marx,Capital II]. In otherwords, these schemes
concern themselveswith the redistributionof the social product (in terms
of use and exchange value) after that product has been realised through
sale, in such a way that the equilibrium conditions of simple (or expan-
ded) reproduction are met … Both inputs and outputs are commodities
whose value has already been produced and realised so that – obviously –
a commodity must be sold (as output) and bought (as input) at the same
price (market price). To consider constant and variable capital as inputs
in an input-output sense means to have already left the transformation
problem behind, to deal with already realised values.46

The second fundamentalist strategy has been to call into question the neces-
sity of sustaining both of the aggregate equalities. If the conservation of value
through exchange is simply built into the transformation procedure (by pos-
iting the value-price equality as a normal condition), then there is a problem
in explaining how total profit can diverge from total surplus-value. Shaikh has
offered a novel and rather convincing explanation for this, which will be con-
sidered later in connection with his response to Steedman.

One other possible rejoinder to the traditional critiques of Marx’s trans-
formation procedure involves the wholesale abandonment of the ‘uniform rate
of profit’ concept. Strictly speaking, this approach is inconsistent with a ‘fun-
damentalist’ position since it not only rejects the theoretical framework of
Marx’s critics, but of Marx himself. However, as the proponents of this position
have sought to show, profit-rate uniformity plays a far less significant role in
Marx’s theoretical system than it does in neo-Ricardianism and neoclassicism.
Indeed, forMarx, the uniform rate of profit is an abstract concept flowing from

45 Yaffe 1975; Carchedi 1986a.
46 Carchedi 1986a, pp. 220–1.
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a tendential law – the equalisation of profit rates – rather than a ‘real condi-
tion’. This line of argument will be considered more closely at the end of this
section.

4.2 Shaikh’s Critique of Neo-Ricardianism
The strength of the neo-Ricardian critique of Marx appears to reside in its
logical rigour and mathematical precision. But neither logic nor mathematics
is a substitute for good theory, and neither can yield reliable conclusions if the
theoretical presuppositions of an argument are faulty. As we have seen, Steed-
man himself acknowledged this point inMarxAfter Sraffa, and this is precisely
the basis of Shaikh’s response to Steedman and neo-Ricardianism in general:

The analysis of Marx is, I claim, vastly superior in its overall structure to
anything imaginable within the flat conceptual space of the neo-Ricard-
ians. Indeed, it is their vaunted algebra, on which they base so many of
their claims to rigor, that is in fact their greatest weakness. This is so, as we
shall see, precisely because their algebra goes hand in hand with a series
of concepts taken directly fromwhatMarx calls vulgar economy: equilib-
rium, profit as cost, and worst of all, perfect competition and all that it
entails. It is not the algebra but rather these concepts, whose apologetic
and ideological roots arewell known, that generate the basic conclusions.
This will become immediately apparent when it is shown that exactly the
same algebra generates very different conclusions, once it is ‘asked’ differ-
ent questions. And these questions, in turn, are different exactly because
the method and the system of concepts in Marx, his scientific analysis of
the law of value, is so unlike that of vulgar economy.47

Shaikh begins with a lucid and concise presentation of his own interpreta-
tion of Marx’s theory of value. Drawing upon Marx’s famous letter of 1868 to
Kugelmann, he shows that the foundation of Marx’s theory is the historical-
materialist thesis that ‘labour-time is fundamental to the regulation of the
reproduction of society: the performance of labour produces both use-values
and social relations; the performance of surplus labour reproduces both the
surplus product and the class relation; and a particular distribution of the
“social labour in definite proportions” results in the production of “the (spe-
cific) masses of products corresponding to the different needs” of society.’
However, since capitalist production is based on generalised commodity pro-

47 Shaikh 1981, pp. 268–9.
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duction, ‘the vast bulk of the products that constitute the material basis of
social reproduction are produced without any direct connection to social
needs’.48 This means that production is directly for exchange and that the
private independent labour processes making up the social division of labour
need to be ‘forcibly articulated’ with one another. But it alsomeans – and this is
crucial to Shaikh’s subsequent argument – that each of these private independ-
ent labour processes is ‘dominated by the profit motive’. What all this suggests
is that these production processes are ‘informed’ and animated by the know-
ledge that their commodities must ‘measure up’ to certain social standards if
they are to be sold at a profit. This circumstance establishes a particular rela-
tion between production and exchange:

Exchange is the sphere in which the contradiction internal to production
itself, the contradiction between private labour and the social division of
labour, is made visible. It is here that each capitalist first gets the good
or bad news, through the medium of prices and profits. But at the same
time, because this contradiction is internal to the social division of labour
itself, its resolution implies the domination of the outcome of exchange,
of prices and profits, by social labour-time. The outcomes of exchange are
‘the form in which this proportional distribution of labour asserts itself ’
[Marx’s letter to Kugelmann 1868].49

Shaikh does not deny the ‘relatively autonomous’ role of exchange in economic
reproduction; indeed, it is precisely because exchange is the sphere in which
the contradictions of commodity production are both ‘exposed and resolved’
(to quote Marx) that the process of exchange ‘reacts back’ upon the sphere of
production and lends a particular form to the results of a given ‘proportional
distributionof labour’.However, Shaikh refuses to lose sight of the fundamental
historical-materialist principle that what transpires in exchange must be regu-
lated and dominated by the way in which social labour-time has been alloc-
ated in the sphere of production. This permits him to see ‘abstract labour’ –
the substance of value – as the reflection in thought of ‘a real social process’:
a process rooted not in exchange, as it appears to most neo-orthodox theor-
ists, but rather in the conditions whereby commodities are produced for the
purpose of sale and the realisation of profit. Accordingly, abstract labour and
value are, for Shaikh, the results of commodity production. Both are created

48 Shaikh 1981, p. 270.
49 Shaikh 1981, p. 271.
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through the real activity of producing commodities before their entry into the
realm of exchange. Once in exchange, of course, commodity-values must then
be realised in a money (price) form. But this process of realisation is distinct
from the ‘creation’, ‘production’ or ‘formation’ of values in much the same way
that the final sale of a commodity is conceptually distinct from its produc-
tion.

By refusing to conflate the concepts of ‘value production’ and ‘value real-
isation’ into a murky notion of ‘value formation’ in the manner of the neo-
orthodox school, Shaikh preserves a fundamental distinction that is apparently
better understood by the neo-Ricardians than it is by the neo-orthodox theor-
ists. This distinction concerns the measurement of value and abstract labour.
For the neo-orthodox school,money is the sole measure of abstract labour. But
sincemoney is incapable of measuring ‘labour-time’, the ‘abstract labour’ that it
measures is necessarily far removed from any concept of the socially necessary
labour-time required for the reproduction of a given commodity. The process
of exchange is accorded full autonomy to ‘determine’ the aliquot share of the
‘total abstract labour’ that is to be allotted (in some ‘social accounting sense’)
to that commodity. In the neo-orthodox account, then, while the structure of
production might influence the exchange process in some measure, it is far
fromdominating it. Once again, the logic of the neo-orthodox position draws it
irresistibly toward neoclassical notions. Shaikh reinstates the notion of ‘socially
necessary labour time,’ which is central to Ricardian and neo-Ricardian inter-
pretations of Marx. At the same time, however, he links it to a concept of how
commodities ‘represent’ value rather than ‘embody’ abstract socially necessary
labour, while also registering the significance of the ‘value-form’ to Marx’s the-
ory. For Shaikh, abstract labour, as the substance of value, serves to link the
value-form and value-magnitude analyses and consequently is measurable in
two senses: at the level of exchange or circulation, money is its sole measure
and necessary form of appearance; but at the level of production, the concept
is conceptually apprehended/ measured in terms of socially necessary labour-
time.

By refusing the notion that ‘abstract labour’ can be measured at the level
of production in terms of socially necessary labour time, the neo-orthodox
school renders consistent their theoretical revision according to which value
is created, if only in some ‘final’ sense, in exchange. Shaikh and other funda-
mentalists overturn this revision by explaining how the ‘form of value’ and
the ‘magnitude of value’ are contradictory in the sense that they are concep-
tual reflections of the real contradictions of commodity production: ‘labour
involved in the production of commodities produces value, while exchangemerely
realises it in money-form. It is only because of this that Marx can distinguish
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figure 3 Marx on labour value regulated reproduction, according to Shaikh

between the amounts of value and surplus-value created in commodity pro-
duction, and the generally different amounts realised through exchange.’50

Having summarised Shaikh’s understanding of Marx’s theory of value, we
can now turn to his critique of Steedman. As an accompaniment to the fig-
ures used in our earlier discussion of Steedman’s argument, concerning the
redundancy and irrelevance of a value analysis, it is useful to consider Shaikh’s
diagrammatic conceptualisation in Figure 3 of Marx’s account of economic
reproduction as determined by labour values.

As can be readily seen by comparing Figure 3 to Figure 2, Shaikh’s conceptu-
alisation of the role of ‘labour values’ in economic reproduction is quite differ-
ent from the one that Steedman imputes toMarx. But more than that, Shaikh’s
figure captures the essential points of his interpretation of Marx, as well as his
critique of Steedman’s ‘redundancy’ argument:

It is human productive activity, the actual performance of labour, that
transforms ‘inputs’ into ‘outputs’, and it is only when this labour is suc-
cessful that we have any ‘physical production data’ at all. Moreover, if the
labour process is a process of producing commodities, then it is one in
which value is materialised in the form of use-values. Thus both ‘inputs’
and ‘outputs’ are the use-forms of materialised value, andwe can then say
that in the realprocess it is values that determine the ‘physical production
data’ … [I]t is values that also determine prices, in a double sense: prices
are the forms taken by values in exchange, and the magnitudes of these
values dominate and regulate the movements of their price forms.51

50 Shaikh 1981, p. 274.
51 Shaikh 1981, p. 280.
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It can scarcely be said that Shaikh and Steedman have equal claims to a
correct interpretation of Marx’s understanding of the process whereby labour
values come to dominate capitalist economic reproduction. For, although he
does not explicitly acknowledge this, Shaikh has provided a diagrammatic rep-
resentation of the circuit of capital as Marx defines it in the formula: M – C … P
… C′ – M′. By comparison, Steedman’s representation of Marx amounts to little
more than a crude caricature. (The one thing clearly missing from Shaikh’s fig-
ure is money – M and M′, an omission that has real theoretical significance, as
we shall see when we come to more recent debates).

Shaikh next turns his attention to Steedman’s argument that there is an
irremediable inconsistency in Marx’s analysis of prices of production and the
transformation process. He starts by taking up from where his own treatment
of the transformation problem had left off: ‘The question is, given that circula-
tion neither creates nor destroys values (assuming the whole product is sold),
how is it that profits can differ from surplus-value?’52 His answer is based on
Marx’s distinction between the circuit of capital and the circuit of capitalist
revenue. It should be recalled that most of the attempts to develop a ‘correct’
scheme for transforming values into prices of production have sought to do
so without violating the ‘equilibrium’ conditions of reproduction. But such
schemes are concerned exclusively with the circuit of capital, and they can-
not by their nature take into account the effects of value transfers between the
circuit of capital and the circuit of capitalist revenue.

To appreciate the significance of this distinction, consider first what hap-
pens when there is a value-price divergence with respect to means of produc-
tionorworkers’ articles of consumption. In all such cases, thedivergence canbe
explained in terms of a transfer of value within the circuit of capital: what one
capitalist loses in capital values is gained by another, and in the end the value-
transfers cancel one another out. Consider next what happens when there is
a value-price divergence in capitalists’ articles of consumption. Because the
circuit of capitalist revenue originates in the circuit of capital, it might be
expected that all of the value associated with this revenue will be ‘fed back’
into the circuit of capital once the revenue is expendedby capitalists on articles
of personal consumption. And indeed it will be. However, a ‘social accounting’
problemwill appear as a result of any decline in the prices of such commodities
relative to their value. Such price drops will entail an equivalent loss of profit
in relation to surplus-value, but ‘the loss in capital-value due to profits being
below surplus-value … appears as a gain in revenue-value to the capitalists who

52 Shaikh 1981, p. 283.
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buy these articles of consumption’. The result is that the loss in capital-value is
compensated by an equivalent gain elsewhere, but this compensation ‘disap-
pears from the purview of the circuit of capital and is therefore not “charged”
… against the fall in profit’.53 Simply put, the capitalists get to have their cake –
and to complain about not having it too!

The relevance of all this to the transformation problem is summarised by
Shaikh as follows: ‘It is this transfer of value between the circuit of capital
and the circuit of revenue, through the process of exchange, that explains
why price-value deviations can give rise to deviations between the sum of
profits and the sum of surplus-values, without violating the law of conserva-
tion of value through exchange.’54 This idea, which Shaikh notes is entirely
absent from most Marxist discussions, finds support in the following pas-
sage from Marx: ‘This phenomenon of the conversion of capital into revenue
should be noted, because it creates the illusion that the amount of profit grows
(or in the opposite case decreases) independently of the amount of surplus-
value.’55 Or, as Shaikh puts it following some reflection on the form-of-value
and the relative autonomy of the sphere of circulation: ‘Profit … depends not
only on the mass of surplus-value but also on its specific mode of circula-
tion.’56

This argument is directly relevant to answering Steedman’s general point
that themoney rate of profit, but not the value rate, has a significant bearing on
theoperationsof a capitalist economy. Shaikhpoints out that sucha conclusion
is predicated on the correct observation that profit can diverge from surplus-
value, but also on the incorrect notion that this divergence is not ‘strictly lim-
ited’. Taking the concept of the relative autonomy of circulation from produc-
tion as his starting point, Shaikh demonstrates ‘how value categories them-
selves provide the limits to the variations in their money-expressions’.57 The
value rate of profit is a ‘significant’ rate of profit in the capitalist economy
because it provides an axis around which the money rate oscillates (just as
the aggregate value magnitude is the axis of the aggregate production price
magnitude). Discrepancies arise between the value and money rates of profit
as a result of a divergence between the mass of surplus-value and the mass
of money profit, one determined by ‘the extent to which the prices of capit-
alists’ articles of consumption deviate from the values of these articles’ and

53 Shaikh 1981, p. 285.
54 Ibid.
55 Marx 1978, Vol. III, p. 345.
56 Shaikh 1981, p. 286.
57 Ibid.
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by ‘the extent to which this surplus-value is consumed by capitalists as rev-
enue’.58 None of this, however, vitiates the ‘significance’ of the value rate of
profit; indeed, if anything, it underscores the importance of invoking the value
rate of profit in order to demystify the money rate of profit.59

The upshot of Shaikh’s argument is as follows:

[In] the relatively autonomous mirror of circulation, the transformed
rate of profit appears as a displaced image of the value rate of profit,
essentially the same in determination but somewhat different in mag-
nitude. The autonomy of the sphere of circulation is expressed in this
displacement of magnitude; on the other hand, the limited nature of this
autonomymanifests itself precisely through the fact that it is the structure
of value categories (the pattern of organic composition, and the propor-
tion of surplus-value that is converted into revenue) that provides the
limits to this displacement effect. The variations in the form of value are
thus shown to be conditioned and limited by the very structure of value
itself.60

Butwhat of Steedman’s argument that a value rate of profit can have only a con-
ceptual existence, whereas the uniformmoney rate of profit has a real, palpable
existence reflected in the actual behaviour of capitalists? Clearly, a uniform or
general rate of profit can only be conceptualised on the basis of processes of
equalisation of profit rates occurring within the sphere of circulation. A gen-
eral value rate of profit can only exist ‘through’ its circulation form, the money
rate. But it in noway follows from this that themoney rate has primacy over the
value rate, for the latter has a real existence, not as a calculable ratio influen-

58 Shaikh 1981, pp. 286–7.
59 Note here as well that the money rate of profit may diverge from the value rate of profit

as a result of perversemonetary policies (quantitative easing, money-printing) associated
with the increasing ‘financialisation’ of the global economy in recent years. This anticip-
ates the discussion to come in Chapters 7 and 10 of ‘fictitious profits’ – profits that are not
based on current surplus-value. However, these considerations are independent of the
phenomenon discussed by Shaikh, which has to do with how current surplus-value, gen-
erated in production, can circulate as revenue rather than as new capital, and how this can
serve to conceal the real magnitude of profit. Contrariwise, the phenomenon of fictitious
profit, by increasing the money rate of profit but not the value rate, serves to exaggerate
themagnitude of visible profit, and should be seen as belonging to a higher,more concrete
level of analysis in the reconstruction in thought of capitalist reality, one that Marx could
not have foreseen from his historical vantage-point: the level of ‘anticipated future value’
in an increasingly debt-burdened capitalist economy.

60 Shaikh 1981, p. 290.
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cing capitalists’ business decisions, but as a regulator and ‘limiter’ (a parametric
determinant) of the money rate of profit.

Shaikhmakes the important point that Steedman’s argument can be turned
around and directed against the ‘concept’ of the uniform money rate of profit,
a concept integral to all Sraffian models: for capitalists do not calculate a uni-
form rate of profit in order to price their commodities or transfer their capital.
Indeed, the uniform rate of profit is a purely tendential phenomenon, operat-
ing behind their backs and imposing upon themcertain decisions pertaining to
price-setting, profitmark-up, and capital investment.This imposition is amedi-
ated and indirect one; the uniform money rate of profit can exert its influence
only through the far more ‘concrete’ market prices, stock-exchange indices,
and individual profit rates upon which capitalists base their actual decision-
making. The ‘uniform’ money rate of profit, then, is no less of an abstraction
than the value rate; indeed, one could argue that the status of the latter as a
‘real abstraction’ is more secure.

The matter does not end here, however. Shaikh accepts that the uniform
money rate of profit is a useful conceptual construct in depicting real pro-
cesses. The trouble is that Steedman understands and applies the concept
in a neoclassical ‘equilibrium’ vein rather than in terms of tendential regu-
lation. This point relates to the charge that several Marxists have brought
against Steedman according to which his analysis is infused with ‘harmonistic’
notions. The bias toward ‘harmonism’ finds its clearest expression in his treat-
ment of prices of production and the uniform rate of profit as phenomena
that ‘obtain directly in circulation’ – a notion that could only be entertained
on the assumption that ‘there is no contradiction between private independ-
ently undertaken labours and the social division of labour’. As Shaikh con-
cludes, ‘Once you replace the concept of tendential regulation with that of
equilibrium, you have switched from abstraction as typification to abstraction
as idealization. This is, of course, characteristic of vulgar economy, and is built
into the basic mathematical foundations on which Steedman relies so heav-
ily.’61

4.3 Fundamentalist Responses to the Choice-of-Technique and
Joint-Production Arguments

Steedman’s demonstration of how cases of joint production render valuemag-
nitude analyses either indeterminate or flatly contradictory is based upon a
particular conception of how capitalists choose the techniques they employ in

61 Shaikh 1981, p. 294.
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production, as supported by a mathematical example of the results of a joint-
production model. We shall first consider Shaikh’s argument concerning the
‘choice of technique’ issue, and then turn to Emmanuel Farjoun’s critical dis-
section of Steedman’s joint-production model.

Steedman predicates his ‘choice of technique’ argument on the correct ob-
servations that (a) capitalists can choose amongst a number of possible meth-
ods of production, and (b) they will tend to choose the method promising the
highest possible rate of return on capital invested. But how will this choice
be made? Steedman assumes that the method chosen will be the one that
yields the highest rate of profit, as determined by existing prices and wages.
Significantly, however, these prices are assumed to be exactly equal to prices
of production, and all prevailing rates of profit equal to the ‘uniform rate of
profit’. Furthermore, and consistentwith these assumptions, a situation of ‘per-
fect competition’ and ‘ideal equilibrium’ is posited. Hence, if a new method of
production is chosen, itmust introduce a profit rate higher than the capitalist’s
existing rate of profit and therefore higher than the uniform rate. The logical
conclusion is that newmethods of productionwill only be adopted if they con-
tribute to raisingnot only individual rates of profit but theuniform rate of profit
as well.

Shaikh regards this argument, together with its implications for the ‘logical
ordering’ of profit-rate determination and value-magnitude determination, as
‘a résumé of the characteristic confusions of the neo-Ricardian school’.62 First,
Steedman fails to consider the full significance of the fact that ‘market prices
and profit rates can never exactly equal prices of production and the uni-
form rate of profit’. Because this is so, and because calculations are not being
made in terms of prices that ‘embody’ the uniform rate of profit, it is quite
possible for a new technique of production in a particular industry to raise
that industry’s profit rate while also lowering the average or ‘general’ rate of
profit: ‘A production method that yields a higher than average rate of profit
at one set of prices need not do so at some other set.’63 This argument is a
simple extension of Shaikh’s earlier debunking of the purported ‘real signific-
ance’ of the uniform money rate of profit relative to the value rate of profit.
Again, Shaikh is not proposing to throw out ‘prices of production’ or the ‘uni-
form rate of profit’ as analytical constructs; hemerely wishes to underline their
necessarily abstract and tendential character, while also highlighting the mis-
leading and even patently false conclusions that can be generated when these

62 Shaikh 1981, pp. 295–6.
63 Shaikh 1981, p. 296.
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table 3 Farjoun’s example of joint production

Machines Cars Labor units Machines Cars

Process I 25 0 5 30 5
Process II 0 10 1 3 12

Emmanuel Farjoun 1984, p. 17

concepts are employed in a differentmethodological spirit (one corresponding
to notions of ‘ideal equilibrium’ and so forth).

Emmanuel Farjoun, a founding member of a theoretical tendency that has
sought to excise the notion of the ‘uniform rate of profit’ fromMarxian political
economy, offers a detailed analysis of the conceptual assumptions and anomal-
ousmathematical properties of Steedman’s Sraffianmodel of joint production.
While his attitude toward the uniform rate of profit concept is certainly differ-
ent – andmore controversial – than Shaikh’s, his discussion of joint production
does not rely on the rejection of profit-rate uniformity.

Farjoun takes Steedman’s example of joint production and alters it in one
way only: by stipulating that ‘commodity 1’ will be machines and ‘commodity
2’ cars.64 Thus, following Steedman, Farjoun’s example is taken to represent an
extremely simple capitalist economy with only two products: machines and
cars. It is also assumed that there are two different industrial processes in use
in the production of these two commodities, and that each of these processes
produces bothmachines and cars jointly and simultaneously. Thematerial flow
of production for such an economy is represented in Table 3.

Farjoun notes that this appears to be a perfectly reasonable table and that,
within the Sraffian framework, such an economy could function flawlessly. It
is also quite apparent, after a little calculation, that if one tries to assign any
reasonable numerical values in the above table to the concept of ‘total labour
time socially-necessary to produce one machine’, a positive solution is unat-
tainable. Some of the labour values will turn out to have negative numbers – a
patently unacceptable result. Thus, Steedman’s conclusions that cases of joint
production can be inconsistent with ‘positive values’ and that positive profits
can coincide with negative surplus-value appear to be confirmed.

Farjoun agrees that the example shows that labour values are not ‘well
defined’ under arbitrary circumstances. But this invites another question: Does

64 See Steedman 1981, p. 153; Farjoun 1984.
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this constitute a drawback or an advantage to analysis? Farjoun considers it
an advantage, arguing that the situation depicted by Steedman is unreal – not
because it involves joint production, but because it posits two processes that
could never co-exist in a real capitalist economy.

Consider first that the economy depicted in Table 3 has a very peculiar char-
acteristic: ‘If one stops using the first process altogether and applies only the
second process then one can increase all the outputs while using a smaller
amount of total social labour, i.e. using less than six units of labour.’65 Consider
also that Steedman’s hypothetical economy is assumed to be in a state of equi-
librium guaranteed by ‘perfect competition’ and that capitalists are motivated
solely by the rational goal of selecting technical processes that can maximise
their rates of profit. Given such conditions, Farjoun asks, ‘What company can
long survive in themarket if it uses process Iwhile a competitor usesprocess II’?

Pointing out that Steedman’s production table is not ‘on the frontier’, Farjoun
draws the following compelling conclusion:

Using exactly the same techniques as are used by other firms, each firm
which has shares in process I can increase its output while reducing its
input by moving even a small amount of labour to process II. In fact,
for each unit of labour moved from process I to process II, we shall get
a net product free of charge of twomachines and one car. In other words,
by a reallocation of labour and without introducing any new production
techniques, in Steedman’s counter-example one can increase the total net
output (the total net product at the end of each production process).66

We can also compare the net output per unit of labour for each production pro-
cess, and if this is done it becomes clear that process I allows for (5 machines
+ 5 cars)/5 units of labour = (1M + 1C)/1 unit labour, while process II allows
for (3M + 2C)/ 1 unit labour. The upshot is that it is completely unrealistic to
assume that any rational capitalist would use process I. And yet this example –
involving a patently absurd assumption – is employed by Steedman to question
the applicability and ‘consistency’ of a value-magnitude analysis with cases of
joint production.

These considerations suffice to establish Farjoun’s fundamental point as
against Steedman: ‘Not every hypothetical production table is acceptable for
economic matrix manipulations. Some tables must be regarded as either con-

65 Farjoun 1984, p. 17.
66 Ibid.
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tradictory or incomplete.’67 This certainly applies to Table 3, and for just this
reason the ‘proof’ it offers against the use of labour values turns out to have no
force whatsoever.

The combined effect of these critiques of Steedmanby Shaikh andFarjoun is
to expose how hidden theoretical and methodological assumptions can come
to be disguised by apparently rigorous mathematical equations and superfi-
cially ‘reasonable’ models. As Shaikh puts it, Steedman ‘takes refuge in algebra
in order to obscure the profound silence on the question of method’.68

4.4 Should the ‘Uniform Rate of Profit’ Be Abandoned?
It is fitting to conclude this summary of fundamentalist value theory with a
brief consideration of a question that has been recurrently entertained and
debated within the fundamentalist camp: should the concept of the uniform
rate of profit be abandoned as a tool of analysis? This question acquires special
urgency to the extent that the discussion of Marx’s value theory is couched in
terms of a debate with the followers of Sraffa: for if the concept of ‘value’ is fun-
damental to Marxist political economy, the notion of a uniform rate of profit
is no less fundamental to the Sraffian ‘alternative’. In this connection, we need
only consider the testimony of Sraffa himself, who, after discussing a ‘reason-
able economy’ that gives rise to ‘infinite prices’, remarks: ‘It is perhaps as well
to be reminded here that we are at all times concernedmerely with the implic-
ation of the assumption of a uniform price [of production] … and a uniform
rate of profits on all the means of production.’69

Farjoun is quite justified to note that in Sraffa’s hands the concept of the uni-
form rate of profit has a purely formal significance and a ratherweak relation to
reality. However, there is an unfortunate tendency on his part to simply identify
the Sraffian (and neo-classical) conception of the uniform rate of profit with
Marx’s ‘general’ or ‘average’ rate of profit. Whereas Shaikh has sought to dif-
ferentiate the Sraffian and Marxist understandings of the concept, while also
illuminating themethodological reasons for doing so, such theorists as Farjoun
and Machover, together with Robert Langston, have sought to render such an
exercise superfluous by insisting that the concept – however it is understood –
lacks a strong scientific foundation.70

67 Farjoun 1984, pp. 19–20.
68 Shaikh 1981, p. 290.
69 Sraffa 1960, p. 91.
70 See Farjoun and Machover 1983, and Mandel and Freeman (eds) 1984.
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While it is neither possible nor necessary to enter into a detailed evaluation
of theFarjoun-Machover-Langston thesis here, the consequenceof excising the
concept of the general rate of profit from the body of Marx’s theory of value,
and of substituting for it the concept of a ‘probabilistic profit rate perceived as a
random variable’, should be well noted: it is to render somewhat indeterminate
a crucial phase of the transformation of the value form, namely the phase asso-
ciated with the macro-economic results of competition, capital mobility, and
surplus-value redistribution. What’s more, while one may agree with Farjoun’s
argument that ‘Sraffianmodels are critically dependent ona very rigidnotionof
uniformity’, the associated implication that the Marxian ‘general rate of profit’
is essentially equivalent to a ‘very rigid’ uniform rate of profit ought to be rejec-
ted. The former, it should be emphasised, is a tendential phenomenon, one that
reflects only one of the fundamental social production relations of capitalism –
the competitive relation between individual capitals – and one that is necessar-
ily countered, modified and blocked from full realisation by relations and pro-
cesses that prevent ‘perfect competition’ from ever obtaining in the real world.

5 Trends in the Value Controversy since the 1990s

One of the many regrettable consequences of the restoration of capitalism
in the Soviet Union and Eastern Europe in the late 1980s and 1990s, together
with the defeat of the Western working class in a number of significant class
battles of the 1980s, was a general retreat on the part of left-wing intellectuals
from Marxism, both as a theory of capitalist society and as a programme for
transformative social change. Just as the leftist youth radicalisation and relat-
ively high levels of class struggle that marked the 1970s and early 1980s gave
an immense impetus and politically charged urgency to debates surrounding
Marx’s theories of value and capitalist crisis, so the recession of class struggle,
the end of the Cold War and the rise of ‘new social movements’ (typically
remote from and often antagonistic toward class politics) had a major debil-
itating effect on the value controversy. To be sure, the debates amongst value
theorists continued, sometimes along innovative lines but more often in basic
continuity with the major themes and disputations articulated before 1990.
Even so, as Kicillof and Starosta pointed out in 2007, the ‘vitality of the debate’
appeared to have faded away by the late 1990s and ‘the issue came again to be
increasingly consigned to oblivion, as evidenced by its loss of importance in
academic journals and conferences.’71

71 Kicillof and Starosta 2007, p. 9.
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By the time that a severe and in many ways unprecedented financial crisis
broke during the 2007–08 period, it was clear that the task of attracting a broad
audience for a Marxist value-theoretic analysis of the resulting economic mal-
aise would be a formidable one. ‘Objective’ historical circumstances certainly
played a decisive role here, but so too did a habitual subjective proclivity on
the part of many Marxist intellectuals to pursue theoretical debates of a par-
ticularly dense and arcane nature. As Kicillof and Starosta pointed out, the
failure of many of the more recent contributions to the debate on value the-
ory to ‘establish a firm link with the concrete forms of the political action of
the working class generated the appearance that the debate was an abstract
scholastic dispute, irrelevant for those outside academic circles.’72

Even for many Marxists operating within academic circles, however, the
interminable debates over how value is constituted, Marx’s method in Cap-
ital, and, of course, the perennial ‘transformation problem’ recalled quarrels
amongst medieval religious scholars over the number of angels dancing on
the head of a pin! Not only did these debates seem remote from the practical,
strategic problems confronting the working class, they also appeared intract-
able, sectarian and resistant to resolution. Ironically, the more the larger world
turned a disinterested eye to these debates, the more convinced some value
theorists became that a ‘correct resolution’ to the various disputes was a sine
qua non for reconnecting Marxist theory to the struggles of the working class
and the socialist left. That said, very few seemed to recognise that such a recon-
nectionwould dependmuchmore on ‘bringing politics back into value theory’,
to use the formula of Kicillof and Starosta, than the vain hope of unifyingMarx-
ists on the basis of a common understanding of value theory – or, less likely
still, persuading bourgeois economists that the ‘standard’ critiques of Marx are
spurious.

In Global Capitalism in Crisis: Karl Marx and the Decay of the Profit System –
my own attempt to demonstrate to a wider audience the relevance of Marx’s
theory to analysing the factors behind the financial crisis of 2007–08 – I wrote:

The test of history – of practice – has turned out to be a much more reli-
able arbiter of the ‘truth’ of Marx’s theories of value, capital and crisis
than all the esoteric theoretical disputations that have absorbed the ener-
gies of so manyMarxist intellectuals over the past century … [To] believe
that it is possible to win the war for Marx’s ideas within the disciplin-
ary domain of academic economics or public policy by solving specific

72 Kicillof and Starosta 2007, p. 10.
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theoretical problems, or that such a victory is in any sense an import-
ant condition for building a mass socialist movement, would be foolishly
naïve … However we choose to evaluate Marx’s prediction of proletarian
socialist revolution in the core of world capitalism or to judge the ‘actu-
ally existing socialism’ constructed in his name in the ‘Communist world’,
we can only be astonished at how well his main predictions concerning
the course of capitalist development have held up. It is with respect to
these predictions that Marx’s theories will need to be popularized to a
broad audience of working people, students and intellectuals – most of
whom are unlikely to take much interest in the finer points of dispute in
the value controversy.73

These considerations inform the plan for the remainder of this chapter and
indeed the rest of this book, as we begin to consider the operational signi-
ficance of value theory to the analysis of capitalist crisis. More useful to this
agenda and certainlymore tractable than a comprehensive summing up of the
plethora of ‘new positions’ in value theory that have sprung up since the 1990s
will be a ‘broad stroke’ sketch of how the main lines of the controversy have
evolved.74 This approach should provide some additional ‘data’, beyond that
already compiled, for an overall assessment of the value controversy in rela-
tion to its philosophical-methodological, substantive-theoretical, andpolitical-
programmatic dimensions, which is the subject matter of the next chapter.

5.1 Continuities and NewDepartures
Although subject to many qualifications, the heuristic device upon which we
have hitherto relied of dividing the Marxist or neo-Marxist participants in the
value controversy into four broad currents – Ricardian-Marxist, neo-Ricardian,
neo-orthodox and fundamentalist – undoubtedly had greater theoretical pur-
chase in the 1970s and ’80s than it does today. Some of the more prolific and
influential value theorists of the past quarter century (for example, FredMose-
ley, Andrew Kliman, Guglielmo Carchedi, Chris Arthur and Geert Reuten) do
not fit readily under any of these labels, either because they have formulated

73 Smith 2010, pp. 60–1.
74 Readers interested in more detailed overviews are referred to Kliman 2007 and Carchedi

2012, who provide complementary but also distinctive perspectives from the standpoint
of the ‘temporal single-system interpretation’ school of value theory; to Nicholas 2011,
who offers a more traditional, generally Ricardian-Marxist overview and assessment; and
above all to Moseley 2015, who reviews many of the debates in great detail from the per-
spective of his ‘macro-monetary’ interpretation of Marx’s theory.
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very distinctive positions on certain questionswhile still invoking the authority
of Marx’s own ‘original position’ (Carchedi, Moseley and Kliman) or because
they have broken from Marx in significant ways while continuing to insist
on the importance of developing ‘value-form’ theory in a fashion germane to
Marx’s larger project (Arthur and Reuten).75

We are thus presented today with a remarkably complex terrain of contro-
versy, onemarked by continuities with its past but also by certain discontinuit-
ies and newdepartures. All the same, three sets of questions continue to define
themain parameters of debate: 1) the origin, nature and determinants of value;
2) the purpose, pertinence and coherence of ‘value-theoretic’ analysis; and 3)
the distinctive character and validity of the epistemological, ontological and
methodological principles informing Marx’s Capital. Following a brief sketch
of the evolution of the ‘main currents’ since the 1990s, themore recent debates
pertaining to the first and second sets of questions will be addressed in the
remainder of this chapter. A discussion of some of the issues raised in the
debate over the third set will be deferred to Chapter 6, where an assessment
of the philosophical-methodological dimension of the value controversy will
be highlighted.

5.2 Neo-Ricardianism, Ricardian-Marxism and ‘Physicalism’
Earlier in this chapter, ‘left neo-Ricardianism’ was characterised as encom-
passing the ‘varied attempts of Marxist or neo-Marxist economists either to
reconcile Piero Sraffa’s (1960) critique of neoclassicism with Marxian political
economy or to revise the latter substantially in light of the former’.76 By the
late 1980s it had already become clear that none of those attempts had been
successful. Even more clearly, the value controversy as a whole had not been
‘settled’ in favour of what had been the most influential attempt: Steedman’s
argument that Marx’s labour theory of value was not only logically untenable
but also redundant to Sraffa’s parsimonious procedure for deriving a consistent
set of relative prices from ‘physical data’.

Nevertheless, the ‘physicalist’ approach to conceptualising an ‘economic sur-
plus’ in ways that differed from Marx but that still called for a class analysis of
its distribution (and the role of class struggle in its allocation) has remained a
major pole of attraction for several currents of radical political economy that
may loosely be characterised as ‘neo-Ricardian’, ‘Sraffian’ or ‘post-Sraffian’. This
has allowed for a continuing dialogue and even convergence between some

75 See Arthur 2004; Kliman 2007; Moseley 2015; and Reuten 1993.
76 Smith 1994, p. 83, reproduced on p. 98 of this edition.
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neo-Ricardian/post-Sraffian theorists and some remaining adherents of the
traditional, Ricardian-Marxist orthodoxy, especially those who entertain a pro-
nounced ‘physicalist’ understanding of Marxian value theory. This rapproche-
ment has by nomeans cohered a new school of Marxian political economy, but
it has erected a broad ‘physicalist’ tent for leftist political economists (whether
nominally Marxist or not) who are either sceptical of value theory in general
or still committed to the more ‘orthodox’ interpretations of Marx descending
from the ‘classical era’ of the Second and Third Internationals.

Clearly, this very broad and inchoate ‘physicalist camp’withinMarxianpolit-
ical economy is defined farmore by its distance fromnon-physicalist value the-
ory (and a related penchant for empirical analysis of the ‘phenomenal forms’
of capitalist dynamics) than by any shared understanding of the strengths and
weaknesses of Marx’s own theory. It includes representatives of the Monthly
Review School like John Bellamy Foster, Samir Amin and Michael Yates; neo-
Ricardians like Geoff Hodgson and Ernesto Screpanti; heterodox theorists of a
falling rate of profit theory of crisis like Robert Brenner, and, in a different vein,
GerardDumenil andDominique Levy; world-systemanalysts likeMinqi Li; and
such economists as David Laibman, Paul Cockshott, Allin Cottrell, Ian Wright
and David Zachariah, who have shown a particular interest in the modelling
and analysis of capitalist dynamics using physical measures of labour value,
sometimes with a view to exploring their potential utility in developing mod-
els of socialist planning.

Many others could be added to this list, of course, but the point of this
cataloguing is to suggest that ‘non-physicalist value theory’, whether of the
neo-orthodox or the fundamentalist persuasion, constitutes a minority camp
within contemporary Marxist political economy, even if it now also dominates
Marxist ‘value-theoretic analysis’. Despite their diversity, however, the theorists
occupying this camp seem also to stand on the far left wing of contempor-
ary Marxism, often endorsing positions highly critical of the twomain political
currents of twentieth-century ostensible Marxism: Social Democracy and Sta-
linism.This suggests an important connectionbetween their efforts to critically
interrogate the ‘value dimension’ (and thereby resist the reduction of economic
processes to ‘the physical’ or ‘the phenomenal’) and a refusal to worship before
the altar of ‘accomplished facts’, whether the social-democratic ‘welfare state’,
bureaucratically-centralised versions of ‘state socialism’, or various models of
‘market socialism’.

5.3 Neo-orthodoxy and the Value-Form School
As already implied in our previous discussion but also confirmed by the sub-
sequent evolution of the value controversy in the 1990s and beyond, the neo-
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orthodox currentwas and remains a sub-setof a broader campof ‘non-physical-
ist value theory’ that also includes many fundamentalist value theorists. What
united the neo-orthodox and fundamentalist theorists was their reassertion of
Marx’s value-form analysis as central to a critique of both Ricardian-Marxist
value theory and neo-Ricardianism, while what differentiated themwere their
respective attitudes toward Marx’s value-magnitude analysis. The neo-ortho-
dox theorists of the 1970s and ’80s tended to dismiss the macroscopic ‘quantit-
ative’ dimension of Marx’s value theory in favour of an exaggerated emphasis
on ‘qualitative’ value-form analysis. Over time, however, some neo-orthodox
theorists moved closer to fundamentalist value theory, with a few (notably
SimonMohun) even embarking on ambitious empirical studies of the classical
Marxiandeterminants of the average rate of profit.Meanwhile, themorequalit-
atively oriented neo-orthodox theorists began a process of clarification anddif-
ferentiation that produced what is today commonly referred to as ‘value-form
theory’. Contemporary value-form theory, however, is not comprehensively
defined by the earlier neo-orthodox ‘tendency to go beyond the correct per-
ception that “interaction” occurs between production and the other moments
of economic reproduction (circulation, exchange, consumption) to the conclu-
sion that, under capitalism, exchange emerges as the predominant moment.’77
As we shall see, several major exponents of contemporary value-form theory,
notably Fred Moseley and Patrick Murray, explicitly reject such a standpoint.
Given this, it seems appropriate to abandon the ‘neo-orthodox’ descriptor in
favour of ‘the value-form’ designation, evenwhile keeping inmind that, to vary-
ing degrees, fundamentalist value theory too remains concernedwith the ‘form
of value’.

Moseley’s high profile within the camp of value-form theory calls for some
special comment.78 A major proponent of Marx’s law of the tendency of the
rate of profit to fall, Moseley has long shown a keen interest in empirical Marx-
ist analysis, in particular the quantification of Marx’s principal value categories
with a view to testing Marx’s law of profitability. One could say that this places
Moseley near the boundary between value-form and fundamentalist theory.
All the same, his distinctive conceptions of Marx’s method and his innovative
‘macro-monetary’ interpretation of Marxian value theory separate him from

77 Smith 1994, p. 102; reproduced on p. 119 of this edition.
78 Moseley was one of the initiators of the International Symposium on Marxian Theory,

which has long been the most prominent forum for value-form theory debates. He has
also edited a number of Symposium volumes, highlighting various issues in value-form
theory and Marx’s method in Capital.
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the fundamentalists in important ways, while also problematising his place
within the camp of value-form theory.

5.4 Fundamentalist Value Theory: ‘the Unity of Value-Form and
Value-Magnitude Analysis’

The fundamentalist currentwas characterised earlier as an ‘inchoate and some-
what amorphous group that shares certain positions in common with both
the Ricardian-Marxist orthodoxy and the neo-orthodox school’, and as gen-
erally ‘more concerned with the overall coherence of Marx’s political eco-
nomy than with the “letter” of Marx’s analysis.’ Moreover, ‘the fundamentalist
project involves a commitment to reviving interest in Marx’s analysis of the
value-form at least in part in order to strengthen his value-magnitude analysis,
rather than to abandon it in the neo-orthodox fashion.’ Accordingly, funda-
mentalist value theory represents ‘a return to both aspects of Marx’s funda-
mental theoretical program: the analysis of the form and the magnitude of
value.’79

In our earlier discussion, considerable attentionwas given toAnwar Shaikh’s
contribution to the development of the fundamentalist critique of neo-Ricard-
ianism and the elaboration of a framework for empirical Marxist analysis that
surpasses the errors and limitations of the Ricardian-Marxist tradition. Shaikh
remains an important figure within the fundamentalist current, but it should
be noted that he has contributed relatively little to the debates amongst value
theorists since the 1980s, concentrating instead on his own ambitious research
agenda and the critique of mainstream economics. Much the same can be said
for some other fundamentalist or proto-fundamentalist theorists of the 1970s
and ’80s, notably Ben Fine and Duncan Foley.80

Themost striking new development within the broad fundamentalist camp
has been the emergence and growing prominence of the Temporal Single-
System Interpretation (TSSI) school of Marxian value theory, which burst onto
the scene in the early 1990s. Although not theoretically homogeneous, the TSSI
School ismost often associatedwith theworks of Guglielmo Carchedi, Andrew
Kliman and Alan Freeman.81 The contribution of TSSI to defending the the-
oretical coherence and logical consistency of Marx’s theory will be discussed
shortly.

79 Smith 1994, pp. 84–5; reproduced as p. 100 of this edition.
80 Onemust note, however, the interesting collaborativeworkof Fine andAlfredo Saad-Filho

(2004, 2008) in recent years, including their important debate with Kinkaid (2007, 2008).
Saad-Filho 2002 represents another significant contribution from a fundamentalist per-
spective.

81 Progenitors of TSSI in the 1980s include Ernst (1982) and Kliman and McGlone (1988).
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Many adherents to the fundamentalist current support the view that the law
of the tendency of the rate of profit to fall is foundational to Marx’s theory
of capitalist crisis, typically rejecting approaches to the latter that emphas-
ise ‘underconsumption’, disproportions or imbalances between ‘departments
of production’, ‘profit-squeezes’ stemming from a ‘rising strength of labour’ and
inter-capitalist competition, or problemsof ‘surplus-value realisation’. This par-
ticular orientation toward crisis theory is not at all accidental, as fundamental-
ist value theorists regard value and surplus-value as definite quantitative mag-
nitudesoriginating in capitalist productionand subject todiminutionover time
as a result of the displacement of living labour from the production process.
It is worth noting in this connection that Henryk Grossman, the early twenti-
eth century’s principal exponent of the falling rate of profit theory of capitalist
crisis, rejected criticisms of Marx’s procedure for the transformation of values
into prices of production, while reproaching the critics for a failure to grasp
the place of the transformation process in the logical structure of Capital.82 In
a general sense, one can say thatGrossman’s critique anticipated approaches to
the value-price transformation issue pursued later by the TSSI fundamentalists
Carchedi and Kliman, as well as the value-form theorist Moseley.

∵
Having completed this brief survey of the evolution of the value controversy
since the 1990s, we can now turn our attention to two of the major fields of
debate involving fundamentalist and value-form theorists: the first pertain-
ing to competing conceptualisations of the origin, nature and determinants
of value, and the second pertaining to the purpose and logical coherence of
‘value-theoretic’ analysis, as problematised by the debate surrounding Marx’s
value-price transformation procedure.

5.5 The Origin, Nature and Determinants of Value
The inaugural issue of Critique of Political Economy, the journal of the TSSI-
inspired InternationalWorking Group on Value Theory, featured a symposium
in 2011 devoted to a central question that distinguishes value-form theory from
TSSI and fundamentalist value theorymore generally: how is value determined

Carchedi (1986a [1984]) is sometimes credited with being the original TSSI theorist, al-
though glimmers of temporalism (if not necessarily of a ‘single-system’ interpretation)
are evident in the approaches taken to the value-price transformation by Mage (1963),
Mandel (1981b), and Shaikh (1978) as cited earlier.

82 See Grossman 1992 [1929] and 2016 [1932] as well as Kuhn 2016.
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or constituted, and how should abstract labour, understood as both the source
and ‘substance’ of value, be conceptualised? A particularly illuminating contri-
bution to the debate was an article by the philosopher Patrick Murray entitled
‘Avoiding Bad Abstractions: A Defense of Co-constitutive Value-Form Theory’.
The great merit of Murray’s article is that, even where it errs, it is unfailingly
instructive in its framing of the fundamental questions in dispute between
value-form and fundamentalist value theory.

AlthoughMurray references a number of distinctly different positions with-
in the camp of value-form theory and engages with a variety of TSSI criticisms,
his main argument lends itself very well to direct comparison with the funda-
mentalist position on the origin of value, as I defined it earlier in this chapter:
‘when Shaikh refers to the “abstract labour time” required for the production
of a given output, he sides with Marx on a substantive theoretical point that
many neo-orthodox theorists appear perplexed by: the idea that value is cre-
ated entirelywithin the sphere of production through the expenditure of labour
that, under conditions of commodity production, is both abstract and con-
crete.’83 A little later, I expanded on this claim as follows:

[B]y followingRubin in identifying a ‘physiological expenditure of labour’
entirely with the concrete aspect of labour, [Himmelweit and Mohun]
effectively sever the concept of abstract labour from its general basis
in the production of commodities. Once this is done, there is a strong
tendency to associate concrete labour with the production process and
abstract labour with the exchange process. Since abstract labour is con-
ceived as both the creator and the substance of value, such reasoning can
only attenuate the proposition basic toMarx’s theory that value is created
in production.

Yet one does not need to deny that values are ‘purely social’ or that
‘not an atom of matter enters into the objectivity of commodities as val-
ues’ in order to affirm that a ‘physiological’ expenditure of human labour
is value-creating provided that this expenditure is subject to a process of
real abstraction, occurring in production even though framed and condi-
tioned by exchange. It is precisely because exchange effects a process of
‘equalization of products of labour on the market’ (that is, involves a real
abstraction) that production oriented toward exchangemust take account
of the fact that ‘physiological labour’ is both utility-shaping and value-
creating – that is, both concrete and abstract at one and the same time.84

83 Smith 1994, p. 97; reproduced on p. 114 of this edition.
84 Smith 1994, p. 98; reproduced on pp. 114–15 of this edition, with emphasis added in this

citation.
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Murray’s own argument begins with the claim that every specifically Marx-
ian value-form theory (as opposed to the value-form theory of Samuel Bailey,
an early proponent of the view that value is created only in exchange and who
was criticised byMarx on that account)must hold that value is ‘co-constituted’
by production and exchange. This postulate clearly contradicts the proposi-
tion that ‘value is created entirely within the sphere of production’ – a position
TSSI theorists also defend, albeit in ways that may or may not accord with my
expanded discussion of it. Murray then attributes to the TSSI contributors to
the COPE symposium a ‘production-only’ theory ‘according to which value and
price are determined in production alone’, a view that he counterposes to the
co-constitutive value-form theory that he attributes to Marx.

In contrast to Bailey, argues Murray, ‘Marxian value-form theory holds that
value and the magnitude of value are co-constituted in production and circu-
lation. It takes what I call a co-constitutive view. Value is a supersensible social
property intrinsic to the commodity as a potential that arises out of production
and whose magnitude is not fully determinate until that potential is actual-
ized with the final act of social validation, the sale of the commodity.’85 It is
important to be very clear on what is being said here. According to Murray,
Marx proposed a theory of the co-constitutive role of production and circula-
tion/exchange in the determination of the value magnitude of ‘the commod-
ity’. This claim is the starting point for a long discussion during which Murray
remains exclusively concerned with the ‘magnitude of value’ of a single com-
modity and never refers to the magnitude of the total value represented by all
the commodities produced in a given period. This point is extremely important,
because it confirms the basic continuity of Murray’s value-form theorywith the
neo-orthodox approach of the 1970s and ’80s, as defined earlier.

To support his position, Murray quotes the following passages from Marx’s
1859 work, A Contribution to the Critique of Political Economy:

[The] different kinds of individual labour represented in these particu-
lar use-values, in fact, become labour in general, and in this way social
labour, only by actually being exchanged for one another in quantit-
ies which are proportional to the labour-time contained in them. Social
labour-time exists in these commodities in a latent state, so to speak,
and becomes evident only in the course of their exchange. The point of
departure is not the labour of individuals considered as social labour, but
on the contrary the particular kinds of labour of private individuals, i.e.,

85 Murray 2011, p. 220.
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labour which proves that it is universal social labour only by the super-
session of its original character in the exchange process. Universal social
labour is consequently not a ready-made prerequisite but an emerging
result. Thus, a new difficulty arises: on the one hand, commodities must
enter the exchange process as materialised universal labour-time, on the
other hand, the labour-time of individuals becomes materialised univer-
sal labour-time only as the result of the exchange process.86

As a follow-up to this quotation Murray remarks that ‘Marxian value theory
reverses the logic of Heisenberg’sUncertainty Principle: only through themeas-
urement of value in money effected in the sale of the commodity is value actu-
alized and the magnitude of value finally determined.’87 Once again, Murray
evinces a laser-like focus on the ‘valuation’ of an individual commodity. Forhim,
the sale of ‘the commodity’ effects (allows for?) the measurement of its value
in money, permitting the actualisation of the (potential) value it contains and
finally determining its magnitude. The entire process of ‘value constitution’ is
considered solely from the standpoint of the individual commodity – its travels
and vicissitudes – as it circulates in the sphere of market exchange and tries to
pass the ultimate test of attracting a magnitude of money to itself adequate
to validate its ‘intrinsic’ (but only ‘potential’) value. (If I may be permitted a
small joke, all this sounds like a pretty good premise for an animated children’s
movie!)

Later in the article, Murray concedes the point that Marx made statements
that seemplainly to contradict the co-constitutive view.Thus, inCapital I,Marx
wrote: ‘The Value of a commodity is expressed in its price before it enters into
circulation, and it is therefore a pre-condition of circulation, not its result.’88
This observation is quickly dismissed, however, with a reminder to the reader
of ‘where we stand in Marx’s presentation’ and with the (as-yet unproven)
assertion that ‘Marx has already made the case that money and circulation are
co-constitutive – with labor – of value: the substance, magnitude and form of
value are inseparable.’89

86 Marx 1970, p. 45.
87 Murray 2011, p. 221.
88 Marx 1977, p. 260, emphasis in original.
89 Murray 2011, p. 235. In a footnote, Murray quotes a little-known passage from Marx refer-

ring to the ‘decisive importance’ of uncovering ‘the inner, necessary belonging together
[inneren notwendigen Zusammenhang] of value- form, value-substance, and value-mag-
nitude.’ Murray is quite right to underscore the inseparability of these three aspects of
Marx’s theory of value; however, as I shall argue in the next chapter, this requires the elab-
oration of an ontology of abstract labour that conceives of the latter as both an aspect of
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Murray’s co-constitutive position iswell argued and even compelling so long
as we follow him in narrowing our focus to the mutual exchange relations of
individual commodities in the formation of market values and prices. He even
seems close to the fundamentalist position when he avers that his own partic-
ular account of the co-constitution of values and prices is ‘production-centred’
and recognises the ontological primacy of production over exchange.90 In the
end, however, Murray’s arguments that Marx himself takes a co-constitutive
view and that, in any case, a ‘production only’ conception of the constitution
of value is untenable are less than convincing, and for three reasons.

First, Marx’s formulations in A Contribution are ambiguous and can be
regarded as perfectly consistent with the view that ‘a “physiological” expendit-
ure of human labour is value-creating provided that this expenditure is subject
to a process of real abstraction, occurring in production even though framed
and conditioned by exchange’ and that ‘production oriented toward exchange
must take account of the fact that “physiological labour” is both utility-shaping
and value-creating – that is, both concrete and abstract at one and the same
time.’

Second, the textual evidence in Capital for attributing a co-constitutive the-
ory to Marx is even slighter than in A Contribution. This is because, between
the writing of these two works, there had been a development of Marx’s think-
ing with respect to ‘abstract labour’ as ‘the substance of value’ – a concept not
yet fully formulated in A Contribution. In other words, the conceptual trans-
ition fromMarx’s ‘universal social labour’ (in AContribution) to ‘abstract social
labour’ (in Capital) is significant and needs to be more carefully specified.

Third, Murray’s suggestion that Marx, in Chapter 10 of Capital III, ‘reminds’
us that ‘values and prices are both preconditions and results of circulation’
seems confused. Murray observes correctly that ‘For most of the three volumes
of Capital, Marx is assuming that commodities are selling at their values, that
supply and demand match.’91 But the dropping of those assumptions by Marx

the ‘physiological expenditure of labour’ and a real macro-economic structure of com-
modity relations mediated by money. There are inklings of the need for such an ontology
inMurray’s discussion of ‘the two kinds of concepts of abstract labor in play inMarx’s the-
ory of value’ (Murray 2011, p. 225), but his apparent resistance to methodological holism
and ontological realism prevails in the end as he resumes his focus on ‘the commodity’.
Despite certain strengths, Carchedi’s own earlier critique of Murray (and Chris Arthur)
on the question of abstract labour also suffers from this theoretical deficit (Carchedi 2011,
pp. 60–78).

90 Murray insists that the ‘mainstream of value-form theory, from Marx, through Rubin, to
the present is production-centered’ not ‘market-centered’, though he does admit to a few
exceptions (2011, p. 223).

91 Murray 2011, p. 235.
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in that chapter (which is entitled ‘TheEqualisation of theGeneral Rate of Profit
through Competition, Market Prices and Market Values. Surplus Profit’, and
which immediately follows the chapter on the formation of a general rate of
profit and the transformation of values into prices of production) does not lead
to a ‘co-constitutive’ conclusion.

Marx’s discussion in this chapter is concerned, inter alia, with how the mar-
ket prices of particular commodities are initially defined by ‘price givers’ who
are capable of ‘subjective error’. To be sure, a seller (price giver) can make a
mistake in assigning a market price to a particular commodity offered for sale.
But a failure to sell a commodity at the original asking price – or at any sub-
sequent price for that matter – signifies only that this particular commodity’s
asking price has not received ‘social validation’ for any one of a number of reas-
ons. It does not signify that the value represented by that commodity has been
‘lost’ or in any sense ‘deducted’ from the total value magnitude represented
by all the commodities emerging from the sphere of production. Some of the
intrinsic value of that ‘failed’ commodity might be redistributed/ transferred
to the selling price of other commodities (as rates of profit between capitals of
varying composition are equalised). In some cases, a micro value-price diver-
gence may occur reflecting a change in the parameters of socially necessary
labour time required for a particular commodity’s production and the effects
of a fall in the average rate of profit. In still other cases, a commodity may not
find a purchaser simply because it is unable ‘to satisfy a newly arisen need’ or
‘to bring forth a new need on its own account’,92 in which case it might only be
vendible at a price well below its cost of production or not vendible at all. Such
an eventuality, which represents an unambiguous loss from the standpoint of
one capitalist, could produce a gain for other capitalists, who are now facing
reduced competition as they seek to attract monetary ‘purchasing power’ to
their own commodities. Themagnitude of this purchasing power (represented
inmoney) is constituted in part by the costs incurred by the capitalist who pro-
duced the failed commodity, as the value of the labour power and rawmaterials
previously purchased remains in circulation and forms a component of effect-
ive demand. Finally, there are certain instances in which the value of commod-
ities is simply destroyed and inwhich there is a real net loss to the social capital
as a whole. However, more often than not such losses stem frommajor failures
at the level of use-value production: for example, the production of salmonella-
contaminated foodstuffs that are then immediately withdrawn from the mar-
ket, forcing a plant closure. In such cases, ‘value’ cannot be said to have been

92 Marx 1977, p. 201.
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created in the first place, despite the expenditure of a good deal of (wasted)
physiological labour, precisely because such useless expended labour will play
no role in the determination of the abstract socially necessary labour time
required to produce viable (uncontaminated) versions of the same commodity.

The postulate of ‘co-constitution’ of value in production and exchange sheds
no light on how individual values and prices may deviate from one another in
any of these cases. On the contrary, this postulate conflates what needs to be
distinguished: the relatively autonomous constitution of market prices and the
constitution of the magnitude of value of total commodity output, which sets
limits on the extent towhich the finalmarket price of a commodity can deviate
from its intrinsic value (or its ‘direct price’ as it initially emerges from produc-
tion).

Murray concludes his critique of TSSI by noting ‘how difficult it is to get free
of Verstand thinking, or what Marx called “the bourgeois horizon” ’, and that
to do so one must avoid ‘separating what is only distinguishable’. But in fail-
ing to adequately articulate the dialectical relation between the universal (the
mass of commodities, the totality of social labour, and the magnitude of total
value) and the particular (the individual commodity, its intrinsic value and its
final market price) – and therewith the inseparability of abstract labour and
concrete labour within capitalist production,Murray tends to conflate the sub-
stance, form andmagnitude of value in a fashion that makes the ‘magnitude of
value’ an essentially micro-economic phenomenon, subject to the vagaries of
market forces.93 The effect is to compromise his ability to deploy value theory
in the way that Marx intended: as the foundation for disclosing capitalism’s
fateful laws of motion and inevitable decay. These questions will be explored
further in Chapter 6.

5.6 The Purpose and Coherence of Marxian ‘Value-Theoretic’ Analysis:
Rehearsing the ‘Transformation Problem’

The preceding discussion should serve to remind us that the main purpose of
Marx’s theory of value is not to determine how individual commodity prices
are constituted, but to disclose how the evolution of the capitalist division of

93 It might be added that, since it encourages the view that the magnitude of total value
is simply the sum of realised market prices, Murray’s approach could also mislead us in
our use of national income accounts in empirical Marxist research. As we shall see later,
we cannot assume uncritically that the measured magnitude in these accounts of gross
output in money-price terms is truly equivalent to the magnitude of total value. Indeed,
there are factors at work (credit, fictitious profit) that can produce a growing discrepancy
between these two magnitudes over time.
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labour creates an increasingly acute conflict between the forces and the rela-
tions of productionwithin capitalism.Marx’s main ‘value categories’ (constant
capital, variable capital and surplus-value) refer to real,macro-economic forces
whose interactions and contradictory relations define the laws of motion of the
capitalist mode of production. That ‘macroscopic’ analytical purpose should
be clear enough in the first and second volumes of Capital, but it can be lost
sight of in the third volume where Marx addresses various issues concerning
the formation of prices under theoretical presuppositions that now allow for
the effects of inter-capitalist competition and redistributions of value (prices
of production and market prices).

The question we need to return to now is whether Marx’s particular proced-
ure for the transformation of values into prices is ‘logically’ coherent, and if
not, to what extent this strikes a fatal blow against his fundamental theoretical
postulate that labour is the sole source of new value. Much of the literature
on the ‘transformation problem’ up to the 1970s and ’80s was reviewed earlier
in the chapter. However, in light of some influential recent contributions to
the debate that we will consider shortly, we need to begin by considering some
questionspertaining to the limitationsof Shaikh’s early fundamentalist attempt
to defendMarx against the ‘standard critique’ of his value-price transformation
procedure.

In his most recent major work, Capital: Competition, Conflict, Crises, Shaikh
provides a useful summary of his own thinking on what he continues to call
‘the transformation problem’. Here are a few excerpts:

Marx keeps the total money value of gross output (the sum of prices)
constant [in his transformation procedure – MS] in order to focus on the
effects of the redistribution of profits, and since costs are unchanged, the
latter step does not change the sum of profits either. But once costs also
reflect the new set of relative prices … the sum of profits will also change.
This phenomenon is the point of departure for the huge literature on the
Marxian ‘transformation problem’.

I have argued in this chapter [Chapter 6 on ‘Capital and Profit’ – MS]
that the problem is generic because it obtains in every school of thought
which deals explicitly with the question of aggregate profit. The real issue
is that there are two sources of aggregate profit, profit on production and
profit on transfer, and it is their combination which accounts for this par-
ticular phenomenon (and for others which are almost never broached).
This was Steuart’s crucial insight which Marx explicitly incorporates into
his plans to distinguish profit on surplus-value from profit on alienation.
This duality disappears from the literature, leaving behind what seems to
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be in intractable puzzle: themoney value of aggregate profit, or indeed of
aggregate net output, can vary with relative prices …

[Bortkiewicz] showed that one could treat the problem as a simultan-
eous solution for prices of production applied to both costs and outputs.
But then if one holds the latter constant to keep the price level constant
the new sum of profits differs from the sum of direct profits … Mor-
ishima and Shaikh showed that Marx’s ‘first step’ could be taken to be
just that, a first step in an iterative process which could converge to the
full Bortkiewicz solution … Finally, Shaikh [1984 – MS] develops the idea
of transfers of value as the source of variability of aggregate profits in the
face of changes in relative prices …94

This summary accords with the account given earlier in the chapter of Shaikh’s
views on the value-price transformation and the important role of value trans-
fers (between the circuit of capital and the circuit of revenue) in explaining
how aggregate surplus-value and aggregate profit can diverge. But what it also
reveals is that, today as then, Shaikh sees no need to break decisively from the
Bortkiewicz method of simultaneous equations, since all that is called for, in
his view, is an extension of Marx’s ‘first step’ into an iterative process that leads
back to Bortkiewicz’s ‘solution’, one that is unable to accommodate both of
Marx’s aggregate equalities (total values equalling total prices, total surplus-
value equalling total profit). Shaikh remains satisfied with this handling of
the transformation problem, which, while acknowledging the insufficiency or
incompleteness of Marx’s original procedure, nevertheless shows that there is
no ‘logical inconsistency’ involved once iteration is effected and value transfers
are taken into consideration.

Even so, when discussing the Cambridge Capital Controversy further on in
his book, Shaikh notes that both sides of this controversy (that is, both the Sraf-
fians and theneoclassical economists) share a ‘commonground’ that he rejects,
one ‘defined by perfect competition, equilibrium prices, optimal choices, and
costless and timelessmoves fromone technique to another’.95There are sugges-
tions here, as elsewhere in his book, that Shaikh recognises the need not only
for a ‘more’ temporalist approach to economic analysis, but also for abreakwith
equilibrium assumptions and with what the TSSI theorists call ‘simultaneism’
in the interpretation of the value-price transformation. All the same, that break
is never actually made by Shaikh.

94 Shaikh 2016, p. 240.
95 Shaikh 2016, p. 438.
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What all this points to in the end is that, from the standpoint of both
TSSI andMoseley’s macro-monetary value theory, Shaikh continues to operate
within a ‘dual systems’ and ‘simultaneist’ framework – albeit one that is per-
haps straining in a temporalist direction – and this in turnmeans that Shaikh’s
approach remains altogether too ‘physicalist’. For Shaikh, the values of the com-
modity inputs to production are physical values (measured in units of labour
time or ‘materialised labour’) as are the outputs, until such time as they reach
the sphere of exchange where they are then denominated or represented as
money. But as these values re-enter production (embodied in means of pro-
duction and labour power), they are once again conceived in physicalist terms.
For the more determined critics of ‘physicalism’, this way of conceptualising
the process of capitalist production and reproduction, and the relationship
between values and use-values, perpetuates a dual-systems framework that
renders it impossible to sustainMarx’s aggregate equalitieswithinwhat is actu-
ally his ‘single system’, thereby keeping alive the ‘myth of the transformation
problem’.

Shaikh’s commitment to a ‘physicalist’ interpretation of Marx – not in the
sense that he ignores the role of money or the value-form, but in the sense
that he regards the labour actually expended in production as regulative of
capitalist reproduction – finds clear illustration in Figure 3 presented earlier
in this chapter. The commentary accompanying that figure included the fol-
lowing quote from Shaikh: ‘labour involved in the production of commod-
ities produces value, while exchange merely realizes it in money-form. It is
only because of this that Marx can distinguish between the amounts of value
and surplus-value created in production and the generally different amounts
realized through exchange.’96 Later in the same article, Shaikh wrote: ‘… both
“inputs” and “outputs” are the use-forms of materialized value, andwe can then
say that in the real process it is values that determine the “physical production
data” … [I]t is values that also determine prices, in a double sense: prices are
the forms taken by values in exchange, and themagnitude of these values dom-
inate and regulate the movements of their price forms.’97

These early fundamentalist arguments from Shaikh are worth recalling
because they have a direct bearing on both of the contemporary debates that
we are now considering: the debate surrounding a ‘production only’ theory of
the constitution of value, and the debate on the value-price transformation.
One should also note that none of the more recent debates on the transforma-

96 Shaikh 1981, p. 274.
97 Shaikh 1981, p. 280.
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tion problem hasmoved Shaikh to alter his position. Indeed, in his latest work,
he ignores them all, with the exception of the debate surrounding the ‘New
Interpretation’ originated by Dumenil and Foley, an approach that enjoyed a
brief vogue in the 1990s and early 2000s and that Shaikh dismisses.98

Shaikh’s general interpretation of Marx is a powerful one, and his own dis-
tinctive (if somewhat indirect and less-than-‘orthodox’) strategy for demon-
strating the coherence of Marx’s approach to the value-price transformation
maywell provide a ‘technically’ adequate foundation for sustaining thekeypos-
tulates of Marx’s theory of value. Moreover, even where he may depart from
Marx, he opens up fruitful lines of inquiry concerning questions that Marx
(owing to the incomplete nature of Capital) never addressed. One example is
Shaikh’s exploration of value transfers in explaining how an underlying or hid-
den ‘value rate of profit’ can differ from a ‘money-price rate of profit’. More
troubling, perhaps, is Shaikh’s turn toward substituting what is effectively a
‘labour theory of price’ for Marx’s theory of value as the basis for empirical
Marxist research. As we shall see shortly, this has opened Shaikh up to some
incisive criticism from the TSSI theorists. And yet if we define the core posi-
tion of fundamentalist value theory as involving the defence of Marx’s postu-
late that living labour performed in production is the sole source of all new
value, Shaikh’s approach to value theory remains fully fundamentalist, des-
pite ‘physicalist’ tendencies that converge, to some degree, with the traditional
Ricardian-Marxist orthodoxy and even the Sraffa school.

Elsewhere in the fundamentalist camp, and closer in some respects to the
value-form school, are the proponents of the ‘temporal single-system inter-
pretation’ (TSSI), represented most prominently by Guglielmo Carchedi and
Andrew Kliman.

Carchedi’s stance,whichwas referenced earlier, is informedby a strong com-
mitment to dialectical analysis. It is vigorously temporal, anti-equilibrium and
opposed to any conceptualisation that posits a system of values independent
of money prices. While conceding that there are several ways in which Marx’s
transformation procedure can be interpreted as logically consistent (or not),
Carchedi argues that all sides in the debate, temporalism and simultaneism

98 For the New Interpretation, see Dumenil and Levy 2000, Foley 2000, and Fine, Lapavitsas
and Saad-Filho 2004. Shaikh (2016, p. 242) points out that the ‘double-redefinition meth-
odology’ of the New Interpretation theorists ‘was first used by Mage 1963, as shown in
Shaikh and Tonak 1994’, and concludes that the New Interpretation ‘is a purely account-
ing “solution” to the transformation problem which simply changes a standard national
accounting identity into different units and then proceeds to re-label the components.’ A
more detailed consideration of the NI approach would distract us from themain issues of
our present discussion.
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alike, ‘should move on from being only a critique and counter-critique of each
other, applying only formal logic to the issue of consistency, towards show-
ing how their view of consistency fits into a wider theory of radical social
change, thus grounding the choice of their initial postulate into labour’s per-
spective.’99

In terms of his own understanding of the theoretical issues, Carchedi writes:
‘The transformation seen as a dialectical process is a temporal succession of
transformations, from potential to realised values and vice versa, and from
determinant to determined values and vice versa.’100 In this regard, he offers
the following précis of the ‘dialectics of the relation between abstract labour
and value’:
(i) If the capitalist production-process has been started but is not yet fin-

ished, the labourers are performing abstract labour and are thus creating
the commodity’s value embodied. However, that abstract labour is not yet
realised value, it is, rather, value in formation, potential embodied value,
because the commodity itself, not being finished, is being created and
thus it exists only potentially.

(ii) If the production-process is completed and thus the commodity is fin-
ished (but not yet sold), the abstract labour which has gone into it
becomes the value contained or embodied in it, whosematerial substance
is abstract labour. Since a commodity must be sold in order to realise its
value, its value contained is also its potential realised value.

(iii) When the commodity is sold, the value embodied in it becomes realised
value (either tendentially or actually realised value) whose substance is
the value contained in it. The labour embodied determines the value real-
ised, because the former calls into existence the latter from the realm of
its potentialities and because the latter reacts upon the former but in the
following period.

(iv) Since commodities areproduced inorder tobe sold formoney, the labour-
value realised (labour-price) becomes itself a substance that takes neces-
sarily the monetary form of value. Money is the form of existence of, and
thus represents value.

(v) The realised value (price) of the output becomes the non-realised value,
or value contained, or potential realised value of the same commodity
as an input of the following period. Here, too, the former determines the
latter for similar reasons.

99 Carchedi 2012, p. 123.
100 Carchedi 2012, p. 122.
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(vi) Finally, this potential value becomes again realised when the following
period’s output containing that input is sold. Here, too, the same reasons
hold. It is from this point that the cycle of determination starts again.101

Many readers, no doubt, will find this summary convoluted and difficult to
follow, and yet it is well supported by a battery of arguments too detailed to
recount here. In its ownway, Carchedi’s TSSI perspective, emphasising the ‘dia-
lectics of value and knowledge’ in Marx’s theory, is compelling, offering an
alternative to Shaikh that allows us to vacate the formalist, static and mech-
anical premises of ‘the standard interpretation/critique’ of Marx once and for
all. However, like all the other schools of value theory reviewed in this chapter,
it is in need of a firmer grounding in an explicitly realist ‘ontology of value’.
Carchedi’s reference to abstract labour as the ‘material substance’ of value, for
instance, suggests a surprisingly ‘physicalist’ conception of what Marx himself
refers to as the ‘social substance’ of value. While there are hints of a holistic
and ‘social-relational’ understanding of abstract labour and value, and of an
ontology of ‘non-particular’ entities (for example Carchedi’s reference to how
‘the labour embodied determines the value realised, because the former calls
into existence the latter from the realm of its potentialities and because the
latter reacts upon the former but in the following period’), this understand-
ing remains murky, often raises more questions than it answers, and is not
developed in any consistent fashion.

Where Carchedi’s complex, dialectical argumentation can seem unduly
obscure at times, Kliman’s discussion, by contrast, is a model of clarity and
accessibility, albeit achieved through a quite strict (even proud!) adherence to
the rules of formal logic. Klimanwrites: ‘…wehave continually stressed that our
demonstrations are not efforts to prove that Marx’s theory is true, but efforts
to prove that the theory can be interpreted in a manner that renders it logic-
ally consistent … And the way in which one proves this latter claim is precisely
by showing that Marx’s conclusions follow from his premises (as we interpret
them).’102 There are two problems with this, however. The first is that it is not
at all clear that TSSI is the onlyway to defend Marx’s theory against the charge
of logical inconsistency (since, with some qualifications, Shaikh’s approach
might be said to do the same thing, as does Moseley’s); and the second is that
it is unclear that the way in which Kliman interprets Marx’s ‘premises’ are
always correct. Indeed, there does not seem to be complete unanimity even
among TSSI authors regarding a number of Marx’s theoretical premises (as

101 Carchedi 2012, pp. 121–2.
102 Kliman 2007, p. 168.
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revealed, for example, by inconsistencies in the way TSSI authors have gone
about critiquing Moseley and value-form theory).103 That said, one can only
agree with Carchedi that ‘Kliman does an excellent job’ within the framework
of a ‘temporalism immersed in formal logic’ in defending the logical integrity
of Marx’s treatment of the value-price transformation and thereby upholding
key Marxian postulates (such as ‘living labour is the sole source of new value’)
as at least possibly true (albeit pending empirical verification).

Essentially, the TSSI approach espoused by Kliman in his book Reclaiming
Marx’s Capital is the same as that of Carchedi. Marx is acquitted of the charge
of error in his value-price transformation schemeon the grounds that his critics
fail to appreciate that he regards values and prices as belonging to a ‘single sys-
tem’ (rather than to parallel, dual systems) and that his approach is temporalist.
Unlike neo-classicism, Sraffian economics, and much ‘modern’ Marxian eco-
nomic analysis (including Shaikh’s), ‘Marx did not pose the problems in terms
of the properties of static equilibrium states, and he therefore had no need to
value inputs and outputs simultaneously.’ Onlywhen his theory is ‘transformed
into a theory of static equilibrium states, and thus into a simultaneist theory’
do internal inconsistencies appear.104

Kliman proceeds with great care to demonstrate that these TSSI assump-
tions are supported by an abundance of textual evidence in Marx. Like
Carchedi and Moseley, Kliman regards the ‘single system’ of values and prices
as amonetary system.Marx starts withmoney and ends withmoney, as clearly
suggested in the formula for the circuit of capital: M – C (MP & LP) – P – C′ –
M′.105 But this circuit is also a temporal process of the expansion of the value
represented in the initial money-capital investment. The production phase of
the circuit involves the exploitation of living labour as the latter works with
means of production to create new commodities and additional new value that
finds expression in the value of the output.When the full value of that output is

103 See the TSSI-sponsored symposium on value-form theory in Critique of Political Economy,
Vol. 1, available at www.copejournal.com.

104 Kliman 2007, p. 11.
105 From both the TSSI and ‘macro-monetary’ perspective of Moseley, there is a telling ab-

sence in Shaikh’s depiction (illustrated in Figure 3) of the regulative role of labour values
in the process of capitalist reproduction: it neither begins nor ends with money. Instead,
it begins with inputs to production conceived as ‘materialised labour’ and ends with the
exchange of products that also represent ‘materialised labour’. Money – the necessary
form of appearance of value, according to Marx – finds no explicit reference in Shaikh’s
account.This speaks to abias toward ‘physicalism’ but also of course to the fact that Shaikh
was seeking to rebut the far cruder physicalist representation of Marx deployed by Steed-
man.

http://www.copejournal.com
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realised through its sale, a larger magnitude of money capital (M′) is now avail-
able to the capitalist class for further investment and/or personal consumption.

Kliman applies his temporalist insights to a variety of contentious issues
in Marxist economics, and he marshals some strong arguments against sev-
eral important objections to Marx’s theory, notably the Okishio Theorem (dis-
cussed later in Chapter 7 of this volume). He is also highly critical of Shaikh,
not simply on the grounds of his simultaneism, but also because Shaikh has
sought to defend ‘a labour theory of price’ on largely empirical grounds. Noting
that Shaikh’s iterative solution to the transformationproblem failed to preserve
‘twoof Marx’s three aggregate equalities’ (values =prices; surplus-value=profit;
value rate of profit = price rate of profit), Kliman writes:

Still searching for a way to uphold ‘the labor theory of value’, Shaikh
turned to the data. He suggested that ‘variations in prices [across indus-
tries] are dominated by variations in values’ (Shaikh 1984: 64). In other
words, industry-level prices do not deviate systematically from values. If
one industry’s value is x% higher or lower than another’s, its price will be
approximately x%higher or lower as well. I shall call this the labor theory
of price (LTP).

Shaikh and Ochoa’s statistical results appeared to confirm the theory.
Subsequent studies, using data from various countries and various years,
seem to confirm it as well. The correlation between values and prices – a
measure of the degree to which they vary together – has frequently been
found to exceed 0.95, a figure quite close to the maximum value of 1.106

Kliman, however, is not as impressed with these empirical findings as many
other Marxist (and Sraffian) economists. Indeed, he argues that the results of
these studies do not support Marx, inasmuch as the LTP is at odds with Marx’s
own value theory. In support of this contention, he cites Shaikh himself, who
states: ‘It is worth recalling that neither Marx nor Ricardo argue that cross-
sectional variations are negligible. Indeed, they both emphasize that at any
moment in time prices of production may significantly differ from values.’107
Kliman also points out that one of the implication of Shaikh’s LTV is that,
other things being equal, profits will tend to be lower in industries in which a
greater proportion of the capital invested is constant rather than variable, even
though Marx explicitly recognises the possibility of their being higher.108 One

106 Kliman 2007, p. 194.
107 Shaikh 1984, p. 64.
108 Marx 1977, p. 421. It should be noted though that Marx’s discussion of this occurs in
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can argue, however, that Kliman rather overstates matters when he concludes
that ‘evidence that supports the LTP does not serve to confirm Marx’s value
theory.’109 This point is arguable, but what should be clear is that such evid-
ence cannot be said to undermine the core fundamentalist postulate referred to
earlier: that living labour is the source of new value. If anything, the plausibility
of that postulate is strengthened by these empirical studies.

Finally, we arrive at Fred Moseley’s ‘macro-monetary’ interpretation of
Marx’s theory. As previously mentioned, this interpretation has both value-
form and fundamentalist features. On the one hand, Moseley maintains a res-
olute theoretical focus onmoney as ‘the necessary form of appearance’ of value
and is insistent thatMarx’sCapital is concerned, notwith ‘the determination of
the labor-values of individual commodities’, but first with ‘the determination of
the total increment of money, or total surplus-value, produced in the capitalist
economy as a whole’ (in Capital I) and then later with the circulation and dis-
tribution of that total surplus-value (in Capital II and III).110 This points toward
a relatively unique genre of value-form theory, one focused onmacro-economic
quantities of money and prices rather than on the changing value-forms of
‘the individual commodity’. On the other hand, this macro-economic orienta-
tion and focus on ‘total value and surplus-value’ allows Moseley to circumvent
many ‘micro-economic’ issues that have led other value-form theorists to dis-
tance themselves fromtheproposition that ‘newvalue is created solely by living
labour in production’, a core fundamentalist claim. Moseley’s approach also
allowshim tounderstand value and surplus-value as ‘definite quantitativemag-
nitudes’, another core fundamentalist postulate.

What separates Moseley from the fundamentalist camp is not his insistence
on Marx’s own proposition that money is the necessary form of appearance of
value (a position shared by fundamentalists even though interpreted in a vari-
ety of ways), but rather his insistence that all ‘labour value’ interpretations of
Capital are mistaken:

Volume I of Capital, where he abstracts from inter-capitalist competition and where the
tendency toward the equalisation of rates of profit between different branches is not yet
considered.

109 Kliman 2007, p. 195. Kliman, relying on Freeman 1998, goes on to suggest that ‘strong price-
value correlations may not be valid evidence, owing to the problem known as spurious
correlation.’ One can only be surprised by such strenuous efforts on the part of Marxist
value theorists to dispute empirical evidence showing that variations in units of concrete
labour-time can so strongly account for variations in money prices!

110 Moseley n.d., p. 1. I am relying here on a monograph entitled ‘Money and Totality: Marx’s
Logic inVolume I of Capital’, which seems to reflectMoseley’smost recent views. It is avail-
able at: https://www.mtholyoke.edu/~fmoseley/working%20papers/MONEYTOT.pdf.

https://www.mtholyoke.edu/~fmoseley/working%20papers/MONEYTOT.pdf
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… money magnitudes and prices are determined by quantities of labor-
time, which are taken as given. In logical terms, money magnitudes and
prices are the explanandi, the variables that are tobe explainedor determ-
ined, and quantities of labor-time are the explanans, the givens in terms
of which the explanandi are explained or determined.Moneymagnitudes
and prices in [Capital] Volume I are not inessential illustrations or short-
hand for labor-values, but are themselves the variables that are determ-
ined or explained in Volume I.111

Many theorists would suggest that, by treating labour time simply as a ‘given’,
Moseley is not entirely true to Marx’s analysis. Fundamentalists like Shaikh, as
well as neo-Ricardians like Steedman and Ravagnani,112 consider the real start-
ing point of Marx’s analysis to be not the money-quantities invested but the
physical quantities of the means of production and the means of subsistence,
from which Marx then derives the money quantities of constant capital and
variable capital respectively. There is considerable textual support for this in
Marx, just as there is support for Moseley’s interpretation. For Carchedi, the
reason for the ambiguity engendered by this debate betweenmore ‘physicalist
interpretations’ like Shaikh’s andMoseley’s version of value-form theory is that
‘the two opposite interpretations capture only one aspect of Marx’s theoretical
richness’, with both still remaining in a ‘simultaneist’ framework.113

In the concluding section of his paper ‘Money and Totality’, Moseley sum-
marises the implications of his approach for addressing the transformation
problem:

With regard to logical consistency, this macro-monetary interpretation
implies that there is no logical contradiction in Marx’s determination of
prices of production in Part 2 of Volume III. There is no contradiction

111 Moseley n.d., p. 2.
112 Ravagnani 2005.
113 Carchedi 2011, p. 117. Carchedi continues: ‘In an attempt to find common ground with the

neo-Ricardians,Moseley submits the following: “Iwould suggest thatwe reviseMarx’s the-
ory, or ‘reconstruct’ it, along the lines of … the ‘monetary’ interpretation presented here:
that the magnitudes of constant capital and variable capital are initially presupposed in
the theory of surplus-value and then are eventually explained in successive stages by the
values and the prices of production of the presupposed quantities of means of production
and means of subsistence” (Moseley 2008, p. 118). Given that this is Marx’s position, it is
surprising to read that “With this one revision, which is entirely reasonable and for which
there is substantial textual evidence, Marx’s theory would be transformed from a logically
contradictory mess to a logically coherent whole” (ibid.).’
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between the ‘value rate of profit’ in Volume I and the ‘price rate of profit’
in Volume III. There is only one rate of profit in Marx’s theory, the price
rate of profit. The price rate of profit is derived in Volume III from the
total surplus-value which is determined in Volume I, and is then taken as
given in the determination of prices of production in Volume III. Marx
did not ‘forget to transform the inputs’ of constant capital and variable
capital from values to prices of production, because the same quantities
of money constant capital and money variable capital are taken as given
in the determination of both values in Volume I and prices of production
in Volume III … Marx’s determination of prices of production is logic-
ally consistent. Therefore, the verywidespread reason for rejectingMarx’s
theory – logical inconsistency – is not justified. The further evaluation of
Marx’s theory should focus on its empirical explanatory power, compared
to the explanatory power of other economic theories.114

It is clear from this that Moseley and TSSI achieve an almost complete con-
vergence in their conclusions regarding claims of Marx’s logical inconsistency.
There is, however, an important difference, one already mooted by Carchedi.
Moseley’s interpretation of Marx, from the standpoint of TSSI, is neither tem-
poralist nor free of problematic ‘physicalist’ implications. Thus, Kliman argues
that Moseley’s is a ‘simultaneist single-system interpretation’ (SSSI), which
obtains ‘the same rate of profit (and the same relative prices of production)
as other simultaneist models’. The reason for this characterisation is as follows:

Moseley’s ‘givens’ are not given in any meaningful sense. Although he
claims that his interpretation is non-simultaneist, because its value mag-
nitudes are determined prior to its price magnitudes, ‘The constant cap-
ital that is taken as given and transferred to theprice of the final product is
the current replacement cost of the existing means of production’ (Mose-
ley 1993a: 168, emphasis in original). Thus the sum of value transferred is
not the actual, given cost of the means of production when they entered
into their production process, but what it would cost to replace them
when the output is sold. In other words, the constant capital is retroact-
ively revalued at post-production prices, as in every other simultaneist
model … If Moseley’s interpretation seems to produce Marx-like results,
that is only because his ‘given’ sums of value mask the changes in tech-
nological and real wage coefficients that actually determine his rate of

114 Moseley n.d., pp. 22–3.
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profit …That he expresses his rate of profit as the ratio of surplus-value to
capital advanced, instead of as a ratio of physical coefficients, makes no
difference. It is all value-form and no value-substance.115

Suffice it to say here that one does not need to subscribe to Kliman’s view about
the need for ‘historical-cost’ accounting to agree that Moseley’s whole inter-
pretation of Marx, in particular his treatment of quantities of labour time as
simple ‘givens’, elides the key issue of ‘value-substance’. Indeed, what Carchedi
calls the ‘dialectics of the relation between abstract labour and value’ are con-
spicuously absent from Moseley’s account, replaced entirely by the ‘phantom-
like objectivity’ of the money value-form. Those very dialectics, however, can
only begin to be clarified on the basis of a coherent ‘ontology of abstract labour
and value’. This is a major topic of our next chapter, which is devoted to assess-
ing some significant but often overlooked aspects of the value controversy.

115 Kliman 2007, pp. 171–2, 174, emphasis added.
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chapter 6

An Assessment of the Value Controversy

All theory is gray, my friend. But forever green is the tree of life.
– Johann Wolfgang von Goethe, Faust, 1808

…
I never oncemade a discovery … I speak without exaggeration when I say
that I have constructed three thousand different theories in connection
with the electric light … Yet in only two cases did my experiments prove
the truth of my theory.

– Thomas Alva Edison, 1878

∵

1 Preliminary Thoughts on the Road Just Travelled

Following the long (and no doubt, for many readers, increasingly tortuous)
discussion of the value controversy in the last chapter, it should now be abund-
antly clear that complete agreement amongst those who defend some version
or interpretation of Marx’s theory of value is an elusive goal. The attempt to
forge one through highly abstract theoretical debates, hermeneutic-style ana-
lyses of Marx’s texts, and appeals to ‘Marx’s own original position’ can only
serve to divert a great deal of intellectual energy from more pressing tasks.
Plainly, Marx is open to a variety of interpretations, and several reasonable and
illuminating approaches to defending the core postulates of his value theory,
and applying them in the analysis of capitalist reality, are on offer.

The ‘transformation problem’ in particular should not be seen as a sort of
theoretical Rubik’s Cube; it canbe approached in a variety of ways andno single
solution or ‘refutation of the myth of Marx’s inconsistency’ in dealing with it
will ever allow everyone interested in Marxist political economy, to view it in
precisely the sameway – or, for thatmatter, prevent bourgeois economists from
using it as a stickwithwhich to beat ‘the dead dogMarx’. To be sure, some inter-
pretations can make stronger claims to fidelity to ‘Marx’s own position’ than
others; but it should go without saying that greater fidelity to Marx on specific
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issues in no way guarantees a scientifically correct position on them.Marx was
not infallible; nor did he solve or even fully consider, from every possible angle,
all theproblems that he encountered,much less anticipate every problem iden-
tified by those who came later.What’s more, it is vitally important to recognise
that the dialectic of programmeand theory is atwork in the controversy among
Marxists no less than in the wider controversy between pro-capitalist and anti-
capitalist theorists. One’s conception of what needs to be achieved in order to
put the world aright will inevitably inform the questions one is interested in
asking about it and therefore the answers one finally reaches through research
and reflection. By no means does this suggest that studying the ‘value contro-
versy’ is a futile exercise; but what it does mean is that it is ideological reflex
and not the spirit of scientific discovery that animates those whowould simply
dismiss the ‘labour theory of value’ (and with it the laws of motion of capital
disclosed by Marx) as a guide to human action. Marxists should continuously
remind themselves (and others) that, whatever theoretical gaps or problems
may still haunt the Marxian analysis of capitalism, they pale in comparison to
the fallacies of the leading schools of bourgeois economics.1

Where then does that leave us? Many, perhaps most, recent participants in
the value controversy agree that Marxian value-theoretic analysis is not at all
incompatible with empirical analysis of the concrete realities of contempor-
ary capitalism, and that, indeed, value theory is indispensable to penetrating
the phenomenal forms of capitalist economy and disclosing its essential rela-
tions and ‘hidden’ laws of motion. No doubt, the application of value theory
to empirical Marxian analysis of the real dynamics at work will reveal many
differences in theory and method between researchers; but perhaps it is pre-
cisely on this plane that the results and implications of these differences will
not only become more evident but more susceptible to political assessment
and scientific adjudication as well.

The controversy surrounding Marx’s theory of labour value can be ap-
proached and assessed at three relatively distinct levels: the philosophical-
methodological, the substantive-theoretical, and the political-programmatic.
This chapter is mainly concerned with the philosophical-methodological
dimension of the value controversy. However, brief assessments of the theor-
etical and political dimensions of the controversy are also undertaken by way
of offering some final reflections on its apparent intractability and reorienting
our thinking toward issues of capitalist crisis and their empirical investigation.

1 Shaikh (2016) does a magisterial job of reminding us of that. And though hardly a supporter
of Marx’s theory of value, Keen (2011) has also done an admirable job in his book Debunking
Economics.
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2 Some Philosophical andMethodological Considerations

Reference to the distinctive methodological aspects of Marx’s theory of value
is de rigueur for defenders of that theory. Dialectics are counterposed to formal
logic; Marx’s holism (or anti-reductionism) is invoked against the methodolo-
gical individualism (or ‘atomism’) of the positivist tradition; abstraction and
contradiction are located in ‘the real’ rather than being viewed as purely ‘men-
tal’ constructs. Yet, discussion of the scientificmethod that guidedMarx’s elab-
oration of his theory of value has often been confused or inadequate, and
the salience of the above-mentioned methodological principles to the value
controversy has remained obscure. This has led many of Marx’s critics – and
some of his more ‘positivistically’ oriented defenders – to dismiss them as
either ‘obscurantist’ or ‘metaphysical’. Such characterisations, it must be said,
are wholly unfounded. Far from being obscurantist, Marx’s views on scientific
method are vital sources of illumination concerning his theory of value; and far
from being metaphysical, Marx’s concept of science is formulated and applied
in a consciously anti-metaphysical spirit. These points are well established in
Patrick Murray’s important study Marx’s Theory of Scientific Knowledge (1988),
which, despite some important weaknesses and lacunae, will serve as a useful
point of departure for our discussion.2

2.1 PatrickMurray onMarx as Scientist
An overarching theme of Murray’s study is that Marx’s concept of scientific
knowledge stands outside and against the positivist tradition, reflecting not
only the enduring influence of Hegel’s dialectical method on his thought but
also the results of his early critique of Hegel’s absolute idealism. Marx’s anti-
positivism, however, is not at all of a piece with any neo-Kantian insistence
upon an epistemological gulf between the natural and the socio-cultural sci-
ences, and therefore has little in common with the putative anti-positivism
of twentieth-century ‘critical theory’, despite the latter’s Marxist overtones. As
Murray points out, ‘Marx disavows any radical separation of natural science

2 As we have already seen, Murray is a prominent member of the value-form school and its
main forum for discussion, the International Symposium on Value Theory. Several other
members of the latter have contributed significantly to debates pertaining to Marx’s method
in Capital and other aspects of his philosophical orientation.Many subscribe to the view that
Marx was a practitioner of ‘systematic dialectics’ – a subject that will not be discussed here.
For a variety of views on Marx’s method and systematic dialectical logic, see Arthur 1998,
2004, 2005; Callinicos 2005, 2014; Ilyenkov 1977, 1982; Moseley (ed.), 1993; and Tony Smith
1990.
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from human, social or cultural science.’3 Rather, what distinguishes his the-
ory of scientific knowledge from all positivist versions is its ‘attention to the
practical, historical rootedness of the concepts of science, as well as the values
which guide it.’4 In this, as in so much else, Marx owes a considerable intellec-
tual debt to Hegel:

Marx accepts Hegel’s demand for a unity of form and content in scientific
knowledge. Method ought not to be some abstract, formalised procedure
hovering over the specific content of a science. Rather, method needs to
take its shape from the specific objects under scrutiny … Marx views sci-
ence as a matter of getting at the logic of things in themselves. Since this
logic is not ascertainable a priori, purely formal methodologies have no
place in Marx’s conception of scientific knowledge.5

Murray neglects the point, but it is instructive to register it, that an aversion
to methodological formalism is also one of the hallmarks of contemporary
‘realist’ theories of science.6 Among the scientific realists, Ted Benton in par-
ticular has argued that themethodological diversity of the sciences establishes
no epistemological fault-lines either within or between the natural and the
social sciences. To establish any formal methodological principle as inviol-
able – as Karl Popper did with ‘methodological individualism’, for example –
betrays an appetite not for scientific rigour but for a truly metaphysical and
dogmatic approach of the sort that positivists routinely condemn. In this sense,
Marx’s aversion to formal methodological precepts attests to a highly ‘up-to-
date’ regard for the methodological pluralism celebrated by scientific and crit-
ical realism.

For Marx, it is precisely the methodological open-endedness of the materi-
alist dialectic thatmakes it a powerful tool of scientific analysis and a necessary
antidote to both naïve impressionism and speculative metaphysics. On this
view, the methods of scientific analysis are, of necessity, internally related to
the real objects of analysis – objects involving ‘abstractions that take shape
according to the specificity of that object itself.’7 Murray refers to this meth-
odological strategy as Marx’s ‘logically well-bred empiricism’ or, alternatively,
his ‘empiricism in second intension’. And it is not to be confused with either

3 Murray 1988, p. 75.
4 Murray 1988, p. xx.
5 Murray 1988, p. 110.
6 Benton 1985; Bhaskar 1979; Creaven 2000, 2005; Keat and Urry 1982; Andrew Sayer 2000; Sean

Sayers 1985. See also Meikle 1985 andWorkman 2014.
7 Murray 1988, p. 113.
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the dogmatic determinism associated with some versions of ‘dialectical mater-
ialism’8 or the eclecticism and subjectivism of purely ‘social-constructionist’
accounts of the scientific enterprise.9

Key to an appreciation of the scientific principles underlying Marx’s theory
of value is his distinction between general and determinate abstractions, as
well as his understanding of the ‘logic of essence’. Both derive from a critical
encounter with Hegel’s philosophy and with classical political economy, that
is, with bodies of thought that Marx linked to the ‘deep structures’ of capitalist
society.

Marx’s methodological injunction to ascend from the abstract to the con-
crete is well known and is properly regarded as fundamental to his analyt-
ical strategy. Frequently, however, the hurried invocation of this formula has
served as a substitute for a careful recovery and specification of Marx’s under-
standing of such notions as ‘abstraction’, ‘abstract’, and ‘concrete’. In the first
place, says Murray, ‘Hegel’s logic educates Marx to realize that abstraction is
the medium of thought, and that the medium has a message which needs
to be thoroughly heeded’.10 In science, abstract categories of thought cannot
simply be dispensedwith in favour of ‘empirical facts’; yet science doesdemand
that abstractions that are ‘prefabricated and subjectively applied to a particular
object of scientific inquiry’ should be replaced with abstractions that emerge
from the specificity of the object itself. Thus, the movement from the abstract
to the concrete does not refer to a movement from cognitive abstractions to
a description of the empirically concrete; rather, the terms ‘abstract’ and ‘con-
crete’ are applicable to abstractions – as categories of thought – themselves. The
movement from the abstract to the concrete corresponds to the development
of ever-more concrete abstractions – of concepts that the labour of thought
endows with increasingly complex determinations. As Murray puts it: ‘On the
one hand, Marx uses “concrete” to distinguish the actual from the conceptual
[real versus ideal abstractions –MS], while on the other, he uses “concrete” and
“abstract” within the sphere of the conceptual to distinguish concepts that are
more or less synthetic.’11 (This also points directly to a key aspect of Marx’s rup-
ture with Hegel: ‘Marx faults absolute idealism for failing to keep these two
senses separate; Hegel superimposes onto reality the movement of thought
from the abstract to the concrete.’ Such a superimposition is precisely what
Marx’smaterialist dialectic enjoins us to avoid).

8 For example, Stalin 1972a.
9 See, for example, Kuhn 1970 or Feyerabend 1988.
10 Murray 1988, p. 113.
11 Murray 1988, p. 115.
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These principles contrast in the starkest of ways with the procedures of pos-
itivism, that is, with what Hegel referred to as ‘scientific empiricism’. Murray
avers: ‘The logical training thatMarx gleaned fromHegel, in particular from the
Science of Logic, taught him to demand a clear ordering of scientific categories
in termsof their conceptual concreteness, and to respect thedifferences among
them.’12 It was precisely the failure of the political economists to respect these
‘differences of form’ and to avoid the premature positing of ‘concrete’ categor-
ies in the scientific elaboration of more abstract categories thatmovedMarx to
reproach them for putting ‘the science before the science’.

Marx is most emphatic on these themes in the introduction to the Grund-
risse, where he highlights the methodological salience of the distinction
between general and determinate abstractions. General abstractions consist of
those abstract concepts (‘abstract abstractions’) that are minimally ‘synthetic’,
short on determinations, and relatively unladenwith ‘forms’. Typically, they are
concepts that refer to phenomena abstracted from definite historical or social
settings: for example, use-values (objects of utility), division of labour, social
organisation, population, means of production, and so on. These notions have
general applicability in the description of a wide variety of historically consti-
tuted forms of human social existence. Yet it is impossible to find very much
of scientific value to say about any of them without considering the (determ-
inate) forms in which they are necessarily manifested. Hence, while it may be
true that a ‘division of labour’ is a general presupposition of any human soci-
ety, an expression of an imperative on the part of human beings to mediate
their collective relation to nature through definite social arrangements gov-
erning the allocation and distribution of social labour, it is also the case that
the division of labour assumes many different forms (communal, trade-based,
centrally planned, and so on) and that no division of labour exists apart from
such forms.

Just as soon as real, historically and geographically variant social forms
are taken into account in scientific analysis, general abstractions are trans-
formed into determinate abstractions, albeit of varying degrees of concrete-
ness. The general abstraction ‘product of labour’ divides into the determinate
abstractions ‘potlatch’, ‘tribute’, ‘rent-in-kind’, ‘tithe’, ‘commodity’ – each a def-
inite socio-historical form of ‘products of human labour’. The matter does not
end here, however, since, from another point of view, at least some of these
determinate abstractions may require further analytical concretisation. The
forms taken by commodities as means of production, for example, need to

12 Murray 1988, p. 116.
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be distinguished from the forms assumed by commodities as ‘wage-goods’ or
‘luxury-goods’; and all of these forms need also to be distinguished from the
‘money-commodity’. From a certain point of view, then, ‘commodity’ is one
socio-historical form of ‘the product of labour’, but from another, ‘commodity’
(as a unity of use-value and value) subsumes a variety of specific social forms,
finding concrete expression through one or more of them.

‘Themost demanding point of all’, saysMurray, ‘is thatMarx’s concept of sci-
entific knowledge requires us to ascertain which are the determinate abstrac-
tions appropriate for a particular object of study and how to order them prop-
erly among themselves, moving from the abstract to the concrete.’13 To do this,
the scientist must uncover the object’s logic of essence – that is, the ways in
which ‘essence must appear as something other than itself ’.14 Marx regards the
logic of essence as ‘logic of division, of alienation’ under conditions in which
essence is concealed by misleading appearances. Indeed, scientific method
becomes necessary only where appearances serve to obscure or distort reality,
and this is as true in political economy (where the law of labour value appears
vitiated by the multiple determinants of individual commodity prices) as in
natural science (where gravitational law may seem to be ‘modified’ by atmo-
spheric events). Thus, for Murray, Marx’s ‘mature theory of value shows that
the logic of value is the logic of necessarily appearing in something other.’15

Valuemust appear and find expression in themoney prices attaching to indi-
vidual commodities. At the same time, this necessarily diverts attention from
the structure of social relations outside of which value could have no existence
whatever.Hence, ‘Hegel’s emphasis on the immanenceof the lawof appearance
to the appearances themselves carries over into Marx’s theory of price.’16 This
understanding of the essence-appearance relation is fundamental to Marx’s
analysis of the fetishismof commodities and to his distinctly anti-metaphysical
theory of value. As Murray observes:

Complaints such as Joan Robinson’s about the metaphysical character
of Marx’s theory of value rest on a serious misunderstanding of Marx’s
model of essence and appearance. Is not the burden of Marx’s critique of
the ‘fetishism’ of commodities precisely to attack themetaphysical under-
standing of value on the model of a natural, sensuous object or quality?
Marx’s theory of value is not non-metaphysical; it is anti-metaphysical. In

13 Murray 1988, p. 128.
14 Murray 1988, p. xvii.
15 Murray 1988, p. 161.
16 Murray 1988, p. 165.
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criticizing value, he criticizes the functioning of capitalist society accord-
ing to the logic of ‘appearing in an other’. Marx stresses that his theory of
value is not intended to uncover some abstract essence existing behind
the veil of appearances, but rather to characterize the relations of capit-
alist society as determined by the dualistic, third party logic of ‘appearing
in an other’.17

In his eagerness to rid Marx’s theory of value of all ‘metaphysical’ tropes, Mur-
ray eventually falters in his analysis by insisting that Marx does not ‘ontologise’
value and by asserting that ‘value does not exist as an actual tangible thing,
but as the reflection of actual things’.18 But this formulation erroneously sug-
gests that something can exist only as a ‘tangible thing’ or as a reflection of such
things. What’s more, Murray is inconsistent when he insists that value should
not be ‘ontologised’ even while also suggesting that it exists as a reflection of
things – for to say that value has a real existence, in any sense, is to pose the
question of its precise ontological status, and thereby to ‘ontologise’ it.

2.2 The Ontology of Abstract Labour andValue
In Chapter 4, we considered Böhm-Bawerk’s argument that Marx has no jus-
tification for positing labour – even ‘labour in general’ – as the sole common
property of commodity values. Böhm-Bawerk insisted against Marx that one
can just as easily, and perhaps more reasonably, adduce ‘utility’ as such a com-
monproperty.We then consideredGeoffrey Kay’s counter-argument according
to which the category of abstract labour differs from utility in that the former
is not a ‘particular’, while the latter can only exist in particular forms. Kay
maintained that because it can achieve a form of existence independent of
particular concrete expressions of labour, abstract labour is not a mere men-
tal generalisation of the sort that the category of abstract utility can only be.
Abstract labour is somethingmore than amental generalisation because it has
a real existence, grounded in the labour process and expressed in money. Thus,
for Kay, ‘in searching for the form of existence of abstract labour we aremerely
looking for the value-form.’

The philosopher Norman Fischer has extended Kay’s argument, beginning
with an important observation about its incomplete character:

17 Murray 1988, p. 231.
18 Murray 1988, p. 165.
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[Kay] argues that abstract labor (labor in general) does exist both in the
commodity, and in money. But cannot Böhm-Bawerk make the same
claim with respect to utility? Kay’s analysis is incomplete insofar as he
does not make it clear whether or not the existence of abstract labor in
the form of the commodity or as money is the existence of a particular.19

Fischer insists that an argument against Böhm-Bawerk along these lines can
only be completed by rendering explicit a key difference between Böhm-
Bawerk’s empiricism and Marx’s realism, a difference pertaining to whether
or not ‘universals’ or ‘generalities’ can be said to have a real existence, and fur-
ther, whether these universals can be regarded as having ontological priority
over individual particulars. Fischer adds that this question needs also to be
considered in conjunction with Elson’s thesis that abstract labour and value
are internally related to one another. The question posed by Fischer, then, is
quite simply this: Is the category of ‘abstract labour’ an abstract universal or an
abstract particular?

Fischer’s answer is that Marx regarded abstract labour as an abstract uni-
versal, as the kind of ‘general social structure’ that is posited in an ontology
of ‘social, non-particular entities’.Whereas empiricist or positivist conceptions
of science are two-tiered (admitting only general laws and particular entit-
ies, and defining ‘laws pertaining to particulars’ as the primary objects of sci-
ence),Marx’s ontology is three-tiered and posits real structures thatmediate the
relationship between general laws and particular entities (Murray’s ‘tangible
things’). On this view, a scientific explanation of social realitymust disclose the
existence and explain the nature of these intangible yet actually existing struc-
tural entities. Abstract labour, the ‘substance’ of value, is precisely one such
structure – and yet the question remains: How can it exist other than as amen-
tal generalisation or ideal abstraction?

Fischer observes that ‘what characterises Marx’s philosophy within those
that are three-tiered is its holistic interpretation of the entities mediating laws
and particulars.’20 Within Marx’s theoretical construction, there are several
social-structural entities that enjoy holistic-ontological status, among them
abstract labour, value and ‘the world of commodities’. In our initial reconstruc-
tion of Marx’s theory of value in Chapter 4, the holistic inflections of Marx’s
analysis in the first chapter of Capital I were deliberately stressed, particularly
in the discussion of the distinction between ‘value’ and ‘exchange-value’, where

19 Fischer 1982, p. 29.
20 Fischer 1982, p. 30.
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Marx implicitly establishes value as a ‘general’ or ‘universal’ concept corres-
ponding to a real social process. But it is unnecessary to ‘read between the lines’
of Marx’s texts in order to discover his commitment to a ‘holistic’ ontology; we
need only consider the rather explicit holism of the following passage from his
appendix to the first German edition of Capital I:

Within the value relationship … the abstract universal is not considered
to be a property of the concrete sensuously real, but on the contrary, the
sensuously concrete is considered to be the form of appearance of the
abstract universal. The labor of the tailor,which, for example, is contained
in the equivalent coat, does not possess the universal property of being
human labor. Rather, the opposite is the case. It is its essence to be human
labor. To be thework of the tailor is only its apparent form…This quid pro
quo is unavoidable because the labor which is represented in the product
is only the creator of value insofar as it is undifferentiated labor. Thus,
the labor which is objectified in one product is completely undifferenti-
ated from the labor which is objectified in the value of a different sort of
product. This reversal, whereby the sensuously concrete is considered as
only the form of appearance of the abstract universal, as opposed to the
case where the abstract universal is a property of the concrete, charac-
terises the value expression. At the same time it makes its understanding
difficult.21

Marx’s observations here would seem to support the notion that abstract
labour – a real structure – finds expression through the concrete particulars
of the products of labour. Thus, to conceive of abstract labour as a ‘universal
structure’ (or, more dynamically, as a ‘universal process’) is not to deny that
it finds particular expressions or concrete forms (in which, indeed, it is appre-
hended as a ‘property of the concrete’); it is to insist that it also has an existence
that is independent of these concrete particulars. The quantitative dimension-
ality of abstract labour is, therefore, not confined to concrete particulars (the
money-form), but exerts itself also at the level of its social-structural exist-
ence: precisely, as socially necessary labour-time. On this conceptualisation,
Marx’s theory of value constitutes the unity of a qualitative treatment of the
value-form (exchange-value/money-price) and a quantitative concernwith the
magnitude of the ‘substance of value’. Moreover, the conceptual nexus of the
theory is revealed to be abstract labour – a category that bridges the divide

21 Marx 1953, p. 271; translated by Fischer 1982, p. 31.
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between value’s ‘particular’ and ‘universal’ aspects. Key to this interpretation,
as the cited passage from Marx suggests, is an extension of the ontological
reversals described by Marx in his Capital I discussion of the value-form (use-
value/value, concrete-labour/abstract-labour, private-labour/social-labour) to
include the relation between commodities as sensuously concrete particu-
lars and abstract labour as a real universal structure, whose necessary form of
appearance is money. As Marx makes clear in his discussion of the fetishism
of commodities, these reversals are not illusory, but essential aspects of the
social relations of a commodity-based economy. The holistic social structures
‘abstract labour’ and ‘value’ are real, not because they are empirically tangible,
but because they reflect and project determinate social relations of production
and reproduction.

This points to an important error in Patrick Murray’s application of Marx’s
theory of scientific knowledge to his theory of value. Murray notes correctly
that, for Marx, ‘method needs to take its shape from the specific objects under
scrutiny’. But if the specific objects scrutinised by Marx possess a social-
structural dimension distinguishable frombut internally related to their partic-
ular manifestation as ‘tangible things’, thenMurray is quite wrong to insist that
Marx’s ‘theory of value is not intended to uncover some abstract essence exist-
ingbehind the veil of appearances.’22 For if the social phenomenon/structure of
abstract labour is the ‘abstract essence’ in question, then of courseMarxwanted
to tear away its veil of appearances and expose this essence to the light of day.
What’smore, in doing so,Marxwanted not only to ‘characterise the relations of
capitalist society as determined by the dualistic, third party logic of “appearing
in an other” ’, but to show that this ‘third party logic’ has a real and persistent
basis in the determinate social relations of production of capitalism. Only by
overturning these social relations could the reality of economic regulation by
the law of labour value be dissolved.23

The root of Murray’s error here is a failure to consistently resist a ‘formal
methodology’ – that of methodological individualism. Indeed, implicit in his
treatment of Marx’s theory of value is an unacknowledged ontological priv-
ileging of individual particulars and a general failure to acknowledge any ‘hol-
istic’ aspects in Marx’s dialectical-monistic analysis. Small wonder then that
in defining the differences between Marx’s and positivist approaches to sci-
entific inquiry he neglects to mention positivism’s dogmatic insistence upon
ontological nominalism – that is, the doctrine that only particulars exist. Little

22 Murray 1988, p. 231.
23 Smith 2014, Chapters 4 and 7.
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wonder, too, that he labelled Marx’s theory of scientific knowledge as ‘empir-
icist in second intension’ rather than as ‘realist’. For one of the central differ-
ences between realism and all versions of positivism/empiricism is precisely
the former’s commitment to the kind of ‘three-tiered’ and ‘holistic’ approach
described by Fischer.

Fischer’s clarification of the ontological status of abstract labour and its
relation to value has several important implications for the debate between
the neo-orthodox/value-form and fundamentalist value theorists. Within the
neo-orthodox/value-form camp, there exists a strong tendency to either reduce
abstract labour to a particular ‘aspect’ of social labour, an aspect finding expres-
sion only at the level of particular commodities (as an ‘immanent measure’ of
value) and/or in particular money-prices (as an ‘external measure’ of value);
or to regard abstract labour as a ‘substance’ that finds expression or ‘embodi-
ment’ only in money. The first tendency, typified by Elson, results, as Fischer
notes, from an apparent unwillingness to ‘pursue the issue of whether or not …
abstract labor is actual’, or to probe ‘the ontological division between empiricist
and non-empiricist approaches’.24 The second tendency, typified by Himmel-
weit and Mohun and carried to its furthest extreme by Eldred, is to deny that
abstract labour finds any kind of embodiment or expression at the level of the
individual commodity, and that it can only be meaningfully measured at the
level of individual money-price. The proponents of this position also elide the
issue of the ontological status of abstract labour; indeed, it is noteworthy that,
like Murray, their thinking appears to be influenced by a residual empiricism
expressed as a tacit adherence to nominalist ontology. The practical result of
both of these neo-orthodox tendencies is to evacuateMarx’s theoretical frame-
work and to approach positions remarkably reminiscent of the neoclassical
tradition.

Although Fischer argues that the holistic conceptualisation of abstract
labour lends itself to an improved version of Elson’s ‘value theory of labour’,
such a conceptualisation is, in my view, already the implicit ontological basis
of the fundamentalist account of value theory. As we have seen, fundamental-
ist value theory stresses the importance of both the ‘magnitude of value’ and
the ‘form of value’. The magnitude-of-value problematic directs attention to
themacro-level and to themeasurement of value in terms of socially necessary
labour-time.The form-of-valueproblematic directs attention to themicro-level
issue of the quantitative relations between particular, individual commodities
as expressed through the money-form.

24 Fischer 1982, p. 31.
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The dissociation of these problematics can only lead to a dualism of the
universal and the particular, that is, to a denial of their dialectical unity. In
practical terms such a dualism must eventuate in the sort of methodological
privileging of ‘the particular’ that is characteristic of all theories of value that
focus on ‘the individual commodity’ at the expense of an understanding of
‘the world of commodities’. Such an approach informs Ricardo’s theory (des-
pite his concern with the macro-economic issue of the distribution of income
between classes), Mill’s ‘cost of production’ theory, and neo-classical marginal
utility theory. ‘Orthodox’ (Ricardian-)Marxist value theory is characterised by
an uneasy, and ultimately untenable, compromise between a dualistic and a
dialectical (monistic) handling of the universal/particular relation, while neo-
Ricardianism represents a bold reassertion of a dualistic position, but one that
accords an analytical privilege to macro-level economic phenomena (abstrac-
ted from any theory of value). Neo-orthodox or ‘pure’ value-form theory, in this
context, can be interpreted as a reassertion of the ‘micro-economic side’ of
Marx’s value theory (the function of which is to ‘remind’ us that the product
of labour is valorised only by virtue of the existence of determinate social rela-
tions) within a larger theoretical space that presupposes a dualistic framework
and a macro-level analysis that eschews any ‘value-magnitude’ theory.

What needs to be stressed by the Marxist fundamentalists in relation to the
neo-orthodox school is that money (that privileged neo-orthodox ‘measure of
value’) becomes the form of value in its role as the universal equivalent. To
cite Marx: ‘Since all other commodities are merely particular equivalents for
money, the latter being their universal equivalent, they relate to money as par-
ticular commodities relate to the universal commodity.’Money, as the universal
commodity, is the expression of undifferentiated abstract labour. Significantly,
Marx goes on to say that ‘themoney-form ismerely the reflection thrown upon
a single commodity by the relations between all other commodities’.25 This can
be expressed otherwise as follows: money is the form of appearance or ‘reflec-
tion’ of a structure of abstract labour that mediates the myriad relations exist-
ing between commodities. Yet to understand this structure’s mediating role,
onemust begin by positing the pre-existing ontological status of the ‘total mag-
nitude of value’ as it emerges from production. Hence, abstract labour needs
to be conceived as a structure (of relations) grounded in production but reflected
by individual commodities in the sphere of circulation – and this is precisely the
general position of fundamentalist value theory as we defined it in Chapter 5.
It seems to me that it is solely on this basis that the fundamental postulates of

25 Marx 1977, p. 184.
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Marx’s value theory can be sustained: that living labour and living labour alone
is the source of all newly produced value (including surplus-value), and that
value exists as a definite quantitative magnitude at the level of the capitalist
economy as a whole. In other words, what is most operationally significant in
Marx’s theory of value – as it lays the basis for his larger theory of capitalism’s
laws of motion – can be defended only on a fundamentalist and not a neo-
orthodox or narrowly ‘value-form’ basis.

We are now in a strong position to specify a key difference between the
neo-classical (marginalist) andMarxist accounts of ‘economic value’.When the
marginal-utility theorist Böhm-Bawerk argues that abstract utility can as eas-
ily serve as the ‘common factor’ shared by all commodities as abstract labour,
he sidesteps the question of the ontological status of utility. As Kay observes,
abstract utility is merely a mental generalisation, an ideal abstraction rather
than a ‘real structure’ of relations. Furthermore, utility is a property of com-
modities, which, as Marx insists, must be ‘abstracted from’ in the exchange
process. The use-value of a commodity is always a ‘particular’ use-value.While
this hardlymakes it irrelevant to the price it can fetch, it doesmake it irrelevant
to a specification of the larger social processes inwhich value is enmeshed, and
that set definite limits on ‘purchasing power’, profits, and the realisability of set
prices.

The methodological difference between Marx and Böhm-Bawerk, so often
commented upon yet inadequately defined by the ‘orthodox’ tradition of
Marxian political economy, turns then on very different conceptions of the
ontology of social life: Böhm-Bawerk’s positivism reflecting a thoroughly nom-
inalist outlook, Marx’s dialectical method a profoundly realist one that allows
for the existence of both individual and holistic entities. The necessary upshot
of this difference is that the marginalist account of value expresses an indefin-
ite and quantitatively indeterminate relation between two incommensurable
spheres: an ideal sphere of human predilections, norms and ‘rational calcu-
lations’, and a material sphere of scarce ‘economic resources’. Marx rejects
such a psychologistic-naturalistic reduction of value, insisting that the value
relation is irreducibly a social relation among people – one that forms part
of a dialectical-monistic reality in which the material-natural, conscious activ-
ity (encompassing ‘the ideal’) and the social (as well as the concrete and the
abstract, and the universal and the particular) are seen to be ‘internally-related’
aspects of an ontologically unified totality.26

26 Smith 2009, reprinted in Smith 2014, elaborates on this dialectical-monistic ontology and
its importance to Marxism both theoretically and practically.
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From thismonistic (and therefore anti-dualistic) ‘single-system’ perspective,
values and prices do not belong to two distinctly different realms or realities.
Their relationship is that of content (value and its social substance, abstract
labour) to form (money price), where ‘the law of value’ in turn is understood
to be a historically particular social form with a ‘natural’ content – the uni-
versal human imperative to organise a division of labour to satisfy human
needs.

It follows from this that the value rate of profit and the money rate of profit
are not ‘parallel’ yet ontologically separated entities. Instead, they are twoways
of apprehending and distinguishing conceptually the major determinants of
human economic activity under the sway of the capitalist law of value: the first
in terms of the ‘essential relations’ governing economic production and repro-
duction (relations defining the parameters of economic action), the second in
terms of the concrete choices made by conscious economic actors operating at
the ‘surface’ of economic life.27

The foregoing considerations are also germane to a response to the logico-
analytical argument deployed by G.A. Cohen in support of neo-Ricardian and
‘Analytical Marxist’ critiques of Marx’s theory of value. The following passage
is the core of Cohen’s critique: ‘[Marx’s] theory entails that past labour is irrel-
evant to howmuch value a commodity now has. But past labour would not be
irrelevant if it created the value of the commodity. It follows that labour does
not create value, if the labour theory of value is true.’28

As we have seen, however, Marx’s position is not that ‘labour creates value’
in some direct and unmediated sense, but rather that abstract labour cre-
ates value. Let us therefore consider Cohen’s criticism as it would need to be
amended to addressMarx’s actual position (that is, the position of ‘fundament-
alist’ value theory): ‘The theory entails that past abstract labour is irrelevant to
how much value a commodity now has. But past abstract labour would not
be irrelevant if it created the value of the commodity. It follows that abstract
labour does not create value, if the labour theory of value is true.’

27 Aswewill see later, the temporal dimension of both the value rate of profit and themoney
rate of profit concerns not only the ‘problem’ of the transformation of values into prices of
production (the metamorphosis of the value form as we move from one level of analysis
to another), but also the temporalmodalities of value: new value, previously existing value
and anticipated future value. The money rate of profit mystifies the underlying, essential
relations of the value rate of profit as this exists ‘in the here and now’ precisely because
the former is subject to human activity that seeks to wrestle with the contradictory results
of those relations.

28 Cohen 1981, pp. 209–10.
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Cohen’s legerdemain can now be more easily exposed. It is of course quite
true that past abstract labour does not create the value that a commodity
presently represents. But it in no way follows from this that ‘abstract labour
does not create value’ if one understands abstract labour as a real structure
of relations determining the value of that commodity on the basis of the social
production norms currently required for its (re-)production. Cohen’s argument
is therefore an entirely specious one, predicated on a serious misunderstand-
ing of Marx’s theory of value as well as an unaccountable refusal to appreciate
the distinctive social ontology and method informing it.

2.3 Alienation andValue Theory
No discussion of the philosophical dimension of Marx’s theory of value should
overlook the need to articulate the latter with his essentially humanist philo-
sophy of praxis and his critique of alienation. Marx’s humanism is grounded
on an insight enunciated in The German Ideology: ‘The premises from which
we begin are … the real individuals, their activity and the material conditions
of their life, both those which they find already existing and those produced
by their activity.’29 In the course of ‘making their own history’, human beings
must, before all else, secure the material conditions of their existence. ‘The
first historical act is thus the production of the means to satisfy these needs,
the production of material life itself.’30 This in turn leads to new needs, since
the satisfaction of such elementary requirements as food, clothing and shelter
(the means of subsistence) necessitates the continuous creation and develop-
ment of newmeans of production, forms of cooperation, and determinate, yet
changeable, social relations of production and reproduction (including family
forms).

By objectifying their labour, Marx asserts in his Paris manuscripts of 1844,
humanbeings embark on a project of transforming nature through praxis (pur-
posive, self-directing activity), thereby affirming their ‘species being’. Accord-
ingly, Marx rejects Hegel’s idealist view that the material objectification of
human capacities (labour) is the source of human alienation. He proposes
instead that such objectification entails the alienation of ‘the worker’ (that is,
the direct producer) only under well-defined and historically specific social
conditions. Thus, the alienation of labour ariseswhere labour is ‘external’ to the
worker in the sense that it ‘belongs to another’, is ‘coerced’ or ‘forced’ labour,
and is performed only as a means ‘to satisfy needs external to it’; where the

29 Marx 1989a, p. 22.
30 Marx 1989a, p. 23.
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worker experiences the product of labour as ‘an alien object exercising power
over him and the objects of nature as an alien world inimically opposed to
him’; where the worker experiences the labour process as an ‘activity which is
turned against him, independent of him and not belonging to him’; and where
human beings are generally estranged from their ‘species life’ and from one
another due to a compulsion to transform their capabilities into a means of
‘individual existence’.31 In short, for the young Marx, the alienation of labour
is not an eternal anthropological condition, but is bound up with the presence
of class-antagonistic social relations of production, above all those associated
with capitalism.

What needs to bedemonstrated in response to themany ‘Marxological’ com-
mentaries that have insisted upon a basic disjunction between the ‘young’
and the ‘mature’ Marx is that the methodological and philosophical precepts
informing Marx’s youthful writings on alienation and human history (most of
them written before his espousal of a labour theory of value) are substantially
the same as those that inform his later critique of political economy.32

InTheGerman Ideology, Marx and Engels write: ‘The production of life, both
of one’s own in labour and of fresh life in procreation … appears as a twofold
relation: on the one hand as a natural, on the other as a social relation – social
in the sense that it denotes the co-operation of several individuals, no mat-
ter under what conditions, in what manner and to what end.’33 The twofold
relation involved in the ‘production of life’ (the ‘first premise of human exist-
ence’) is here defined as embracing both a natural aspect and a social aspect
(involving different forms of human cooperation). With this statement, Marx
and Engels announce that the study of the concrete forms of human existence
(modes of life) must take as its starting point a focus on the internal dialectical
relation between the natural and the social.

Such an approach fundamentally distinguishes Marx’s analytical project
from the great majority of social theories that begin with a focus on a pre-
sumed external opposition between ‘the material’ and ‘the ideal’ (or, relatedly,
‘the objective’ and ‘the subjective’). Marx’s dialectical social ontology stands
irreconcilably opposed to the ontological dualisms sponsored by this material-
ideal opposition – dualisms that posit discrete ‘levels of reality’ or even ‘dif-
ferent worlds’ as they problematise the relationship between facts and values,
subjects and objects, structure and agency, noumena and phenomena, what is

31 Marx 1964, pp. 111–12, 114.
32 For an in-depth interrogation of two such commentaries, see Smith 1994, reprinted as

Chapter 3 of Smith 2014.
33 Marx 1989a, p. 23.
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and what ought to be, science and philosophy, and so on. It was precisely in
light of such a dialectical social ontology that Marx berated Proudhon in 1847
for ‘a dualism between life and ideas, between soul and body – a dualismwhich
recurs in many forms’.34

Of course, Marx does not deny that dualities are a persistent feature of
human existence. But he nevertheless insists upon approaching these dualit-
ies (use-value/exchange-value; intellectual-labour/manual-labour; and so on)
with due regard to their singular (monistic) foundation: the ‘materialist con-
nection of menwith one another, which is determined by their needs and their
mode of production, and which is as old as men themselves’.35 This ‘material-
ist connection’ holds pride of place in Marx’s social ontology because it, and
not ‘consciousness’ or ‘ideas’ springing from a realm considered ‘independent’
of the material world, is the real basis upon which the nature-society relation
is mediated: ‘This connection is ever taking on new forms, and thus presents
a “history,” irrespective of the existence of any political or religious nonsense
which would especially hold men together.’36

This concept of an internal, dialectical relation between ‘the natural’ and
‘the social’ is the actual starting point of Marx’s critique of political economy,
a point he makes abundantly clear in Notes on Adolph Wagner. As previously
noted in Chapter 4, Marx asserts here that his analysis does not begin with ‘the
concept of value’ butwith the ‘simplest social form inwhich the labour-product
is presented in contemporary society … the commodity’, something which is
revealed to have both a ‘natural form’ (a use-value) and a ‘form of appearance’
(an exchange-value) that is the ‘autonomous mode of appearance of the value
contained in the commodity’.37 Thus, 34 years afterTheGerman Ideology, Marx
explicitly restates the methodological principle that consistently guided him
in his historical-materialist critique of political economy: that the objectifica-
tions of human praxis simultaneously express a relation to nature (a natural
form) and a relation to society (a social form). If the inner anatomy of capital-
ism is to be fathomed, the elementary form in which human praxis (labour) is
manifested in capitalist society, the commodity, must be seen for what it is: a
contradictory unity of natural and social aspects, an expression of the concrete
(mental and manual) labour that fashions its natural form and an individual
manifestation of the larger social processes that define its value (its status in

34 Marx 1989a, p. 12.
35 Marx 1989a, p. 24.
36 Ibid.
37 Marx 1989a, pp. 41–2.
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relation to all other products of labour) and its price (its power to command
remuneration in exchange).

The Marx of Capital no less than the Marx of 1844 understood only too well
the immanent tendency of capitalist production to subordinate the ‘subjective’
aspects of the process to the ‘objective’. But if there is a shift in Marx’s thinking
it surely concerns the fact that theMarx of 1844 is far more concerned with the
‘subjective experience’ of the individual worker than is the Marx of Capital. In
Capital, the human subjectivity requisite to use-value production (the physical
labour process) is nowassigned to the ‘collectiveworker’ (that is, to aworkforce
increasingly characterised by segmentation and a divorce betweenmental and
manual functions). At the same time, however, the ‘subjectivity’ requisite to
securing surplus-value production (the valorisation process) is assigned to the
agents of capital – if only tenuously. ‘Tenuously’ because these agents (from
corporate directors to workplace supervisors) are unable to comprehend or
fully control the Invisible Leviathan: the overall, macro-economic processes
governing the magnitude and rate of surplus-value production and capital
accumulation. Indeed, the mutual powerlessness of labour and capital alike
in the face of ‘unconscious’ market forces – forces that remain ‘free’ to domin-
ate and exert a tyranny over human agency under capitalism – is the necessary
point of departure of any attempt to adequately articulate Marx’s theories of
alienation and value on the basis of his philosophy of praxis.

On this view, the ‘decentring’ of the human subject in Capital involves no
repudiation of humanism or praxis – that is to say, of the idea that human
beings are purposive, reflexive agents with the capacity to consciously trans-
form their circumstances. Rather it is a theoretical expression of the con-
sequences of a human ‘alienation’ froma condition of mastery over the societal
division of labour – of a fragmented and necessarily partial praxis. Indeed,
the whole of Capital can be read as an extended analysis of a phenomenon of
‘objective alienation’ that is much more profound and far more encompassing
than the phenomena discussed byMarx in 1844. The alienation of the producer
from the (appropriated) product, from other human beings, from nature and
from ‘species life’ (praxis) constitute the dimensions of an alienated condition
apprehended from the point of view of the producer as a ‘real living individual’. In
the Grundrisse and in Capital, however, Marx shows that these are aspects of a
more comprehensive ‘alienation’ – the alienation of human beings from a con-
dition of mastery over their social and economic life-processes: what might be
called the ‘collective alienation of the species’ from a truly free and authentic
human praxis.

‘Abstract labour’ – the social substance of value – is precisely alienated
labour, as Colletti long ago pointed out; it is ‘labour separated or estrangedwith
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respect to man himself.’38 But abstract labour, as a determinate abstraction,
also bridges and mediates the subjective-particularistic and objective-holistic
aspects of alienation. The young Marx’s theory of alienation remained incom-
plete to the extent that it failed to identify the dialectical unity of these aspects,
a task conforming to the methodological imperative to overcome any dualism
of the general and the particular. The implicit theory of value of the Marx of
1844 was an obstacle to this task, not because he rejected Ricardo’s labour the-
ory of value (for this theory too posits a dissociation of the particular and the
general) but because any value theory other than that fashionedbyMarx on the
basis of his later transformation of Ricardo’s theory must focus on the value
of the individual commodity in abstraction from the ‘world of commodities’.
It must therefore tend toward a simple conflation of ‘price’ and ‘value’ rather
than encourage an exploration of their complex, dialectical interrelationship.
In elaborating his own, distinctive labour theory of value, then, Marx did not
abandon his ‘philosophical’ standpoint of 1844; on the contrary, he radically
transformed the content of labour value theory in light of the results of his cri-
tique and critical appropriation of Hegel’s and Feuerbach’s philosophies.

Marx’s analyses of the fetishism of commodities, the value-form and the ali-
enated social power of money (the universal equivalent) are repletewith obser-
vations strongly reminiscent of the alienation critique of 1844.This suggests not
only the obvious fact of ‘continuity’ but also establishes that Capital repres-
ents a more finished version of this critique. The alienation of ‘the producer’ is
revealed to be a manifestation of the alienation of all human beings from con-
trol over their own affairs, and this collective alienation results from economic
laws rooted in principles of social organisation that are by no means immut-
able. By exposing the historically specific character of the pillars of human
alienation, Marx points the way to an historical resolution of the problem of
alienation and to a future in which the field of praxis will be generalised – for
collective humanity no less than for the individual human being.

3 Theoretical Considerations

3.1 Dialectical-Monist versus Dualistic Approaches to ‘Economic Value’
In general terms, we can delineate three broad approaches to the theorisation
of ‘economic value’: the physicalist, the subjectivist and the dialectical-monist.
Physicalism (encompassing classical political economy à la David Ricardo, as

38 Colletti 1972, p. 84.
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figure 4 Marx’s dialectical-monistic social ontology

well as Sraffa and neo-Ricardianism) and subjectivism (neo-classical margin-
alism) are both grounded in a broadly dualistic, nominalist and static onto-
logy; they are symbiotic poles of a common problematic, with physicalism
emphasising ‘thematerial-natural’ determinants of value and subjectivism ‘the
ideal’. The dialectical-monist approach (toward which Marx was striving in his
uncompleted oeuvre) is temporalist, anti-dualist, and realist – focussing heav-
ily on ‘the social’, without, however, ignoring the natural-physical dimension or
the role of conscious human activity (‘the ideal’).39 (See Figure 4 for a visual aid
to grasping the triadic structure of Marx’s social ontology as explicated here).

In ‘ideal-typical’ terms (to borrow a heuristic device from Max Weber), the
physicalist approach treats ‘economic value’ as an objective relation of things
to things; the subjectivist approach regards it as a subjective relation of people
to things; and the dialectical-monist approach considers it a social relation
of people to people. The first two approaches are united in conceiving eco-
nomic value as rooted in amaterial world governed by unalterable natural laws.
Hence, value is considered eternal – a category necessarily present in all con-
ceivable human societies. In classical political economy, human labour itself is
treated as a thing, a force of nature, which is related to other things within the

39 The next few pages are adapted from Smith 2009, pp. 378–83, reproduced in Smith 2014,
pp. 140–4.
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economic life process in a purely objective way (that is, on the basis of a com-
monmeasure for determining the costs of production). Value theory, from this
perspective, is a way of determining ‘natural prices’ on the ‘supply side’ – that
is, from the standpoint of costs incurred or resources expended in the mater-
ial production process. To the extent that subjectivity or consciousness enters
into this approach at all, it pertains mainly to the decisions made by capitalists
or their managerial agents with respect to micro-level investments, choices of
technique, and the management of labour processes.

In the marginalist theory of value, the problem of determining the ‘nat-
ural prices’ of commodities is displaced and an attempt is made to specify the
mechanisms that determine actual market prices. Since the level of demand is
regarded as based on subjective perceptions of the uses to which commodities
can be put,marginalists propose a subjectivist theory of value. On this view, the
production of a commodity may entail definite costs that have their basis in a
material-physical ‘object’ world characterised by scarcity, but the actual price
of a commodity cannot be predicted solely or evenmainly by ‘supply side’ con-
siderations. Rather, given a determinate level of supply, actual prices are finally
determined on the demand side, that is, by the psychological relation of pro-
spective buyers to particular goods or services. From this standpoint, the value
of a commodity is pre-eminently a function of its marginal utility (the intens-
ity of consumer preference for it), and value is conceived to be an essentially
subjective category, detached from any ‘material’ or properly ‘social’ determin-
ations.

The subject-object dualism that is either latent or openly expressed in clas-
sical and marginalist theories of value follows ineluctably from a more funda-
mental dualism that considers ‘the ideal’ (ideas in people’s heads, including
their subjective preferences) and ‘the material’ (the physical use-values pro-
duced and consumed by people) as unmediated by specifically social relations
and forms. This leads to a common micro-economic focus on the formation of
individual prices. In both of these ‘bourgeois’ approaches to value, the con-
stitution of individual prices is considered in isolation from the historically
determinate forms and processes that imbricate commodities in a structure
of specifically social relations. Value and price are treated essentially as either
‘material-natural’ or ‘ideal’ categories.

These two approaches to the question of economic value have long domin-
ated mainstream economic thought. To be sure, some economists have sought
to dispense with a theory of value entirely while continuing to account for
the formation of prices in allegedly more ‘concrete’ ways. But the predomin-
ant tendency within non-Marxist economic thought has been to embrace one
or both of the approaches just outlined.
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What, then, does it mean to regard value, in the Marxist, dialectical-monist
way suggested here, as a ‘social relation of people to people’? As discussed in
Chapter 4, Marx defined his own conceptual starting point in Capital as ‘the
simplest social form in which the labour-product is presented in contempor-
ary society … the commodity’. The commodity reveals both a ‘natural form’ (a
use-value) anda ‘formof appearance’ (an exchange-value) that is the ‘autonom-
ous mode of appearance of the value contained in the commodity’.40 Thus, in
adopting the commodity as his starting point, Marx was guided by a funda-
mental principle of his social ontology and materialist conception of history:
a focus on the internal dialectical relation of ‘the natural’ (material/physical
labour process and use-value production process) and ‘the social’ (exchange
process and social-relational reproduction process) to the scientific analysis
of a concrete socio-economic formation and its laws of motion. Indeed, it
seems clear that Marx selected the real abstraction ‘commodity’ as his start-
ing point in Capital because the commodity constitutes the simplest expres-
sion of the dialectical unity and opposition of the categories ‘use-value’ and
‘value’, the first corresponding to the material/natural/physical content (the
‘wealth’) of human societies and the second corresponding to the social forms
and ‘social substance’ of capitalist production – the specific production rela-
tions of ‘people to people’ under capitalism.

Yet another rehearsal of Marx’s analysis of the value-form is hardly necessary
to establish that specifically capitalist social relations of production are a pre-
supposition of that analysis. Before turning to the question of money (the fully
developed form of value), Marx had already identified the ‘social substance’ of
value as ‘abstract labour’, and the measure of this value-creating substance as
‘socially necessary labour time’. Moreover, in his discussion of the relative and
equivalent forms as the two poles of the simple expression of value, Marx had
already identified three ‘peculiarities’ of the value relation: the appearance of
use-value as value, the appearance of concrete labour as abstract labour, and
the appearance of social labour as private labour. The ontological inversions or
reversals revealed by these peculiarities presuppose the presence of the social
conditions and relations of a systemof generalised commodity production and
exchange, that is, the capitalist mode of production.

Once again, Marx’s theory of value yields two postulates that are central to
his critical analysis of capitalism: 1) living labour is the sole source of all new
value (including surplus-value); and 2) value exists as a definite quantitative
magnitude that establishes parametric limits on prices, profits, wages and all

40 Marx 1989b, pp. 41–2.
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figure 5 The historical-materialist triad

other expressions of the ‘money-form’. The ‘law of value’ can predominate only
where capitalist relations of production (capitalist exploitation of wage-labour,
the competitive interaction of ‘many capitals’, etc.) mediate the relationship
between the satisfaction of human needs (as registered by consciousness) and
the creation of use-values (the material-natural production process). Value (in
its fully developed form) can have neither theoretical pertinence nor concrete
existence outside of these relations.

From even this very brief synopsis we can readily see that Marx’s value the-
ory is fully in accord with a focus on the historical-materialist ‘triad’ represen-
ted in Figure 5.

This triad can be representedmore conveniently as N<–>S<–>A.Here, S is the
dominant, mediating term. For purposes of historical-materialist inquiry into
‘economic value’, this focus is the necessary ‘starting point’, since the predomin-
ant purpose of Marx’s theory of value is to disclose the historical laws of motion
of a determinate social totality, the ‘capitalist mode of production’, and not the
mechanisms of individual price formation.

That being said, it would be a disservice to Marx’s historical-materialist
theoretical agenda to stop there, for historical-materialist analysis must also
involve S<–>A<–>N and S<–>N<–>A, albeit in ‘supporting roles’. The first of
these suggests, among other things, the need to recognise the role of conscious
activity in mediating the relationship between the material-natural ‘costs’ of
production and the imperatives of capital (accumulation, systemic reproduc-
tion, the exploitation of wage-labour, etc.). This places on the agenda the tradi-
tional marginalist preoccupation with the immediate subjective determinants
of price formation – a subject taken up but not fully explored by Marx.

The second supporting triad focuses attention on the role of N in mediat-
ing between S and A: among other things, the ways the ‘physical co-ordinates’
and ‘natural conditions of production’ mediate the relationship between cap-
italist imperatives and human consciousness/activity. In doing so, it places on
the research agenda a range of issues pertaining to ‘choices of technique’, as
well as the ‘hidden costs’ of capitalist production, among them: damage to
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the biosphere, unsustainable consumption of natural resources, the injuries
inflicted on wage labourers by capitalist production, and the uncompensated
domestic labour performed by women in the social reproduction of the com-
modity labour power.

Hence, a historical-materialist research agenda proceeding from this system
of ‘dialectical triads’ is, in principle, capable of addressing many of the cent-
ral concerns and preoccupations of non-Marxists in relation to the problem
of economic value. But because it also (and uniquely) addresses the domin-
ant role of the capitalist relations of production in mediating ‘the natural’ and
‘conscious activity’, and exposes the growing contradiction between the social
and the natural under capitalism (above all, between the imperatives of val-
orisation and productivity growth), it yields the conclusion that ‘value’ must
be abolished as the central organising principle of social life. It is precisely on
this point that it parts company with all agendas that seek merely to reform
or ‘fine-tune’ the capitalist price mechanism, whether from a marginalist, an
ecological, an institutionalist or a feminist perspective.

All this points to how historical materialism and a properly specified
Marxian theory of value can illuminate ‘physicalist’, ecological and feminist
concerns while also highlighting the crucial role of specifically capitalist social
forms in stimulating or retarding specific types of technological innovation,
exacerbating environmental problems, and sustaining ‘family values’ as the
ideological bulwark of a structure of unpaid female domestic labour. In prin-
ciple, this type of analysis can be extended and applied to a wide range of
contentious issues in social theory, ‘public policy’, and socialist strategy, serving
always as a reminder that the supersession of capitalist social relations consti-
tutes a necessary condition of human progress.

Marxist value theory, and the many different interpretations of Marx’s own
articulation of it, has inevitably been subject to the influences (and pressures)
of the physicalist and subjectivist approaches, with the best and most fruit-
ful versions – those that emphasise the need for analysis of the substance,
magnitude and form of value – all approximating a dialectical-monist articula-
tion. But precisely because a dialectical-monistic theorisation involves a highly
complex articulation of three distinguishable (though not autonomous) onto-
logical fields (the natural, the social and conscious activity) – fields that inter-
penetrate one another andwhose relationships are at oncemediated,mutually
conditioning, and contradictory – a myriad of such theorisations should be
expected (and even welcomed), with subtle and not-so-subtle differences in
emphasis leading to divergent conclusions over many ‘concrete’ issues. Over-
determining how a specific theorist will view many of the disputed questions
inMarxian value theory – and cognate issues, such as the law of the falling rate
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of profit and the dimensions of capitalist economic crisis –will also be that the-
orist’s political-programmatic interests and orientations, a matter we will turn
to shortly.

There is, of course, no a priori basis upon which one can judge the ‘truth’
of Marx’s social ontology as against the nominalism and dualism that pervade
not only non-Marxist thought but much ostensibly Marxist thought as well.
As Marx remarks in his (eminently humanist) second thesis on Feuerbach:
‘Man must prove the truth, i.e., the reality and power, the this-worldliness of
his thinking in practice.’41 If the fundamental postulates of Marx’s theory of
value can be sustained only on the basis of a realist-holistic and dialectical-
monistic ontology, this in itself does not establish the probity of that theory.
Rather, it is that ontology which acquires credence to the extent that the the-
ory andmethodology that it informs demonstrate their power to explain social
reality, precisely with a view to changing it.

3.2 Substantive Implications of Marx’s Value Postulates
What then are the substantive implications of the Marxian postulates that ‘liv-
ing labour is the sole source of new value’ and that ‘value exists as a definite
quantitative magnitude at the macro-economic level’? Apart from the consid-
erations just canvassed, the real power of these postulates stems from their
ability to breathe life into Marx’s account of the historical limits of capitalism.
Taken together they constitute the essential presuppositions of Marx’s ‘law of
the tendency of the rate of profit to fall’ – a law that Marx regarded as central
both tohis theory of cyclical crisis and tohis account of thehistorical-structural
crisis of capitalism. In a nutshell, this fundamental law of capitalist economy
dictates that the tendency of the social capital to increase its organic com-
position (that is, to replace ‘living labour’ with the ‘dead labour’ embodied in
an increasingly sophisticated productive apparatus) must exert a downward
pressure on the rate of profit, the decisive regulator of capitalist accumula-
tion.

To be sure, Marx’s law of value is merely a ‘necessary presupposition’ of this
law of profitability, not a sufficient one. Yet, there is a sense in which the latter
stands as a corollary to the former, even if not a theoretically ineluctable one.
For capitalism is a mode of production in which the goal of ‘economic activ-
ity’ is only incidentally the production of particular things to satisfy particular
humanneeds orwants,while its real, overriding goal is the reproductionof cap-
italist social relations through the production of value, that ‘social substance’

41 Marx 1989a, p. 8.
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which is the flesh and blood of AdamSmith’s powerful yet also fallible ‘invisible
hand’ – of our ‘Invisible Leviathan’.

In the end, Marx’s theory of value is concerned with the historical promise
and fateful implications of a labour process that has assumed the social formof
a ‘valorisation’ process. Marx’s theory awakens us to the reality that the imper-
ative to produce value is a social imperative, an imperative of capitalist social
relations, and not a technical or natural necessity inherent in the metabolic
relation between humanity and nature. Only a society burdened by the need
to ‘produce value’ can give birth to so absurd, andmonstrous, a phenomenon as
a ‘crisis of overproduction’. And only such a society can transform the benefits
flowing from labour-saving technological innovation into ecological devasta-
tion, declining living standards, unemployment, bitter trade rivalries, depres-
sion, andwar.Marx’s theory of value, in sum,provides a compellingbasis for the
conclusion that capitalism is, at bottom, an ‘irrational’ and historically limited
system, one that digs its own grave by seeking to assert its ‘independence’ from
living labour evenwhile remaining decisively dependent upon the exploitation
of livingwage-labour for the production of its very life-blood: the surplus-value
that is the social substance of private profit.

4 Value Theory and Programme

Neither Marx’s theory of value, nor the controversy surrounding it, is divorced
from – ‘innocent’ of – practical, ‘programmatic’ considerations. The various
interpretations and positions pertaining to it not only generate programmatic
perspectives, but tend to reflect them as well. Alternatively expressed, value
theory, as all theory, is shapedby the dialectic of theory andpractice; a powerful
tendency is perennially at work for programme (what one wishes to achieve in
the world) to generate theory (how one goes about analysing and understand-
ing it).42

Let’s begin by considering neo-Ricardian political economy. The latter has
often been associated with vaguely left wing currents that seek to establish
micro-economic foundations for Keynesian and post-Keynesian macro-
economic theories. In this regard, Lebowitz, following the example of Bukha-
rin’s classic critique of marginalism, has located the ‘social roots’ of neo-
Ricardian theory in the requirements of the managerial functionaries of cap-
ital for an objectiveunderstanding of price andprofit formation: ‘Neo-Ricardian

42 This dialectic is a major theme of Smith 2014.
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theory in general is an attempt to analyse all of the concrete forms that appear
on the surface of society. It does so from the perspective of the technostructure,
and in this sense may be described as a new “vulgar economy” ’.43

‘Marxist’ neo-Ricardianism (really a species of ‘neo-Marxism’) has essen-
tially the same analytical agenda, even while claiming to pursue its analysis
on behalf of labour against capital. Typically, it emphasises the role of working-
class struggle in not only altering the political relation of forces between capital
and labour but also engendering the crisis tendencies of the capitalist economy
in a very ‘direct’ sense. Since the division of the (Sraffian) ‘surplus’ between
wages and profits is said to reflect the balance of forces in the class struggle,
and since this division ‘determines’ the limits of capital accumulation, neo-
Ricardians often echo the arguments of bourgeois economists according to
which capitalist economic crises are often the result of a ‘wage-push/profit-
squeeze’ and/or declining rates of productivity growth resulting from labour
strength or resistance at the point of production. However, whereas pro-
capitalist economists deplore the ‘irresponsible and unrealistic’ demands of
labour, ‘left neo-Ricardians’ – historically at least – have tended to celebrate
them as harbingers of consciously anti-capitalist struggle, which brings them
into proximity with the ‘Ricardian-Marxist’ orthodoxy.

Marxist fundamentalists take a different view, even while arguing that cap-
italist economic crises serve to both instigate and necessitate anti-capitalist
action by workers. According to this view, such crises are not exclusively or
immediately attributable to (the generally defensive or even offensive)
struggles of workers for improved terms and conditions of employment (the
focus of trade-union struggles pertaining to wages, benefits, workplace safety,
and so on), but are rather the result of an ensemble of structural contradictions
endemic to capitalism, as evoked inMarx’s pithy observation that ‘the barrier to
capital is capital itself ’. ‘Capital itself ’, in this context, encompasses a whole set
of social production relations that increasingly ensnares bourgeois economy in
a contradictory logic and movement. A proper understanding of specific, con-
junctural economic crises as well as the long-term ‘historical-structural crisis’
of the capitalist mode of production requires a profound scientific analysis of
this contradictory movement.

Fundamentalists donotdeny that the class struggle, evenas thismightmani-
fest itself in tepid ‘business unionism’, plays a role in articulating the crisis
tendencies of the capitalist economy. But most would emphatically reject the
implicit neo-Ricardian/post-Keynesian notion that capitalism could enjoy a

43 Lebowitz 1973–74, pp. 400–1.



an assessment of the value controversy 191

(relatively) crisis-free evolution if the class struggle could somehow be ‘ration-
ally’ contained, managed or suspended. Such a notion is a pure fantasy, in the
first place because no economic, political, or managerial policy can eliminate
the class struggle under capitalism, and secondly because it involves a funda-
mentally false understandingof capitalism, its endemic contradictions, and the
sources of its economic crises.

Neo-Ricardians have frequently reproached fundamentalists for having a
‘fatalist’ outlook – for underestimating the role of human agency and unjus-
tifiably pinning their hopes for a ‘general crisis’ (or even a ‘final breakdown’)
of capitalism on deterministically conceived ‘laws of motion’ – that is, laws
that unfold inexorably toward an anti-capitalist ‘negation of the negation’ inde-
pendently of human praxis.44 Since the 1970s, fundamentalists have almost
always denied this charge, while nevertheless insisting upon the need to base
political practice, education and programme on the results of Marx’s scientific
analysis of capitalism’s laws of motion. On this view, any socialist political pro-
gramme or anti-capitalist strategic perspective that ignores or rejects this ana-
lysis must tend toward an accommodation with bourgeois reformism – that is,
with the view that real human progress remains possible within the framework
of capitalism.

The programmatic views of the neo-orthodox and value-form theorists are
more difficult to pin down, with some appearing close to the neo-Ricardian
perspective, others to the fundamentalist. To some extent this reflects the the-
oretical heterogeneity of the neo-orthodox school, in part, a characteristically
‘anti-determinist’ understanding of capital’s ‘laws of motion’. Thus, even such
exponents of the law of the tendency of the rate of profit to fall as Ben Fine,
Laurence Harris and JohnWeeks, who in the 1970s and ’80s, at least, combined
neo-orthodox and fundamentalist inclinations, tend to place this law on a co-
equal footing with tendencies that counteract the fall in the rate of profit. This
theoretical move attenuates any notion of the inevitability of capitalist eco-
nomic crisis, potentially opening the door to the notion that the social capital
can contain or at least strongly mitigate crises through the adroit mobilisation
of the requisite ‘counteracting tendencies’.

There is another matter of theoretical and practical interest that should be
considered an important programmatic touchstone in the value controversy,
namely how the transition from capitalism to socialism, as well as the con-
tent of the future socialist society, should be envisioned. It can scarcely be
stressed too strongly that the actual experiences of ‘socialist construction’ in

44 See, for example, Hodgson 1975.
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the twentieth century have weighed heavily on the ways would-be Marxists
have interpreted the theory of value and differed, often fundamentally, as to
its meaning.

Suggestions have already beenmade that mid-twentieth-century ‘orthodox’
value theory had a strongly Ricardian inflection; and, as we have seen, Ricardo
regarded the law of value as ‘eternal’, as a ‘natural’ constraint on all conceivable
human economies. Against this, Marx maintained that the socialist society of
the future could and should dispense with the law of value and substitute for it
methods of allocating social labour based on conscious planning and the sat-
isfaction of human need. In light of this, an intriguing question is posed.What
were academic Marxist economists (such as Dobb, Meek and Sweezy), who
were either sympathisers or members of pro-Moscow Communist parties, to
think when Joseph Stalin proclaimed in 1936 that socialism had been fully real-
ised in the Soviet Union? Moreover, what were Marxist economists (of such
Stalinist persuasion) to make of the following opinion expressed by Stalin in
the early 1950s: ‘It is sometimes asked whether the law of value exists and
operates in our country, under the socialist system. Yes, it does exist and oper-
ate. Wherever commodities and commodity production exist, there the law of
value must also exist.’45

To those inclined to accept Stalin’s assertion that a ‘socialist system’ was
already in place in the Soviet Union, the ‘admission’ that commodity produc-
tion occurs and that the law of value operates under ‘socialism’ could only
open the way to a Ricardian embodied-labour theory of value – for it was obvi-
ous (to most) that the Soviet economy lacked the production relations requis-
ite for the social-structural existence of ‘abstract labour’.46 For many theorists
(of a broadly fundamentalist bent), however, Stalin was simply wrong to have
claimed that a ‘socialist system’ prevailed in the Soviet Union, and the fact that
commodity production existed and the lawof valueoperated in its economy (in
however attenuated a fashion) only confirmed that the Soviet Union was not
fully socialist. Most Trotskyist fundamentalists in particular have argued that
the Soviet economy was at best ‘in transition’ between capitalism and social-
ism, while conceding that the law of value must continue to operate at some

45 Stalin 1972b, pp. 458–9.
46 In criticising the theorisation by Resnick and Wolff (1994) of the Soviet Union as a ‘state

capitalist’ social formation, I pointed out that ‘it is impossible to demonstrate the exist-
ence of “generalised commodity production” and the operation of the capitalist law
of value in an economy where means of production and labour-power are not freely
exchanged in a market; where wages and labour-power do not assume the form of vari-
able capital; and where no structural imperative exists to measure social wealth in terms
of abstract social labour time’ (Smith 2014, p. 241).
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level in a post-capitalist transitional economy until such time as conscious,
democratic planning becomes the exclusive principle of labour and resource
allocation, entirely dispensing with market allocation.47

With all this in mind, it could be said that the Ricardian/‘physicalist’ pro-
pensities of both the ‘old orthodoxy’ (Dobb, Meek, Sweezy) as well as some
within the neo-Ricardian/post-Sraffian school or close to it (Cockshott and
Cottrell) can be explained in good part by an appetite to develop a Marx-
ist ‘labour theory of price’ as the point of departure for constructing models
of ‘socialist economy’ (whether market-socialism or central planning).48 The
early ‘neo-orthodox’ and contemporary value-form theorists have shown an
opposite tendency: to treat value theory as simply a ‘critique’ of bourgeois eco-
nomic theory, and as ameans to ‘negate in thought’ the conditions of capitalist
alienation, reification and exploitation. One might also say that TSSI stands
somewhere between ‘pure’ value-form theory and fundamentalist theory with
respect to its programmatic commitments. For example, Kliman (influenced
by Raya Dunayevskaya), Harman (by Tony Cliff), and Freeman (by ErnestMan-

47 See, for example, Mandel 1967 and Seymour 1977, the former a long-time leader of the
United Secretariat of the Fourth International, and the latter a leading theoretician of
the ‘Spartacist’ International Communist League (Fourth Internationalist). See also vari-
ous publications of the International Bolshevik Tendency, including the introduction to
Trotsky 1998. ‘Post-Trotskyist’ Marxist-Humanists (a Dunayevskaya-inspired trend, which
includes Kliman) and revisionist ‘state-capitalist’ Trotskyists (like Walter Daum’s League
for the Revolutionary Party in the US and Alex Callinicos’s Socialist Workers Party in Bri-
tain) have also proved capable of defending fundamentalist value-theoretic approaches,
often more unambiguously than did Mandel. For an excellent study of various Marxist
theorisations of Soviet ‘actually existing socialism’, see Van der Linden 2009.

48 Cockshott and Cottrell 1993. As we have seen, Shaikh’s research has sometimes pointed in
this direction as well, although his political orientation has seldom been clearly in evid-
ence in his writings. It is worth noting that the subject index of his 2016 magnum opus
does not include ‘planning’ or ‘socialism’, although there is a very large entry for ‘crisis’.
This suggests a greater interest in studying the dynamics and problems of capitalism than
in imagining a socialist alternative. One could add that it is surprising, and quite ironic,
that this long-time supporter of Marx’s law of profitability chose to endorse the meekly
Keynesian economic platform of the ‘democratic socialist’ Bernie Sanders in his bid for
the Democratic presidential nomination in 2016. Such a position sits uneasily, I think,
with the very last lines of Shaikh’s book: ‘Official unemployment measures indicate that
even without adjusting for part-time and discouraged workers there are currently almost
200 million people in the world without jobs, and almost 900 million workers living in
dire poverty (ILO 2013). Even if capitalism recovers soon from the crisis, can it grow fast
enough to offset the steady march of mechanization of all sorts of labor activities? Can it
even absorb the new labor coming from population growth, let alone the already existing
large pool? Whatever form it may take, capitalism will remain bound by the laws of real
competition on which it rests’ (2016, p. 761).
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del) all seemwary (likely to varying degrees) of constructingmodels of socialist
economy, and are therefore loath to consider the role ‘prices’ might play in a
post-capitalist economy.

Fundamentalist Marxian value theory, however, is concerned with both the
form and the magnitude of value, and is therefore quite capable of conceiv-
ing of a post-capitalist economy that, while no longer dominated by the law
of value and moving toward socialism, remains in need of markets. Insofar as
it can provide insight into how the measurement of wealth in a ‘transitional’
economy would still rely to some extent on the allocation of social labour
throughmoney/price signals,Marx’s value theory can indeed be deemed a use-
ful resource for socialist economicplanning. In very general terms, it seems, this
is the stance of both Mandel and Seymour.49

In a critique of Stalin’s argument about the law of value operating in the
‘socialist’ Soviet Union, the neo-orthodox theorist JohnWeeks observed in 1981
that ‘the confusions and internal contradictions in [Stalin’s] EconomicProblems
derive from considering the law of value as the “law of embodied (concrete)
labor” ’.50 Yet, whileWeeks’s argument has real merit as far as it goes, it neglects
to identify Stalin’s characterisation of the Soviet Union as a ‘socialist system’ as
the most important faulty premise of his argument. By failing to do this, Weeks
mayhavehelpedopen thedoor, perhapsunwittingly, to thenotion that thekind
of market phenomena that Stalin subsumes under a ‘socialist law of value’ are
actually compatible with the operations of an authentically socialist economic
system. His argument may therefore lend itself to support for ‘market social-
ism’ as a viable alternative to the bankrupt Stalinist model of bureaucratically
centralised planning. FromMarx’s own standpoint, however, ‘market socialism
in one country’, no less than Stalin’s model, can only be regarded as an obstacle
to the realisation of a socialism that will finally transcend the law of value, a
matter to be considered in greater detail in Chapter 11.

49 See Mandel 1986, 1988, 1992; Seymour 1973, 1988.
50 Weeks 1981, p. 94.
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chapter 7

Value, Economy and Crisis

Onthebasis of communalproduction, thedeterminationof time remains,
of course, essential. The less time the society requires to produce wheat,
cattle, etc., themore time itwins for other production,material ormental.
Just as in the case of an individual, themultiplicity of its development, its
enjoyment and its activity depends on economisation of time. Economy
of time, to this all economy ultimately reduces itself. Society likewise has
to distribute its time in a purposeful way, in order to achieve a produc-
tion adequate to its overall needs; just as the individual has to distribute
his time correctly in order to achieve knowledge in proper proportions or
in order to satisfy the various demands on his activity. Thus, economy of
time, along with the planned distribution of labour time among the vari-
ous branches of production, remains the first economic law on the basis
of communal production. It becomes law, there, to an even higher degree.
However, this is essentially different from ameasurement of exchange val-
ues (labour or products) by labour time.

– Karl Marx, Grundrisse1

∵

The law of value, relative to the general abstraction ‘economy-of-time’, is a
determinate abstraction that enforces and regulates the distribution of labour-
time among economic branches and units through processes of the social
equalisation of labour. Even in situations where it operates only to a limited
degree, at least some economic reproduction is governed by the exchange
of commodities representing socially equalised labour. But wherever socially
equalised labour assumes the still-more determinate (and complexly determ-
ined) form of abstract labour, the law of value is further concretised as the
capitalist law of value – and as the dominant principle of socio-economic repro-
duction.

1 Marx 1973, pp. 172–3, emphasis added.
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Historically, what distinguishes the capitalist law of value from that which
operates under conditions of simple commodity production is that the lat-
ter stimulates progress in productive technique and exacerbates the internal
contradictions of pre-capitalist societies, while the former – constituting the
governing principle of labour and resource allocation, and subsuming under
itself the dominantmode of surplus appropriation (class exploitation) – is sub-
ject to a historical limitation stemming from its own achievements. The logic
of the law of value – its systematic promotion of technical-scientific rationality
and associated gains in labour productivity – becomes increasingly incompat-
ible with the appropriative imperatives of the capital-labour relation.

InChapter 2, I argued thatMarx regarded thedrive to increase theproductiv-
ity of labour as deeply rooted in the humanity-nature relation and that history
could be said to possess a developmental pattern to the degree that this drive
manifested itself in real and enduring developments in general human capacit-
ies. In this connection I also pointed to commodity-value relations as the social
relations that have hitherto most consistently promoted a logic of technical
rationalisation conducive to ‘progressive’ (that is, truly labour-saving) advances
in labour productivity. This is so for at least two reasons, both of which are
logically and historically prior to the capital-labour relation. First, production
for exchange (at first ‘accidentally’ and later with increasing deliberation and
forethought) encourages the phenomena associated with what Söhn-Rethel
calls the ‘exchange abstraction’: that is to say, cognitive faculties and forms of
thought conducive to scientific breakthroughs and technological innovation.
Second, production for exchange involves production for society rather than
production for personal consumption, and, as such, it stimulates a competit-
ive dynamic between commodity producers – one that promotes/facilitates
product diversification, cost-cutting production innovations, and numerous
technical departures that serve to enhance the productivity of labour. It is true
that such competition is severely circumscribed in pre-capitalist formations
due to the presence of guild monopolies and other forms of social regulation
of the activities of independent commodity producers. But competition is not
entirely suppressed, and, with the extension of markets and the emergence of
aworldmarket, the competitive dynamic immanent in simple commodity pro-
duction becomes altogether uncontainable.

What is distinctive about the capitalist law of value is that it operates
through the generalisation of commodity production and the value-form, and
thereby as the overwhelmingly dominant principle of labour and resource
allocation. And since it also operates in a largely unconstrained way (that is,
no longer in contradiction or opposition to ‘competing’ social forms), it is able
to give much freer expression to its underlying drives and imperatives – per-
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haps most importantly, from the historical standpoint, to the drive to enhance
labour productivity.

Much of the first volume of Capital is devoted to answering the question:
what is the source of the formidable historical dynamism of the capitalist
mode of production? The burden of the third volume of Capital is to answer
a different question: what are the limits of capitalism’s historically progress-
ive mission? The elements of Marx’s answer to the first question can be briefly
stated. The historical dynamism of the capitalist mode of production stems
from the insatiable appetite of individual capitals to continuously accumulate.
This drive toward capital accumulation is not primarily a function of personal
avarice, or of any subjective proclivity to ‘save’ or to postpone personal con-
sumption to the future. Such personal, subjective traits may play a more or
less important role in the behaviours of individual capitalists. But what must
compel all capitalists to accumulate is their objective role and position within
capitalist relations of production.

All capitalists must contend with two basic conditions of their activity: an
antagonistic relation with the workers they employ (resulting in a tendency to
displace living labour from production in favour of labour-saving machinery),
and a competitive relation with other capitalists (resulting in a continuous
striving for larger ‘market shares’ through price reductions made possible by
cost-cutting). Both of these relations compel individual capitalist firms to seek
out methods to enhance labour productivity. At the same time, each comple-
ments the other in promoting the use of suchmethods. Thus, it is only because
an individual capitalist firm can realise (that is, ‘capture’) the surplus-value
produced by workers employed in other firms (through the process of surplus-
value redistribution) that the displacement of living labour from production is
a viable micro-level tactic for capitalists seeking to achieve greater ‘independ-
ence’ from recalcitrant workforces and attempting to cut labour production
costs per unit of output.

At the same time, the pressure of inter-capitalist competition is a key factor
in pushing individual firms to secure their positions in relation to the vicis-
situdes of the class struggle. By becoming less dependent on living labour,
individual capitalists are better positioned to cut costs, expand markets, and
meet the many challenges of competition.

The upshot is this: the fundamental social production relations that define
capital in general push inexorably toward an enhancement of labour pro-
ductivity at the level of the individual capitalist firm. At the level of the ‘social
capital’, however, matters are much less straightforward. Indeed, a value-
theoretical specification of the ‘law of increasing productivity’ within the cap-
italist mode of production requires a ‘holistic’ analysis of the contradictory
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developmental tendencies of capitalism – both its progressive role in devel-
oping the forces of production during its ascendant stages and its retrograde
role in restraining such development during the stage(s) of its historical de-
cline.

1 Capitalist Development and Its Cyclical Crises

Capitalist production is production for profit, and profit of productive enter-
prise is necessarily a money-form of surplus-value, realised through exchange
in the sphere of circulation. At themacro-level, surplus-valuemust first be pro-
duced before profits can be realised. But the production of surplus-value is
not the self-conscious aim of individual capitalists in the micro-level produc-
tion processes under their direction. Rather, the capitalist’s aim is to produce
the greatest amount of product that ‘the market’ can bear at the lowest cost.
By reducing the costs of production, the individual capitalist is positioned
to more successfully compete in the market and to realise the largest pos-
sible magnitude of profit. Thus, in the subjective calculations of the individual
commodity-producing capitalist firm, what is uppermost is not whether the
rate of return on invested capital is equal to the average rate of profit, for this
rate is never precisely known. What is crucial is that the firm’s rate of profit
remain on a par with that of its competitors, that its mass of profits be just as
large as possible, and that its ‘market share’ not be sacrificed on the altar of
profitability (or vice versa). All of these considerations are taken into account
when capitalist firms deliberate about the techniques they should employ in
the production of their commodities. In general, choices pertaining to product-
ive technique will tend to favour increases in labour productivity – that is to
say, new investment in capital stock (building structures,machinery, and so on)
will be directedprimarily toward reducing costs per unit of output (and thereby
increasing ‘profitmargins’) through labour saving innovation. The advantage of
such innovation over so-called ‘capital saving’ innovation is that it allows the
individual capitalist firm to simultaneously reduce unit costs and its depend-
ency on what Marx called the ‘limited basis’ of capitalist expansion: the work-
ing population.

The subjective micro-economic decisions of individual capitals seeking to
navigate the perilous waters of the capitalist market have major implications
for what is transpiring at the level of commodity values. Labour-saving innova-
tion has the objective effect of changing the forms of surplus-value production:
for the logics of inter-capitalist competition and capital-labour antagonism
promote a continuous ‘revolution’ in these forms.
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The historical presupposition and structural prerequisite for the production
of surplus-value is what Marx termed the ‘formal subsumption of labour by
capital’, which involves the separation of the direct producer fromownership of
themeans of production, the ‘commodification’ of labour power, and the inter-
vention of the capitalist into the production process as its ‘director’ or ‘man-
ager’. For formal subsumption to occur, ‘it is enough … that handicraftsmen,
who previously worked on their own account, or as apprentices of a master,
should become wage-labourers under the direct control of a capitalist’.2

In contrast to formal subsumption, Marx defines the ‘real subsumption’ of
labour by capital as an ongoing and distinctive feature of what he terms the
‘developed form’ of the capitalist mode of production. This process involves
not only a change in the situation of the agents of production but also a revolu-
tion in the ‘actual mode of labour and the real nature of the labour process as
a whole’. With every improvement in labour productivity comes a change in
the parameters of socially necessary labour-time and therefore in the social-
structural properties of abstract labour and value. To keep pace with these
changes – which create ‘competitive’ challenges for individual capitalist firms
as well as a diminishing relativemagnitude of surplus labour for the social cap-
ital as a whole – capitalists must be prepared to repeatedly revolutionise the
labour processes under their direction.3

Marx’s distinction between the formal and the real subsumption of labour
by capital is closely related to the distinction he draws between the produc-
tion of absolute and relative surplus-value. The former corresponds to a form
of capitalist exploitation that relies on a lengthening of the working day in
order to reduce the proportion of necessary labour time required for the social
reproduction of the labourer in relation to the surplus labour time expended.
Accordingly, absolute surplus-value may be conceived as an extensive mag-
nitude, an expansion of which depends upon increasing the total quantity of
labour time performed. Relative surplus-value, on the other hand, is an intens-
ivemagnitude,which arises from ‘the curtailment of thenecessary labour-time,
and from the corresponding alteration in the respective lengths of the twocom-
ponents of the working day’.4

2 Marx 1977, p. 1019.
3 Marx’s theory has been substantially borne out by the actual history of capitalist develop-

ment. Fixed-capital stocks tend to become technologically obsolescent before they become
physically ‘worn out’. Moreover an actual ‘acceleration of technological innovation’ has oc-
curred over the course of the history of capitalism. On this, see Mandel 1975, Chapter 8.

4 Marx 1977, p. 432.
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Since work time cannot be indefinitely extended, absolute surplus-value
faces a clear limit in the length of the working day and in the maximal intens-
ity of the labour process. Relative surplus-value, however, faces limits set only
by the level of development of labour-saving technology. Consequently, relat-
ive surplus-value techniques constitute an increasingly important method of
raising the rate of surplus-value over the course of capitalist development –
especially in the face of successful struggles by working people for a shorter
workweek with no loss in pay.

Precisely because such techniques allow individual capitalists to produce
more output with less labour, productivity improvements are sought through
increases in what Marx called the ‘technical composition of capital’. The prob-
lem, argues Marx, is that such increases find a value expression in the dimin-
ishing relative role of living labour in the overall process of production. Living
labour is displaced by labour-saving machinery representing a proportionally
expanding magnitude of invested constant-capital values, and this signifies a
relative diminution in the role of living labour in the process of production. At
the level of the social capital as a whole, this displacement must entail a fall
in the average rate of profit (the fundamental regulator of capitalist accumula-
tion), sincewhat is involved in this increased ‘value’ or ‘organic’ composition of
capital is an overaccumulation of constant capital in relation to the volume of
surplus-value being produced by living labour. This argument is squarely based
onwhat is the key postulate of Marx’s theory of value: that living labour and liv-
ing labour alone generates the new value from which surplus-value arises.

The upshot of all this is that capital ‘moves in contradiction’ – compelled
by the imperatives of the accumulation process to adopt relative surplus-value
techniques, even though these techniques tend to produce a decline in the
average rate of profit and, therewith, crises of accumulation. The crisis tend-
encies associated with declining profitability exert both short-term (cyclical)
and long-term (secular) influences upon regimes of accumulation. Yet the key
to understanding both of these expressions of capitalist crisis is the ‘law of the
falling tendency of the rate of profit’, a law that stands as something of a corol-
lary to the capitalist law of value. This law and its relation to capitalism’s crisis
tendencies will be considered in greater detail in the next section. For now, it
will suffice to consider its intimate relation to the drive toward increasing pro-
ductivity under capitalism. Concerning this Marx writes:

The barriers to the capitalist mode of production show themselves as fol-
lows: 1) in the way that the development of labour productivity involves
a law, in the form of the falling rate of profit, that at a certain point con-
fronts this development itself in a most hostile way and has constantly
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to be overcome by way of crises; 2) in the way that it is the appropriation
of unpaid labour in general … that determines the expansion and con-
tractionof production, insteadof theproportionbetweenproductionand
social needs, the needs of socially developed human beings.5

Marx presents the law of the falling rate of profit in this passage as a precipitant
of conjunctural interruptions of the accumulation process. In this connection,
capitalist economic crises are conceived to be the mechanism whereby a rate
of profit adequate to resumed accumulation can be restored. In a sense, then,
Marx is arguing that a fall in the rate of profit, involving a development of labour
productivity, is the cause of capitalist crises; at the same time, however, he sug-
gests that (cyclical) crises produce the conditions in which the rate of profit
can experience an upswing and accumulation can proceed.

The above passage also establishes very clearly that, for Marx, the capit-
alist process of promoting the productivity of labour is ‘internally related’ to
the tendency of the rate of profit to fall. The technical composition of capital,
expressing the material relationship between accumulated and living labour
in production, is an index of labour productivity, while the value expression of
this composition, Marx’s ‘organic composition of capital’, is an index of profit-
ability. Capital promotes increased labour productivity through labour-saving
and labour-displacing innovation and in this way undermines profitability.

When profitability suffers, a crisis occurs characterised by economic con-
traction, reduced capacity utilisation, unemployment, and other well-known
phenomena that, at the level of the social capital as a whole, signify a massive
decline in aggregate productivity. But the ultimate function of such cyclical
crises is to bring about a restructuring of the regime of accumulation through a
‘slaughtering of the values of capitals’. As capital values fall, reflecting the inab-
ility of capital stocks to sustain an adequate level of valorisation, the organic
composition of capital falls and the average rate of profit begins to rise. Recov-
ery is based substantially upon a devalorised stock of capital operating at a
higher rate of return. As employment and capacity utilisation are restored to
pre-crisis levels, the technical composition of capital, together with labour pro-
ductivity, may remain as high as ever, but the composition of capital will also
have a value expression that is no longer immediately inimical to ‘production
for profit’.

While Marx is often concerned to establish how the ‘overaccumulation of
capital’ associated with a falling rate of profit is a mere ‘barrier’ to capitalist

5 Marx 1981b, p. 367.
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production, one that is surmountable through ‘temporary’ short-term crises,
he also regarded the law of the falling rate of profit as the expression peculiar
to capitalism of a historical-structural crisis reflecting the growing incompatib-
ility of the social relations and material forces of production. Indeed, ‘the Law’
may be regarded from this standpoint as establishing a limit to the ‘progress-
ive mission’ of capitalist development. Marx’s analysis of the law of the falling
rate of profit and of its counteracting tendencies provides the necessary basis
for addressing this question; but, for reasons already outlined in Chapter 1, this
analysis needs to be further developed if it is to adequately explain the concrete
manifestations of capitalism’s ‘historical-structural crisis’ as this has unfolded
since Marx’s own time.

2 The Falling Rate of Profit and the Dimensions of Capitalist Crisis

As conceived by Marx, the law of the falling rate of profit is an ineluctable
concomitant of the capitalist process of accumulation. Capital’s drive to aug-
ment the physical means of production (especially the fixed constant capital
represented by increasingly sophisticated labour-saving machinery) without a
corresponding augmentation of the ‘living’ workforce that sets them inmotion
can only signify a relative diminution of the role of living labour in the over-
all process of accumulation. Such a pattern of accumulation must precipitate
a fall in the average rate of profit, since it entails an increase in the total capital
advanced for production without a corresponding increase in the magnitude
of surplus-value produced.

Contrary to the interpretations of some critics,6 Marx’s law of the falling
rate of profit is not at all predicated on a ‘constant rate of surplus-value’. On
the contrary, Marx explicitly states that the ‘law of the falling rate of profit, as
expressing the same or even a rising rate of surplus-value, means … an ever
greater portion of [average social capital] is represented by means of labour
and an ever lesser portion by living labour.’7 The same point is made in his fol-
lowing succinct formulation of ‘the law’:

The progressive tendency for the general rate of profit to fall is thus
simply the expression peculiar to the capitalist mode of production of
the progressive development of the social productivity of labour. This

6 See in particular Robinson 1942.
7 Marx 1981b, p. 322.
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does not mean that the rate of profit may not fall temporarily for other
reasons as well, but it does prove that it is a self-evident necessity, deriv-
ing from the nature of the capitalist mode of production itself, that as it
advances the general rate of surplus-value must be expressed in a falling
general rate of profit. Since the mass of living labour applied continu-
ously declines in relation to the mass of objectified labour that it sets in
motion, i.e. the productively consumed means of production, the part of
this living labour that is unpaid and objectified in surplus-valuemust also
stand in an ever-decreasing ratio to the value of the total capital applied.
But this ratio between the mass of surplus-value and the total capital
applied in fact constitutes the rate of profit, whichmust therefore steadily
fall.8

Marx’s contention that an increasing rate of surplus-value finds expression in
a falling general rate of profit merits underscoring here given the enormous
confusion surrounding the interpretation of the rate of surplus-value (s/v) and
the organic composition of capital – C/v or C/(s+v) – as co-determinants of
the average rate of profit. Both Robinson and Sweezy, along with many oth-
ers, have detected a telling indeterminacy in Marx’s theorisation of the falling
rate of profit – an indeterminacy stemming from the notion that a rising rate of
surplus-value could negate the depressing effect of a rising organic compos-
ition of capital on the average rate of profit. But this indeterminacy is con-
ceivable onlywhen the organic composition of capital is defined inadequately.
Before this issue can be examinedmore closely, a few preliminary observations
are in order.

In the preceding paragraph, the uppercase ‘C’ was used to denote the con-
stant capital in the formula(s) for the composition of capital. Up to this point,
the quantitative relationships of Marx’s theoretical system (the rate of surplus-
value, the rate of profit, and the composition of capital) have been specified in
the same way Marx did for purposes of simplified arithmetical illustration –
that is to say, as relationships between flow variables. However, while it is
appropriate to treat variable capital and surplus-value exclusively as flows, com-
pelling grounds exist for distinguishing between stock and flow expressions of
constant capital. Indeed, in both theoretical and empirical investigations of the
organic composition of capital and the movements of the rate of profit, con-
stant capital should be treated as a stock subject to long-term depreciation as
well as short-term consumption.

8 Marx 1981b, p. 319.
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Acrucial element of Marx’s theory of the falling rate of profit is the fixed con-
stant capital embodied in technologically sophisticatedmachinery, the value of
which is not completely consumed in a single production period. The upper-
case ‘C’ in the formulas C/v and C/(s+v) refers, then, to the total value of the
constant capital stock: the capital ‘advanced’ for purposes of capitalist produc-
tion, to use Marx’s own terminology. For mathematical as well as theoretical
reasons, this conceptualisation of constant capital also enjoins us to redefine
Marx’s expression for the rate of profit in a particular way: instead of s/(c+v),
we now have s/C, where the capital ‘advanced’ or ‘invested’ in production is the
value of the total constant capital stock (machinery, building structures, fuel,
rawmaterial stocks). This procedure, which involves the elimination of ‘v’ from
the denominator of the rate of profit,might seemproblematic given the crucial
role played by variable capital in the accumulation process, but its advantages
more than outweigh any disadvantages, particularly in the empirical analysis
of trends in the rate of profit.9

With this matter clarified, we are better able to address the question of how
‘determinate’ the relationship really is between a rising organic composition
of capital and a falling rate of profit. If the economy-wide OCC rises, must the
average rate of profit fall? Sweezy, having defined the OCC as c/v (where the
lowercase ‘c’ refers to capital used up) and the rate of profit as s/(c+v), presents
the following formula to express the ‘co-determining’ influences of the rate of
surplus-value and the OCC on the rate of profit: r = (s/v)/ (1 – c/v).

9 In principle, it would seem appropriate to treat variable capital in the same way as constant
capital – that is, by distinguishing between its stock and flow expressions. But any such pro-
cedure immediately points to a significant difference between constant capital and variable
capital, namely that capitalists do not invest in labour-power in the same way as in means
of production. Not only is the rate of turnover enormously different between constant and
variable capital; one can realistically assume that variable-capital ‘stocks’ are actually non-
existent. The justification for this assumption is well stated by Mage: ‘Most large businesses
in practice segregate the “variable” portion of their circulating capital in a special payroll
account, whose maximum size is slightly above the average payroll. But since production
workers are generally paid after the close of the payroll period, the “stock of variable cap-
ital” is always equaled or even exceeded by the liability “wages payable”, so that its net value is
actually Zero or even negative! Marx was quite well aware of this, when in Volume I [of Cap-
ital] he wrote “the laborer is not paid until after he has expended his labor-power … [H]e has
produced, before it flows back to him in the shape of wages, the fund out of which he himself
is paid, the variable capital” ’ (Mage 1963, pp. 37–8). On this latter point, see also Reuten 2006.
In the formula s/C, changes in the value of labour-power are reflected in the numerator, that
is, in the aggregate surplus-value, which serves as an index of the total new value created by
living labour in production. This index is determined at any given time by the rate of surplus-
value.
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On the basis of this formula he concludes, ‘there is no general presump-
tion that changes in the organic composition of capital will be relatively so
much greater than changes in the rate of surplus-value that the former will
dominate movements in the rate of profit’.10 But this is correct only if Sweezy’s
formula for the rate of profit fully reflectsMarx’s understanding of the relation-
ships between the quantitative ratios in question. This may be doubted for two
reasons. First, Sweezy operates entirely within the conceptual ambit of flow
variables and in this way sidesteps the crucial role of fixed capital in the law of
the falling rate of profit. Second, his conceptualisation of the OCC as the ratio
of constant to variable capital is questionable, since an excellent case can be
made for conceptualising the organic composition of capital as the ratio of the
constant capital stock to the total value newly created by living labour in pro-
duction – that is, as C/(s+v).

Our revised formulas for the rate of profit and the OCC provide the basis for a
different specification of the relationships between Marx’s three fundamental
ratios, one that renders the relationship between the OCC and the rate of profit
farmore determinate than does Sweezy’s formula. This specification, originally
proposed by Shane Mage,11 proceeds as follows.

The rate of surplus-value is the ratio of two flows of living labour (L), which
together comprise the ‘net value’ of the commodity product: surplus-value and
variable capital. Hence, s′ = s/v. It follows that s = L – v = L – (s/s′) = L/(1 + 1/s′) =
L(s′/1 + s′). Now, if theOCC is Q and this equals C/(s+v), thenQ=C/L, and the cap-
ital stock C equals L × Q (C = LQ). If the rate of profit is the ratio of surplus-value
to the capital stock (s/C), then we arrive, through substitution, at the following
formula:

r = L(s′/1 + s′)/LQ = s′/Q(1 + s′).

In this formula, changes in the rate of surplus-valuewill have an impact on both
the rate of profit and the OCC, so that if the OCC increases, thismustmean a fall
in the rate of profit. An increase in the rate of surplus-value can contribute to
maintaining or increasing the rate of profit only if it occurs without an increase
in the OCC defined as C/(s+v).

Compelling theoretical reasons exist for specifying the OCC as C/(s+v) rather
than as c/v or C/v. First, by positing a far more determinate relationship be-
tween the OCC and the average rate of profit, C/(s+v) allows a clearer view

10 Sweezy 1968, pp. 102–3.
11 Mage 1963, p. vii.
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of the relationship between the law of the falling rate of profit and the tend-
encies counteracting it, for it is precisely in the interaction between the ‘law
as such’ and these counteracting tendencies that many of the law’s ‘internal
contradictions’ can be located. Thus, an appreciation of these contradictions
permits a clearer perspective on the ‘real history’ of the capitalist mode of pro-
duction as shaped by the capitalist law of value. Second, by employing C/(s+v)
in preference to C/v one can allow for anon-constant rate of surplus-valuewhile
retaining the element of determinacy in the relationship between the OCC and
the rate of profit that is so vital to Marx’s theoretical exposition of the law of
the falling rate of profit. Finally, C/(s+v) is more faithful than C/v toMarx’s own
conceptualisation of the real impact of a rising OCC on the profit rate. In Cap-
ital I, Marx distinguishes between ‘technical’, ‘value’ and ‘organic’ expressions
of the composition of capital as follows:

The composition of capital is to be understood in a two-fold sense. As
value, it is determined by the proportion in which it is divided into con-
stant capital, or the value of the means of production, and variable cap-
ital, or the value of labour-power, the sum total of wages. As material,
as it functions in the process of production, all capital is divided into
means of production and living labour-power. The latter composition is
determined by the relation between the mass of production employed
on the one hand, and the mass of labour necessary for their employment
on the other. I call the former the value composition, the latter the tech-
nical composition of capital. There is a close correlation between the two.
To express this, I call the value-composition of capital, in so far as it is
determined by its technical composition and mirrors changes in the latter,
the organic composition of capital.12

This passage leaves little room for doubting that Marx saw the value-com-
position of capital as ‘determined’ by the proportions in which it is divided
between constant and variable capital, that is, as c/v or C/v. But as capital
actually functionswithin production, it has a technical composition (in ‘mater-
ial’ terms) in which it is necessary to distinguish between ‘means of pro-
duction and living labour-power’, or between ‘the mass of means of produc-
tion employed on the one hand, and the mass of labour necessary for their
employment on the other’. But the ‘mass of labour necessary for their employ-
ment’ must be specified in relation to what the means of production are being

12 Marx 1977, p. 763, emphasis added.
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employed to accomplish: the production of value and surplus-value. For the
organic composition to be an expression of the value composition that ‘mirrors’
changes in the technical composition of capital, it must therefore be under-
stood as a value expression of the constant and variable capital relationships
as these appear inproduction, where variable capital is no longer identifiedwith
‘the sum of total wages’ but rather with the living labour-force engaged in cre-
ating all new value.13

To summarise, the OCC is best conceptualised and measured as the ratio of
dead to living labour in production understood in terms of value magnitudes,
that is to say, as C/s+v. If and when this ratio rises, the rate of profit s/C can only
fall.

3 Tendencies Counteracting the Fall in the Rate of Profit

In evaluating what Marx cites as counteracting tendencies to a falling rate
of profit, we can begin by distinguishing those factors that contribute to an
increase in the rate of surplus-value from those that pertain directly to the
OCC. With respect to the former we can identify (1) ‘increases in the intens-
ity of exploitation’, (2) ‘reduction of wages below their value’, and (3) ‘relative
over-population’.With respect to the latter we can identify (4) ‘the cheapening
of the elements of constant capital’ and (5) ‘foreign trade’.14

‘Increasing the intensity of exploitation’ encompasses two distinguishable
modes of increasing exploitation, only oneof which can counter a falling rate of
profit. In this connection, Marx points to specific methods employed by capit-
alists to increase labour productivity that do not involve investments in labour-
saving technology conducive to a rising OCC. Suchmethods are generally asso-
ciatedwith the production of absolute surplus-value and include speed-up and
prolongations of the working day – methods that run up against physiolo-
gical limits, workers’ resistance and pressures to increase wages. Marx also
mentions productivity-enhancing technical innovations as these are applied
by individual capitalists ‘before they are universally applied’ and, presumably,
before they have an impact on the economy-wide OCC.

As with the measures employed to increase the intensity of labour exploita-
tion, ‘the reduction of wages below their value’ is generally an ephemeral factor
in countering the fall in the rate of profit; for any ‘permanent reduction’ would

13 Marx 1978a, p. 382.
14 Marx 1981b, Chapter 14.
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amount to a lowering of the value of the commodity labour power, thereby
compromising workers’ performance within the labour process and eventu-
ally inciting serious worker resistance. Thus, a long-term reduction of wages
below their value can be envisioned only under conditions of severe anti-
labour repression.

‘Relative overpopulation’ can also have a positive impact on the rate of
exploitation by pushing down wages, but it encounters a significant barrier in
the limited size of theworking population. Only where capitalism is in the pro-
cess of uprooting non-capitalist modes of production and constantly replen-
ishing a massive ‘reserve army’ of the unemployed is it likely to have anything
more than a short-term impact as a counteracting factor.

Conjuncturally, all three of the above factors can play a role in increasing the
rate of surplus-value without inducing a rise in the OCC. Even so, Marx’s appar-
ent expectation that the rate of surplus-value will display a secular tendency
to rise is inseparable from his view that it will rise mainly due to an increased
technical composition of capital (TCC). And such an increase, Marx assumed,
will find a value expression in a rising OCC. Only if a rising TCC occurs without
a concomitant increase in the OCC can this lead to a situation of rising pro-
ductivity (and exploitation) with no falling rate of profit.

It is in just this connection that ‘the cheapening of the elements of con-
stant capital’ assumes its exceptional significance as a counteracting factor.
Marx writes: ‘[The] same development that raises the mass of constant cap-
ital in comparison with variable reduces the value of its elements, as a result of
a higher productivity of labour, and hence prevents the value of the constant
capital, even though this grows steadily, from growing in the same degree as its
material volume, i.e. the material volume of the means of production that are
set in motion by the same amount of labour-power.’ Marx insists that the OCC
will rise less impetuously than the TCC, but he does not assert that a rise in the
OCCwill be altogetherprevented by ‘a higher productivity of labour.’ For a rise in
the OCC to be fully blocked, the elements of constant capital must ‘increase [in
mass] while their total value remains the same or even falls.’15 Marx is clearly
alluding here to a range of possible ‘capital-saving’ innovations and techniques:
for example, more durable fixed capital, increased efficiency in fuel and energy
consumption, or the discovery and utilisation of less expensive substitutes for
fuels or raw materials currently in use. As he suggests, however, such capital
saving is only possible in ‘certain cases.’

15 Marx 1981b, p. 343.
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While the limits of ‘constant capital saving’ as a factor inhibiting the fall
in the profit rate are not well specified by him, it is reasonable to assume
thatMarx considered labour-saving innovation a greater priority for capitalists.
After all, the drive by capitalist enterprises toward labour-saving innovation is
deeply rooted in the totality of social production relations in which they are
enmeshed – relations that impel them to not only cut costs per unit of output
tomeet the challenges of competition, but to cut them in ways that strengthen
capital’s hand in relation to labour.

Marx’s fifth counteracting factor is ‘foreign trade and investment’ – a factor
that is clearly germane to the performance of national rates of profit, butmuch
less so to an increasingly internationalised rare of profit (a matter to be taken
up in Chapter 9). Even so, this factor can play a role in elevating the aver-
age rate of profit of particular national economies only to the extent that the
terms of trade continue to improve and/or the rate of return on capital invested
abroad continues to rise from the standpoint of a given ‘national’ social capital.
Accordingly, the results of foreign trade and investment need to be viewed as a
double-edged sword, capable of depressing as well as raising national rates of
profit.

This survey of the tendencies counteracting the law of the falling rate of
profit suggests that ‘the lawas such’ and the counteracting tendencies to the law
are not co-equal ‘tendential laws,’ as proposed by some theorists.16 While the
‘countertendencies’ are unquestionably key components of capitalist dynam-
ics, all of the counteracting tendencies cited by Marx – with the possible
exception of the cheapening of the elements of constant capital – have clearly
defined limits as means to stemming a fall in the average rate of profit. On the
other hand, the ‘law as such’ – a rising OCC, accompanied by a falling rate of
profit – finds its limit only in economic crises that bring about a devaluation
of capital assets. In Marx’s theory, it is capitalist crisis that creates the condi-
tions for a recovery of the profit rate and resumed accumulation. Moreover, it
is precisely the recurrence of capitalist crises that induces the capitalist class
to deploy ever-changing ‘tactics’ to increase the rate of profit, ensure the con-
ditions of accumulation, and mitigate the destabilising influences of severe
economic dislocations on capitalist society’s ‘class equilibrium’.

16 See, for example, the approaches of Weeks 1981 and Fine and Harris 1979, respectively,
as well as the more neo-Ricardian stance of Albo, Gindin and Panitch 2010. In the first
edition of Invisible Leviathan, I referred to Fine and Harris as ‘neo-orthodox’ theorists, a
characterisation that I now consider erroneous.
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4 Theoretical Arguments Surrounding the Law of the Falling Rate of
Profit

Apart from the Robinson-Sweezy ‘indeterminacy’ claim discussed above, three
basic arguments have been associated with the attempt to refute Marx’s the-
ory of a rising OCC/falling rate of profit. These are: (a) the ‘neutral technolo-
gical progress’ argument; (b) the ‘rising technical composition/stable organic
composition’ argument; and (c) the ‘choice of technique’ argument (aspects of
which were discussed in Chapter 6). Our limited purpose here is to summarise
the broad contours of these arguments without entering into the ‘algebra’ of
the controversies and to show that Marx’s theory stands its ground against the
major theoretical challenges that have been mounted against it. The question
of the empirical actuality of a long-term fall in the rate of profit correlatedwith
a rise in the OCC will be considered in Chapter 8.

4.1 The Neutral Technological Progress Argument
Marx’s law of the falling rate of profit postulates that technological progress
under capitalism has an inherently labour-saving bias. Against this, several of
his critics argue that, given a constant real wage, there are no good reasons to
believe that capitalists will economise more on labour than on constant cap-
ital.17 Neo-Ricardians like van Parijs typically emphasise the assumption of a
‘given real wage’ precisely because they conceive of fluctuations in the rate of
profit as deriving primarily, if not exclusively, frommovements in thewage rate.
Accordingly, a rising OCC/falling rate of profit scenario can be theoretically sus-
tained only if one abstracts from changingwage-rates. However, a constant real
wage is by nomeans a ‘given’ in the real world, and it is precisely the real-world
possibility of wage increases that outstrip the growth of the labour productivity
that ensures that technological progress must exhibit a labour-saving bias.

What needs to be emphasised here is that the labour-saving bias of capitalist
innovation has its most fundamental basis in the ‘real subsumption of labour
by capital’, a process involving the relegation of living labourers to mere detail
functions of the production process, the deskilling of the labour-force to the
greatest possible extent, and the denial of the primacy of living labour to capit-
alist production as a process of producing use-values. Labour-saving technical
innovation – the utility of which is really to increase the production of relat-
ive surplus-value – strengthens capital’s hand by rendering it as ‘independent’
as possible of living labour in general and skilled labour in particular. This is

17 See, for example, van Parijs 1980, p. 3.
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the first ‘functional’ benefit accruing to capital from a rising technical compos-
ition of capital: the real subsumption of labour by capital is advanced and the
mystification inherent in capital-labour relations is intensified.18

The second benefit of labour-saving innovation is more straightforward,
and was alluded to earlier. Since the limited size of the working population
is an obvious barrier to the accumulation process, capitalists must find ways
to increase output in the face of labour shortages. Labour-saving technological
innovation is by far the most effective solution to this problem. If technical
change were to exhibit a neutral tendency or a constant capital-saving bias,
capital’s dependence on the available working population would become ever
greater, depleting the reserve army of labour and forcing up wages.19

If Marx’s TCC refers to ‘what modern economists call “capital intensity,” the
quantity of capital goods in “real” terms co-operatingwith eachworker at some
“normal” level of full employment’,20 then the TCC can be defined as the ratio
of means of production expressed in ‘constant dollars’ to the number of pro-
duction workers, or, better still, as the constant-dollar value of capital stock
employed per hour worked.

All theoretical speculation aside, empirical studies establish unmistakably
that technological changedoes indeedexhibit a pronounced labour-savingbias
in the long term and furthermore that this tendency entails a marked increase
in the TCC.21

4.2 The Rising TCC–Stable OCC Argument
The most frequently encountered theoretical objection to the law of the fall-
ing rate of profit concerns Marx’s expectation that a rise in the TCC (a ratio
of use-value magnitudes) will be accompanied by a rise in the OCC (a ratio of
value magnitudes).22 As noted above, Marx acknowledges that the rise in the
OCC will not be as pronounced as the rise in the TCC owing to productivity
increases associatedwith the latter. His critics go further, however, arguing that

18 See Marx 1976, appendix.
19 As Mage observes, ‘ “neutral” technological progress creates a full-employment situation

in which there are irresistible pressures for a rapid increase in wages’ (1963, p. 156).
20 Mage 1963, p. 72.
21 Wassily Leontieff (1982), the distinguished economist who introduced input-output the-

ory into the neoclassical system, has furnished data on the long-term trend of this same
ratio in USmanufacturing from 1949 to 1977. His data indicate that the TCC ratio increased
by a function of 1.9, that is, almost doubled over the 28-year period examined. See also
Shaikh and Tonak 1994, andWebber and Rigby 1996.

22 Variants of this argument have been proposed by Hodgson 1974, Lebowitz 1976 and 1982,
and van Parijs 1980, among others.
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productivity increases in industries producing means of production in partic-
ular have the effect of reducing the value of constant capital, the numerator of
the OCC.

It can be demonstrated, however, that productivity increases cannot com-
pletely negate the tendency of the OCC to rise along with the TCC. As we have
already noted, the rise in the TCC is attributable to a labour-saving bias in cap-
italist technical innovation – a notion rooted in Marx’s explicit recognition of
the capital-labour relation as antagonistic. Such a notion is absent from the
neoclassical theory of technical progress, and for just this reason it is difficult
to see from the latter perspective that the use-value (or ‘marginal utility’) of a
‘capital good’ is a function not only of its ‘capacity-increasing effect’ but of its
‘labour-saving effect’ as well.23 Once this dual function of capitalist means of
production is recognised, it becomes clear that the TCC is neither proportional
to nor quantitatively co-extensive with labour productivity.

Labour productivity is the ratio of the mass of use-values produced (output
or capacity) to the number of hours worked. The TCC, on the other hand, refers
to the ratio of the use-value of the means of production in relation to the num-
ber of hours worked. Accordingly, the use-value of the numerator of the TCC
(the capital stock) encompasses both output/capacity-expanding effects and
labour-saving effects. If technical innovation displays a labour-saving bias, for
all the reasons pointed to by Marx, then the numerator of the TCC should
increase at a faster rate than the numerator of labour productivity – since all
positive changes in the latter will be reflected in the former but not all positive
changes in the former will find expression in the latter.24

Since the OCC is the ‘value expression’ of the TCC, it follows that a rise in
the OCC will be restrained by increased labour productivity, but not entirely
blocked.

23 Mage 1963, p. 159.
24 This argument can be illustrated as follows. If the capacity for production is the sole cri-

terion for the use-value of means of production (machines), then this use-value is equal to
the output of the machines. Therefore, if a machine employing 50 workers has an output
of 100 units, then both the technical composition of capital and labour productivity will
equal 100/50 = 2. If a secondmachine is introduced that doubles total output but employs
only 25 workers, then labour productivity and the TCC will equal 200/75 = 2.666. This is
clearly a verypeculiar result since theuse-valueof the secondmachine is obviously greater
than that of the first; but since its use-value is determined solely by its capacity, the second
machine is measured with exactly the same yardstick as the first. However, once we drop
the assumption that a machine’s use-value is determined solely by its capacity (or out-
put), we may then conclude that the numerator of the TCC has risen above 200 and that
the TCC must therefore exceed the index of labour productivity; that is, the growth of the
TCC has exceeded the increase in labour productivity.
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4.3 The Choice of Technique Argument
If a rising OCC is compatible with a stable or rising rate of profit for partic-
ular capitals, the precise micro-economic criteria by which individual capit-
alist firms choose different techniques of production need to be established.
The much-cited ‘Okishio theorem’ attempts to show that the criteria actually
employed by capitalists would rule out a fall in the general rate of profit.25 Van
Parijs summarises the argument as follows: ‘Under competitive capitalism, a
profit-maximising individual capitalist will only adopt a new technique of pro-
duction … if it reduces the production cost per unit or increases profits per
unit at going prices. A technical innovation which satisfies this requirement …
enables the capitalist to get (temporarily) a transitional rate of profit higher
than the initial general rate in the economy.’26 Consistent with the dubious
neo-Ricardian presupposition of an absolute tendency toward profit-rate uni-
formity, the Okishio theorem assumes that ‘the new average rate will be higher
than the old average, due solely to the introductionof a cheaper technique (real
wages being given).’27

In his response to this ‘choice of technique’ argument, Shaikh suggests that
Okishio’s theorem merely underscores Marx’s own thesis that ‘the battle of
competition is fought by the cheapening of commodities’ (Capital I) and that
‘the cheapest method of production will win out in the wars among capitals’.28
But there is a crucial difference between the ‘cheapest method of production’
per unit of output and the ‘cheapest method’ from the standpoint of capital
invested. In order to grasp this, the distinction made earlier between stocks
and flows must be appreciated. The cheapening of commodities is predicated
on the lowering of unit cost price – that is, a reduction in the flow of capital
used up in the production of each unit of output. Marx’s argument is precisely
that this reduction is generally accomplished through increased investment
in the fixed-capital stock. The ‘increase in the productive powers [of labour-
ers]’29 – which brings about the lowering of unit costs – is paid for through an
increased ‘roundaboutness’ of production. Elaborating onMarx’s point, Shaikh
argues:

[A] lower production cost per unit of output is achieved by means of a
greater investment cost per unit of output. Once the difference between

25 Okishio 1961.
26 Van Parijs 1980, p. 10.
27 Shaikh 1978b, p. 242.
28 Shaikh, 1978b, p. 245.
29 Marx 1973, pp. 776–7.
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production costs and investment costs is grasped, it immediately follows
that there in fact exist two different measures of profitability; profits in
relation to capital used up in production (i.e., in relation to cost price),
which I shall call profit-margin on costs and profits in relation to capital
advanced, or the profit rate. The former is a ratio of two flows, the latter
a ratio of flow to stock … [I]t becomes apparent that what Okishio has
in fact demonstrated is that such a choice will raise the average profit-
margin which corresponds to a given real wage.30

Since the Marxian rate of profit is a ratio of the surplus-value flow to the
constant-capital stock, the increased fixed capital needed to cheapen commod-
ities ‘will lower not only the maximum but also the actual rate of profit – pre-
cisely because this cheapening “necessitates a costly and expensive apparatus”
[Marx]’.31

The argument does not end here, however; it merely shifts its ground from
the realm of ‘rigorous mathematical proofs’ to the realm of theory. Why, the
neo-Ricardiansmight ask, would innovating capitalists opt for a technique that
would lower their transitional rate of profit, even if it increased profit mar-
gins? After all, even Marx asserts that no capitalist ‘ever voluntarily introduces
a new method of production … so long as it reduces the rate of profit’.32 The
answer is that the transitional rate of profit of the innovating capitalist firmwill
not be lowered, unless it seeks to turn its technical advantage against its com-
petitors immediately: ‘[E]very such new method of production cheapens the
commodities. Hence, the capitalist sells them originally above their prices of
production, or, perhaps, above their value. He pockets the difference between
their costs of production and the market prices of the same commodities pro-
duced at higher costs of production’.33

If the innovating capitalist sells the cheapened commodities at prevailing
market prices, then a surplus profit can be reaped and the transitional rate
of profit on the capital investment will rise. If they are sold at a market price
reflecting their lowered cost price, a decent rate of profit can still be realised,
competitors can be undercut in the market, and increased market share may
produce a larger mass of profits. Faced with all this, the innovating capitalist’s
competitors are no longer confronted with a voluntary choice as to whether
or not to adopt the new technique of production; they are compelled to do so

30 Shaikh 1978, pp. 242–3.
31 Shaikh 1978, p. 244.
32 Marx 1978a, p. 264.
33 Ibid.
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on pain of competitive ruin. Once the new technique becomes generalised,
however, the result must be a lower average rate of profit.34

5 Dimensions of Capitalist Crisis

Although the law of the falling rate of profit obviously occupies a central place
inMarx’s own theory of capitalist crisis, it has not enjoyed a comparable status
in the crisis theories advanced by most twentieth-century Marxists. Since the
1970s, the ‘wage-push/profit-squeeze’ hypothesis has been prominent inMarx-
ist economic literature and the most popular explanation for the ‘stagflation’
and profitability crises of that decade. Unquestionably, however, undercon-
sumptionism has been the dominant paradigmwithinMarxist crisis theory for
well over a century.Tobe sure, theunderconsumptionists recognise that declin-
ing profits precipitate crises; but they differ decisively fromMarx in pointing to
insufficient effective demand as the underlying cause of profitability crises. In
other words, underconsumptionists view capitalist crises centrally as crises of
realisation.35

While some elements of an underconsumptionist position can certainly be
found inMarx, these elements should not be seen as standing in contradiction
to his theory of the overaccumulation of capital; on the contrary, they are part
and parcel of this same theory. It is the putatively Marxist underconsumption-
ists who counterposeMarx’s observations in this vein to the law of a rising OCC
and falling average profit rate. And in so doing, they distort the real meaning of
his supposed ‘underconsumption’ observations.

Let’s consider what is perhaps the most frequently cited of these observa-
tions: ‘The ultimate reason for all real crises always remains the poverty and

34 For insightful critiques of the choice of technique argument that are complementary but
not identical to Shaikh’s, see Freeman 1998, and Reuten and Williams 1989, p. 117, who
argue that ‘Once the theory is cast in dynamic terms, conditions of existence (or, appropri-
ate “microeconomic foundations”) for the TRPF can indeed be provided, and the analysis
of the Okishians reduced to a special case’. Reuten and Williams seek to provide such
microfoundations inter alia by emphasising the issue of ‘capital stratification’ and central-
isation as contributing to a rising composition of capital. Theywrite: ‘…whilst the average
rate of profit decreases, profit is “redistributed” from the bottom to the top of the stratifica-
tion’ (1989, p. 134). See also Kliman 2007 and 2012 for an interesting critique of the Okishio
theorem predicated on the TSSI critique of ‘physicalist’ and ‘simultaneist’ interpretations
of Marx. See also Moseley 1991 and Carchedi 2011.

35 For an excellent overview and critique of underconsumption and profit-squeeze theories
of crisis, see Carchedi 2011, Chapter 3. Carchedi’s discussion complementsmy own critical
remarks on these theories in Chapter 10 of this volume.
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restricted consumption of the masses, in the face of the drive of capitalist pro-
duction to develop the productive forces as if only the absolute consumption
capacity of society set a limit to them.’36

What Marx is not saying here is that consumption necessarily lags behind
production due to the persistent poverty and exploitation of the working
masses under capitalism. Rather, his point is that the ‘restricted consumption
of themasses’ constitutes an immanent barrier to capitalist production – a kind
of ‘structural constant’ the dimensions of which might exacerbate capitalist
crises while not necessarily causing them. Regardless of the concrete, proxim-
ate events that may trigger a particular crisis (and these are many and varied),
its manifestations can be contained and its consequences mitigated through
an expansion of ‘effective demand’, making possible the sale of commodities at
prices that might otherwise not be realised. AsMarx suggests, the ‘overproduc-
tion’ of commodities associated with capitalist crises can be mitigated to the
extent that their sale is not wholly dependent on the ‘narrow basis on which
the relations of consumption rest’. In this connection, he points to the cent-
ral importance of an expanding world market: ‘The internal contradiction seeks
resolution by extending the external field of production.’37

For Marx then, successful penetration of an expanding world market along
with capital investment in foreign countries become increasingly important
strategies for curbing crisis tendencies within national capitalist contexts. The
same thesis is suggested in Marx’s discussion of foreign trade and investment
as influences counteracting the falling rate of profit. Yet, as previously noted, all
of this is verymuch a double-edged sword. Every capitalist country seeks to use
such strategies to curb its ‘locally manifested’ crisis tendencies, even though it
is only too obvious that not all of them (or even most of them) can succeed
in any given conjuncture. The condition for ‘resolving the internal contradic-
tion’ through an extension of the external field of production (and realisation
of profit) for the social capital of one country is that the social capitals of other
countries fail in this same strategy of ‘exporting,’ so to speak, their crisis tend-
encies. Furthermore, as all capitalist countries become increasingly interde-
pendent, as theweakest of them reach the limits of their capacity to absorb the
global effects of these tendencies, and as capital exerts itself more andmore as
an international power, unhampered by national loyalties or nation-state regu-
lation, such strategies diminish in effectiveness, even to the point of becoming
counter-productive.

36 Marx 1981b, p. 615.
37 Marx 1981b, p. 353.
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Capitalist crises generally take the phenomenal or ‘surface’ form of crises of
profit realisation (overproduction relative to effective demand), even though
they have their most fundamental roots in an overaccumulation of capital in
relation to the prevailing rate of profit. All capitalist firms are concerned with
securing their ability to sell their products at prices reflecting the expected
profit margin, and therefore the anticipated rate of return on invested cap-
ital. Accordingly, both individual capitalist firms and the capitalist state tend
to pursue what might be called ‘circulationist’ strategies for mitigating capital-
ist crisis tendencies. It is generally only when the limits of these strategies have
been reached that the social capital will resort to political-economic policies of
a more draconian and openly anti-labour character (for example, monetarism,
capital flight, union-busting, wage-slashing and government austerity) aimed
directly at shoring up the average rate of profit through attacks on working-
class living standards.

Since ‘circulationist’ strategies are often the preferred modus operandi for
sustaining profitability (above all for political and ideological reasons), it is
not surprising that the costs of circulation have increased dramatically as the
fundamental contradictions of capitalism have intensified. A value-theoretical
conceptualisation of these costs, as well as related increases in the costs of
maintaining an interventionist and expansive state apparatus, is therefore of
great importance to specifying, on the basis of the theory of labour value, the
concrete contours of contemporary capitalism’s crisis tendencies.38

6 Crises of Valorisation and Crises of Realisation

Althoughonewould behard-pressed to findmuch inMarx’swritings to directly
support the idea that the ‘realisation of surplus-value’ constitutes amajor prob-
lem for capitalism, it has nevertheless attracted a diverse group of influential
Marxist theorists including Rosa Luxemburg, Paul Sweezy, Ernest Mandel and
David Harvey. Proponents of Marx’s own crisis theory, such as Grossman, Mat-
tick, Shaikh and Carchedi, have been repeatedly reproached from this camp
for underestimating the importance of this ‘realisation problem’, one thatMarx
appeared to invoke in his critique of the French economist Jean-Baptiste Say.

To be sure, Marx was a harsh critic of ‘Say’s law’, also known as ‘the law of
the markets’, detecting within it a touching faith in the capacity of the capital-
ist system to self-regulate and to maintain an equilibrium between supply and

38 This issue is addressed at length in Chapter 8 and again in Chapter 10.



218 chapter 7

demand, so long as ‘free market’ forces are given full sway. This law, which also
came in for strong criticism from JohnMaynard Keynes and his followers in the
twentieth century, states that the production of commodities is simultaneously
the production of the income needed to purchase those commodities, and that
therefore ‘general overproduction’ is not endemic to a capitalist economy.Marx
thought otherwise. Furthermore, he emphasised that once surplus-value is pro-
duced, it must still be ‘realised’ as profit for expanded reproduction and the
accumulation of capital to proceed. The difficulty, however, is that, periodic-
ally, commodities cannot be sold at the prices demanded by the capitalists. The
problemof profit realisation, therefore, is actually a problemof price realisation
rather than a problem of ‘surplus-value realisation’. Those who identify the lat-
ter as the phenomenonunderlying crises of overproduction not only claim that
‘too much’ surplus-value is produced relative to the system’s ability to ‘absorb’
it – and thereby sustain economic stability and growth; they also overstate its
magnitude in order to give this claim credibility.39

In a critique of Robert Brenner’s account of the long-term profitability prob-
lems of Western capitalism, I noted that the theory of crisis implicit in his
analysis, although itself not an underconsumptionist one, shared with under-
consumptionism a stress on realisation problems and the problem of deficient
effective demand. According to Brenner:

… under capitalist social-production relations, the generalization of the
individual norms of profitability maximization combined with the pres-
sure of competition on a system-wide scale tends to bring about the
growth of the productive forces and overall productivity, with the res-
ult that, on the assumption that the real wage remains constant, both
the rate and the mass of profit rise, assuming there are no problems of
realization. But given capitalism’s unplanned, competitive nature, realiz-
ation problems cannot be assumed away. The same cost cutting by firms,
which creates the potential for aggregate profitability to rise, creates the
potential for aggregate profitability to fall, leading tomacroeconomic dif-
ficulties.40

In addition to affirming his agreement with several neo-Ricardian notions
pertaining to the determinants of the rate of profit, Brenner suggests that
realisation problems associated with overproduction flow primarily from the

39 This tendency to exaggerate the volume of surplus-value produced under capitalism will
be discussed in greater depth in Chapters 8 and 10.

40 Brenner 1998, p. 24.
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unplanned and competitive nature of capitalism. (This contrasts with the idea
that such problems result from the generation of ‘too much surplus’ by giant
monopolies and a related dearth of effective demand in the consumer-goods
sector, as proposed by the Monthly Review School of underconsumptionism).
But for Marx, the inability of capitalists to realise prices adequate to sustain
profitability stems from a crisis in valorisation. The inadequate production of
new value – and of surplus-value in particular – results in a lack of effective
demand within the sphere of circulation (a reduction in ‘purchasing power’ by
capitalists and workers alike), and this problem flows from the replacement of
living labour in production with increasingly sophisticated labour-saving tech-
nology.

While the phenomenon of ‘falling prices’ stems in large part from efficien-
cies imposed under the whip of market competition, such price adjustments
are not the cause of realisation problems in Marx’s theory. A ‘realisation crisis’
arises only when the realised prices of commodities are inadequate to sustain
the average rate of profit on an economy-wide scale. What must be explained,
then, is why prices relative to costs (capital advanced) cannot be sustained at
levels permitting a stable, or better yet, a rising rate of profit. To approach the
matter froma different angle, the question is: how canwe explain the aggregate
fall in purchasing power (relative to invested capital) that prevents prices from
remaining at levels compatible with stable profitability?

The answer, for Marx, is that the labour-saving and labour-displacing tech-
nological innovation that enhances productivity must also, at the macro level,
reduce themagnitude of aggregate values that are the basis of aggregate prices.
Once this phenomenon is theoretically apprehended it becomes clear that
aggregate prices must fall as the values sustaining them recede, and it is pre-
cisely this that explains why capitalists are unable to command prices for their
commodities, in the aggregate, that can sustain the average rate of profit. This
analysis, which highlights the problem of an insufficient production of new
value, is thus directly opposed to ‘Say’s law’ – for it recognises that any equi-
librium between supply and demand is both fleeting and subject to periodic
disruption due to the tendency of the rate of profit to fall.

In an exceptionally clear formulation, JohnMaynard Keynes described Say’s
law as stating ‘that the aggregate demand price (or proceeds) always accom-
modates itself to the aggregate supply price’.41 Taking this observation as his
starting point, Shane Mage defines the Marxist understanding of ‘effective
demand’ and with it the ‘problem of realisation’ as follows:

41 Keynes 1936, p. 26, cited by Mage 1963, p. 130.
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The ‘aggregate supply price’ schedule inMarx is the same as in all classical
and neo-classical economics: the cost of production of each output plus
the given rate of return on the capital involved. But this rate of return is
given as the prevailing average in the immediate past. If the falling tend-
ency of the rate of profit is in operation, the realised rate of return based
on the identity of proceeds with aggregate value must be less than this
‘given’ expected rate of profit, and thus the effective demand must be less
than the aggregate supply price … Accordingly, far from being deduced
under the assumption that Say’s law is valid,Marx’s lawof the falling tend-
ency of the rate of profit is directly and completely contradictory to Say’s
law – but in a clearly defined way. The rate of profit does not fall because
there is not enough effective demand; on the contrary, there is deficient
effective demand because the rate of profit is falling. The essential mean-
ing of overproduction is ‘production of too many means of production
and necessaries of life to permit of their serving as means for the exploit-
ation of labourers at a certain rate of profit’ (Marx).42

7 The Historical-Structural Crisis of Capitalism

Asubstantial basis exists inMarx’swork for understanding the lawof the falling
rate of profit as not only a precipitant of cyclical or conjunctural interrup-
tions of the capitalist accumulation process, but also as an expression peculiar
to the capitalist mode of production of a growing and irresolvable contradic-
tion between the social relations and the forces of production, that is, of a
‘historical-structural crisis’ of capitalism. This idea is clearly expressed in the
following passages fromMarx’s Grundrisse:

[The declining profit rate] is in every respect the most important law
of modern political economy, and the most essential for understanding
the most difficult relations. It is the most important from the historical
standpoint … Beyond a certain point, the development of the powers of
production become a barrier for capital; hence the capital relation a bar-
rier for the development of the productive powers of labour.When it has
reached this point, capital, i.e. wage labour, enters into the same relation
towards the development of the social wealth and of the forces of pro-
duction as the guild system, serfdom, slavery, and is necessarily stripped

42 Mage 1963, pp. 130–2. Quoted passage is fromMarx, Capital III.
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off as a fetter. The last form of servitude assumed by human activity, that
of wage-labour on one side, capital on the other, is thereby cast off like a
skin, and this casting-off itself is the result of themode of production cor-
responding to capital; thematerial andmental conditions of the negation
of wage labour and of capital, themselves already the negation of earlier
formsof unfree social production, are themselves results of its production
process. The growing incompatibility between the productive develop-
ment of society and its hitherto existing relations of production expresses
itself in bitter contradictions, crises, spasms. The violent destruction of
capital not by relations external to it, but rather as a condition of its self-
preservation, is the most striking form in which advice is given it to be
gone and to give room to a higher state of social production.43

Several points in these passages should be especially noted. First, Marx refers
to the ‘development of the powers of production’ as a barrier to capital, and to
the ‘capital relation’ as a ‘barrier for the development of the productive powers
of labour’. This suggests a dialectical interaction between the ‘material’ forces
and the social relations of production in which, increasingly, each stands as a
barrier to the other. If the expansion of the forces of production undermines
the relations of production, pointing to the latter’s growing irrationality, the
relations of production also undermine the forces of production: in particular,
the potential to expand the global productivity of labour. As long as capitalism
survives, this destructive interactionmust persist. The forces of production can
‘prevail’ over the relations of production only through the latter’s elimination
and the emergence of a ‘higher state of social production.’

Second, Marx refers to the ‘growing incompatibility between the product-
ive development of society and its hitherto existing relations of production.’
This point is crucial to the historical significance of the law of the falling rate
of profit. A falling rate of profit resulting from an overaccumulation of capital
is a feature of both the period of capitalist ascent and the period of capitalist
decline. But if this law is also theharbinger of capitalist decline– the expression
of an irremediable contradiction fatal to capital’s continuing ability to system-
atically promote the development of labour productivity and with it human
culture – then it must have a somewhat different significance and expression
during the era of capitalist decline than it had when capital was still playing
an historically progressive role. This seems to be the burden of Marx’s refer-
ence to a ‘growing incompatibility’ – and yet the expression of this growing

43 Marx 1973, pp. 748–9, emphasis added.
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incompatibility is left unspecified byMarx, except for a reference to ‘bitter con-
tradictions, crises, spasms’ – that is, to phenomena that have been recurrent
features of capitalism since its birth.

This brings us to a third point. Marx also implies that the ‘growing incom-
patibility’ between the forces and relations of production will find expression
in the ‘violent destruction of capital not by relations external to it, but rather
as a condition of its self-preservation.’ Here Marx proved to be remarkably
prescient – for it has been the quite literal physical destruction of capital in
worldwars (themselves interpretable as products of the ‘growing incompatibil-
ity’) that led many twentieth-century and contemporary Marxists to conclude
that capitalism has indeed entered into historical-structural crisis. In Lenin’s
terms, capitalism has reached its ‘highest stage’ with the advent of imperialism,
a phenomenon that expresses, above all, the attempt of the most developed
capitalist countries to resolve their ‘internal’ contradictions at the expense of
each other as well as at the expense of the less-developed colonial and semi-
colonial countries they dominate.

But if imperialism and its associated conflicts have demonstrated how
destructive the capital relation can be to existing stocks of physical capital
(not tomention human beings and ‘the natural conditions of production’), the
growth of ‘unproductive’ sectors within the most-developed capitalist coun-
tries also signifies that the capital relation is destructive to the productive
and emancipatory potential of the technology that has developed under its
wing. Indeed, in an era when nuclear weapons have made a resolution of the
internal contradiction of capitalist production through a military extension of
the external field of production immensely perilous, this thwarting of the great
potential of science and technology, together with the wasteful allocation of
social labour and other resources to unproductive activities that are ‘socially
necessary’ solely from the standpoint of capitalism,maywell be ‘themost strik-
ing form in which advice is given [to capital] to be gone and to give room to
a higher stage of social production.’ At the same time, it would be foolish to
discount the very real tendencies toward world war that capitalism continues
to breed and the attendant threat of a thermonuclear Armageddon, a possib-
ility that has only been strengthened by the change in geo-political dynamics
ushered in by the collapse of the Soviet bloc, the long-termdecline of US imper-
ialism, and the growing tensions between the imperialist West and the emer-
ging ‘great powers’ of Eurasia: China and Russia.
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chapter 8

Socially Necessary Unproductive Labour,
Valorisation and Crisis

In this chapter, I examine several issues pertaining to a Marxist ‘value-theor-
etical’ interpretation of the distinction between productive and unproductive
labour. By ‘value-theoretical’ I mean an approach predicated on Marx’s labour
theory of value and informed by his historical-materialist critique of commod-
ity and capital fetishism.1 What will distinguish my treatment from most pre-
vious treatments of these issues will be my contention that the income of the
great majority of unproductive workers is most appropriately conceived as an
‘overhead cost’ of the systemas awhole: in value-theoretical terms, as elements
of the ‘constant capital’ whose use-values are consumed in the reproduction
process of the social capital, but whose value is preserved and reappears in the
gross value of output. This approach, though proposed by ShaneMage as early
as 1963, has received scant attention. Its greatmerit inmy view, is that it helps to
resolvemany of the long-standing theoretical difficulties with well-established
Marxian treatments of unproductive labour by scrapping the curious conven-
tion of treating the wage-bill of unproductive workers as a non-profit compon-
ent of social surplus-value and by acknowledging that most forms of unpro-
ductive labour are vitally necessary to sustaining profitability and to reprodu-
cing the institutional framework of the valorisation (value-expansion) process.

1 Marx and the Problem of Unproductive Labour

All forms of unproductive labour have one obvious thing in common: none,
by definition, is ‘productive’. The simplest way to begin is therefore to establish
how productive labour is conceptualised in Marx’s theory.2

First, in all of his writings on the subject, Marx is unequivocally clear that
productive labour is by no means synonymous or coextensive with production
labour, that is, manual and/or mental labour directly involved in the produc-

1 Marx 1977, pp. 163–77, 983, 1003, 1046.
2 Marx’s most important writings on productive and unproductive labour include passages

from Theories of Surplus-Value, the Grundrisse, the three volumes of Capital, and The Results
of the Immediate Process of Production (appendix to Marx 1977).
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tion of use-values (useful things or effects). Production labour is not specific
to the capitalist mode of production, as it is also performed in non-capitalist
modes of production and in non-commodified domains of capitalist society
(for example, domestic household labour). Productive labour, on the other
hand, is that which is productive for capital; it is labour that not only pro-
duces commodities (marketed use-values), but is also employed by capital and
is specifically productiveof surplus-value. ForMarx, this last is the key criterion.
Labourmay be in the employ of capital, and yet not be productive. It may even
produce a measurable ‘output’ in physical terms and/or assist individual cap-
italists in realising a profit, and yet still not be productive. In the specifically
Marxist sense, only waged or salaried labour that participates directly in a cap-
italist labour process and directly creates and augments social surplus-value
can be regarded as productive.

Second, Marx’s distinction between productive and unproductive labour is
inseparable from his value theory, which, for our purposes, involves two funda-
mental postulates: that living labour is the sole source of all new value at the
level of the capitalist economy as a whole, and that value exists as a definite
quantitative magnitude limiting profits, purchasing power, and the realisabil-
ity of set prices. Marx holds living labour to be the unique source of new value
because value, as the ‘social substance’ of prices, wages, and profits, is funda-
mentally an expression of the social division of living labour. External objects
or useful effects only have value in so far as they stand in a particular rela-
tionship to ‘abstract, socially necessary labour’ – a structure of socio-economic
relations grounded in production and regulating exchange as the social form of
capitalist reproduction. Moreover, value exists as ‘a definite quantitative mag-
nitude’ precisely because it has a real existence in the relations comprising the
social division of labour. Although subjective factors may play a role in how
value is distributed between various economic agents, the value-magnitude is
nevertheless the resultant of irreducibly objective conditions within capital-
ist production. Foremost among these conditions is precisely the quantity of
living labour that is expended in the production of commodities representing
surplus-value. The magnitude of productive labour implicated in commodity
production, therefore, has a very real bearing on what Marx called the laws
of motion of capitalism – the rise, the dynamics and the decline of the cap-
italist mode of production. Given this, the distinction between productive and
unproductive labour acquires a decisive significance for the analysis of capit-
alist economies.

The macro-economic emphasis evident in the above rendering of Marx’s
value theory is of course complementary to the definition of productive labour
as labour that directly creates and augments social surplus-value. For Marx,
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capital is ‘self-expanding’ value: value in search of an increment. The value-
expansion – or ‘valorisation’ – process is inherently amacro-economic process.
This is so for two reasons. First, the distinction between the necessary labour
that produces the value equivalent of theworkers’wages and the surplus labour
that produces surplus-value, together with the very definition of what consti-
tutes socially necessary labour time (as themeasure of value), is established on
an economy-wide scale. Individual producers are obliged through competitive
market pressures to adapt their concrete labour processes in accordance with
standards prevailing within the economy as a whole. Second, social surplus-
value is the result of the collective exploitation of all productive labour by the
total social capital. Individual capitalist firms do not realise as profit the mag-
nitude of surplus-value that they extract from their ‘own’ workers. Rather, the
surplus-value appropriated within capitalist production as a whole is distrib-
uted to individual capitals on the basis of the average rate of profit calculated
on the capital investment (or ‘capital advanced’).3

The tendency toward the equalisation of the rates of profit and the form-
ation of a general rate of profit is the mechanism whereby unproductive cap-
itals (mainly commercial or financial capitals in the sphere of circulation)
participate with productive capitals in the division, distribution and realisa-
tion of social surplus-value, as a ‘reward’ for their specific contributions to
the reproduction and enlargement of the total social capital. The differenti-
ation between productive and unproductive capital reflects, then, a division of
labour among the living agents of self-expanding value – that is, a division of
labour within the capitalist class. It is a functional differentiation within cap-
ital that facilitates the valorisation process and therewith the accumulation of
capital.

Having established what, for Marx, constitutes productive labour, we are
now in a position to distinguish between the main forms of unproductive
labour. Two principal forms are already indicated: (1) labour that belongs to
non-capitalist socio-economic activities and therefore cannot serve to aug-
ment social surplus-value (the labour of self-employed commodity producers
is a major instance of this form within capitalist societies, as is the labour of
domestic servants),4 and (2) labour that is in the employ of unproductive cap-
ital and therefore ‘facilitates’ the valorisation process but does not contribute

3 Marx 1981b.
4 In a capitalist context, independent commodity producers create small amounts of surplus-

value by appropriating ‘surplus labour’ from familymembers and even themselves; but this is
a historically declining phenomenon that is not measurable using standard national income
accounts. SeeWeil 1995 and Smith 2014, Chapter 11.
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directly to the augmentation of social surplus-value. To these should be added:
(3) labour that is employed by the capitalist state and likewise contributes
‘indirectly’ to valorisation and accumulation through its role in maintaining
the institutional framework of capitalist society, and (4) labour employed by
productive capital but which nevertheless contributes only indirectly to valor-
isation and accumulation (for example, the labour of supervisors and security
guards).

The last three forms of unproductive labour – what might be referred to as
‘circulation labour’ (form 2) and ‘social-maintenance labour’ (forms 3 and 4) –
have expanded considerably in the advanced capitalist countries since Marx’s
time, while the first form has declined precipitously. Yet it was undoubtedly
only the first form thatMarxhad inmindwhenhe enunciatedhismuch-quoted
but quite misleading definition of unproductive labour as labour ‘which is not
exchangedwith capital, but directly with revenue, that is with wages or profit’.5

In Capital II and Capital III, Marx unequivocally affirms the existence of
forms of unproductive labour that are not exchanged with ‘revenue’ (narrowly
conceived as wages and profits), but rather with capital. In these later treat-
ments,Marx is concernedwith the specifically capitalist incarnations of unpro-
ductive labour: the socially or systemically necessary forms of unproductive
labour that serve the reproduction of the capitalist socio-economic order. To
be sure, in Capital II, Marx still refers to unproductive workers ‘who receive for
their services a part of the luxury expenditure of the capitalists’ and ‘who are
themselves to this extent a luxury item’.6 But the main focus is no longer on
‘form-1’ unproductive labour of the luxury type. Rather it has shifted to unpro-
ductive labour in the sphere of circulation, and to unproductive labour as a cost
of circulation. Such activities as buying, selling, and bookkeeping are singled
out by Marx as types of unproductive labour with a very different import than
the unproductive labour of butlers, maids and stable boys:

Labour-power and labour-time must be spent to a certain degree in the
circulation process…But this now appears as an additional outlay of cap-
ital; a part of the variable capital must be deployed in acquiring these
labour-powers that function only in circulation. This capital advance cre-
ates neither products nor value. It proportionately reduces the scale on
which capital advanced functions productively.7

5 Marx 1978, Vol. I, p. 157.
6 Marx 1981a, p. 486.
7 Marx 1981a, pp. 210–11.
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Clearly, the unproductive labour to whichMarx refers here is socially neces-
sary to capital in so far as it contributes not to the ‘creation’ of surplus-value but
to its realisation in the sphere of circulation. Moreover, Marx is clear that this
formof unproductive labour is indeed exchangedwith capital. Yet he also states
that the capital advance made to acquire these unproductive labour powers is
a ‘part of the variable capital’ – a suggestion that contradicts his fundamental
definition of variable capital as that part of the social capital invested in acquir-
ing labour power of the productive type.8

This contradiction in Marx’s thinking on the problem of circulation labour
reflects a contradiction existing in reality: the circumstance that labour in-
volved in the circulation of capital is ‘productive’ from the standpoint of indi-
vidual (commercial or financial) capitals, even though it is unproductive from
the point of view of the social capital. What we are considering then is a ‘vari-
able capital sui generis’ – a portion of the social capital exhibiting some but
by no means all of the characteristics associated with variable capital. In brief,
circulation labour is subject to exploitation, even though it is not directly pro-
ductive of surplus-value.

In the case of a ‘buying and selling agent’ who works for a capitalist, Marx
states that ‘as a wage labourer he works part of the day for nothing. He may
receive every day the value product of eight hours’ labour, and function for ten.’
Yet, ‘[the] two hours surplus-labour that he performs no more produce value
than do his eight hours of necessary labour, although it is bymeans of the latter
that a part of the social product is transferred to him’.9 For the industrial capit-
alist who employs this type of unproductive labour, the capital exchangedwith
it is an overhead cost of production, a faux frais, that should be kept to a min-
imum. Such labour does not augment social surplus-value, Marx, insists, even
though it ‘performs a necessary function, because the reproduction process
itself includes unproductive functions’.10 Yet for the commercial capitalist who
employs such labour, its significance is necessarily very different: the surplus
labour performed by unproductive workers in the sphere of circulation is pre-
cisely themeanswhereby ‘a part of the social product’ is transferred to commer-
cial capital in the form of merchants’ profit. Hence, in Capital III, Marx writes:

Commercial capital’s relationship to surplus-value is different from that
of industrial capital. The latter produces surplus-value by directly appro-
priating the unpaid labour of others. The former appropriates a portion of

8 Marx 1977, p. 317.
9 Marx 1981a, p. 210.
10 Marx 1981b, p. 209.
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this surplus-value by getting it transferred from industrial capital to itself
…The very function by virtue of which the commercial capitalist’smoney
is capital is performed in large measure by his employees on his instruc-
tions. Their unpaid labour, even though it does not create surplus-value,
does create his ability to appropriate surplus-value, which, as far as this
capital is concerned, gives exactly the same result: i.e., it is its source of
profit.11

The fact that ‘buying and selling agents’ in both the spheres of production and
circulation perform functions that are necessary to completing the circuit of
capital (through the realisation of commodity values) in no way suggests that
the paid labour of such agents will not be viewed differently by industrial and
commercial capitals: the former will see such labour costs as a deduction from
its profits, the latter as a source of profits. Both perspectives embrace a par-
tial truth. But the real significance of this form of labour from the standpoint
of the social capital as a whole can only be grasped by taking into considera-
tion its contributions to the overall process of capitalist production/reproduc-
tion. From this standpoint, socially necessary unproductive labour (hereafter,
SNUL) – whether of the circulation or the social-maintenance types – has a
highly complex relationship to the valorisation and accumulation processes:
one that must necessarily find a subtle theoretical expression at the level of
Marx’s fundamental value categories. These categories comprise the three con-
stituents of the total value of the commodity product: constant capital, variable
capital and surplus-value.

At different times and in different theoretical contexts, Marx subsumed the
wage-labour costs of SNULunder all three of these categories, never definitively
resolving the problem of how SNUL should be specified in value-theoretical
terms. Unfortunately, the conventional Marxian treatment of the problem,
which treats thewage-bill of SNUL as a non-profit component of social surplus-
value (and as a straight-forward deduction or subtraction therefrom), does
justice neither to the dialectical subtlety of Marx’s theory nor to the real com-
plexity of the SNUL phenomenon under capitalism.12

11 Marx 1981b, p. 407.
12 This ‘conventional Marxist’ treatment of unproductive labour has been most frequently

challenged by neo-Ricardian or neoclassical critics, who insist that the income of all wage
labourers should be subsumed under variable capital. As I will suggest later, the conven-
tional approach is indeed susceptible to this sort of criticism, which simply obviates the
productive-unproductive distinction entirely, in so far as it involves a fetishistic departure
fromMarx’s value theory.
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2 SNUL andMarx’s Value Categories

The specification of SNUL costs as elements of social surplus-value became a
conventionwithinMarxist discourses onlywith the rise of underconsumption-
ism inMarxian crisis theory.13 The ‘monopoly capitalism’ (aka Monthly Review)
school in particular has championed this specification in a fashion that has
a clear affinity to its view that the key problem facing modern capitalism is
one of ‘absorbing the surplus’.14 On this view, unproductive labour is functional
to capitalism, not only because its on-the-job activity helps to realise surplus-
value, but also because unproductive workers’ consumptive behaviour gener-
ates additional effective demand for an ever-growing ‘economic surplus’.15 Such
an analysis comes close to suggesting that unproductive labour is deliberate
‘make-work’, designed and paid for by micro-economic agents (primarily com-
mercial capitalists) to redress a macro-economic effective-demand problem.
The problemhere is that the feedbackmechanism in this particular ‘functional
loop’ is impossible to specify.16

Yet many Marxists who are not proponents of underconsumption theor-
ies of crisis have also accepted the proposition that SNUL is ‘paid for’ out of
surplus-value. Joseph Gillman, for example, asserts: ‘The whole congeries of
administrative expense and selling costs, as well as rent, interest and business
taxes, are all part of surplus-value.’17 This view is seconded by Anwar Shaikh,
a leading proponent of Marx’s LTRPF: ‘The question Marx poses … is: out of
what fund are [the] distribution activities to be supported? And the answer he
gives is: out of the surplus-product, out of surplus-value. After the replacement
of the costs of production, there remains the surplus product from which all
further costs of capitalist reproduction must eventually be defrayed.’18

Given the near-consensus on this point among Marxists who uphold the
productive-unproductive distinction, it is important to emphasise that Marx
never offered such a clear answer to the question attributed to him by Shaikh.

13 Sweezy 1968 [1942].
14 Baran and Sweezy 1966; Foster 1986; Dawson and Foster 1991.
15 See Tarbuck 1983.
16 For further discussion of this point, see Seymour 1972. On the concept of a functional loop,

see Stinchcombe (1968), who argues that a functional analysis is deficient if it is unable to
(a) incorporate intent (and therefore human agency) into its explanations, and (b) specify
the feedback mechanisms whereby structural patterns are reinforced and preserved over
time.

17 Gillman 1957, p. 17.
18 Shaikh 1978b, p. 8. See also Miller 1984; Moseley 1987 and 1991; Chernomas 1987 and 1990;

Fine and Harris 1979; and Shaikh and Tonak 1994.
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Indeed, the sole basis in Marx’s writings for the specification of SNUL costs as
paid for out of surplus-value seems to be his ambiguous reference to a ‘deduc-
tion from surplus-value’ in the following passage from Capital II:

The general law is that all circulation costs that arise simply froma change
in form of the commodity cannot add any value to it. They are simply
costs involved in realising the value or transferring it from one form into
another. The capital expended in these costs (including the labour it com-
mands) belongs to the faux frais of capitalist production. The replace-
ment of these costs must come from the surplus product, and from the
standpoint of the capitalist class as awhole it formsadeductionof surplus-
value or surplus product, in just the same way as the time that a worker
needs to buy his means of subsistence is lost for him.19

An obvious difficulty with this passage is that it appears to contradict Marx’s
treatment of commercial capital and the costs of circulation as this is elabor-
ated in Capital III, as well as in other passages of Capital II. Indeed, the way it
has been interpreted by Sweezy, Gillman, Shaikh and others renders it totally
incompatible with the burden of this latter treatment, which we shall turn to
shortly. The incompatibility disappears, however, if we amend the wording of
the first sentence to read ‘any new value’ instead of ‘any value’, and if we exam-
ine the concept of a ‘deduction from surplus-value’ more closely.

The main preliminary point that needs to be made is that a ‘deduction from
surplus-value’ can be understood in either a relative or an absolute sense. Pro-
ponents of the conventional specification of SNUL are clearly committed to an
absolute interpretation; for them, Marx is referring to a straightforward ‘sub-
traction’. Yet, in a passage where Marx actually defines the concept, such an
interpretation is logically excluded: ‘the actual circulation costs increase the
value of the product, but decrease the surplus-value … The costs of circula-
tion generally, in so far as their merely economic moments, circulation proper
are concerned … are to be regarded as deductions from surplus-value, i.e. as an
increase of necessary labour in relation to surplus-labour.’20

Consistent with his Capital III treatment, Marx is quite clear here that the
costs of circulation increase the value of the commodity product. Yet if the cir-
culation costs were ‘paid for’ out of surplus-value, there would be no increase
in the value of the product. All that would happen is that the total surplus-

19 Marx 1981a, pp. 225–6, emphasis added.
20 Marx 1973, p. 548.



socially necessary unproductive labour 231

value would be divided between the payment of circulation (and other unpro-
ductive) costs and the surplus-value available for private capitalist consump-
tion and accumulation. But since, according to Marx, these costs increase the
value of the product (without, however, adding fresh surplus-value to it), any
decrease in surplus-value must only be a relative one. Hence, what is involved
in a ‘deduction from surplus-value’ is a diminution in the proportion of the
commodity’s value that takes the form of surplus-value. If the added circula-
tion costs did not exist – if they were ‘unnecessary’ – the absolute magnitude
of new surplus-value would not increase (indeed, it may even decrease), but
this magnitude would represent a larger proportion of the total value of the
commodity product. The corollary to this would be that industrial (product-
ive) capital would appropriate all of the surplus-value.

Marx also suggests that a deduction from surplus-value signifies an ‘increase
of necessary labour in relation to surplus labour’ (assuming that all circulation
costs are labour costs). But if the costs of circulation were really a non-profit
component of surplus-value, such a definition would be absurd. For if, as Marx
insists, surplus-value is simply a monetised form assumed by surplus labour
under capitalism, and if, as Shaikh and others insist, a deduction from surplus-
value is still a ‘component’ of surplus-value, thenMarx’s last sentencemight just
as well read: ‘The costs of circulation… are to be regarded as surplus-labour, i.e.
as an increase of necessary labour in relation to surplus-labour.’ Clearly, in so far
as a deduction from surplus-value represents an ‘increase in necessary labour’,
the wage bill of this necessary labour cannot be considered a component of
aggregate social surplus-value on any logically coherent grounds.

If the costs of circulation are not to be regarded as a part of the aggregate
surplus-value, how then should they be treated? The most adequate answer to
date has been suggested by Shane Mage: ‘What takes place in the unproduct-
ive spheres is simply the outlay of a determined and necessary constituent part
of the total social capital.’21 Mage’s inspiration for this approach is the Marx of
Capital III, who states: ‘Although [circulation capital] forms additional capital,
it does not form any more surplus-value. It must be replaced out of the com-
modities’ value, for a portion of this value must be reconverted back into these
circulation costs …’.22

Since circulation activity can add no new value to the commodity product,
Marx concludes that ‘the additional value that [the merchant] adds to com-
modities by his expenses is reducible to the addition of previously existing

21 Mage 1963, p. 65.
22 Marx 1980b, p. 405, emphasis added.
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values, even though the question still arises here as to how he maintains and
conserves the value of this constant capital’.23 The relationship of commercial
capital to the commodity product is therefore similar to that of ‘means of pro-
duction’ (machines in particular), which add ‘previously existing value’ but can
confer no new value. Such a parallel is supported by Marx’s own imagery:

One merchant (considered here merely as the agent of the formal trans-
formation of commodities, as merely buyer and seller) may, by way of
his operations, shorten the buying and selling time for many producers.
He should then be considered as a machine that reduces the expendit-
ure of useless energy, or helps to set free production time … The cap-
ital advance [required to meet the labour costs of circulation] creates
neither products nor value. It proportionately reduces the scale on which
the capital advanced functions productively. It is the same as if part of
the product was transformed into a machine that bought and sold the
remaining part of the product.24

What all this implies is that the variable capital sui generis deployed by unpro-
ductive capital is, from the standpoint of the social capital, qualitatively similar
to the constant capital deployed by productive capital. It is ‘variable’ only in
its ability to transfer magnitudes of already existing surplus-value from the
productive to the unproductive spheres. Moreover, whether paid for by com-
mercial or industrial capital, the costs of circulation form a component of the
capital advanced and therefore reduce the average rate of profit: ‘The surplus-
value s remains constant, but the capital advanced C still grows from C to ^C, so
that the profit rate s/C is replaced by the smaller profit rate s/(C+^C). The indus-
trial capitalist therefore attempts to keep these circulation costs to aminimum,
just as he does his outlay on constant capital.’25

Marx’s near-explicit treatment of unproductive labour costs as a form of
constant capital in the above passages finds explicit expression in the way that
Mage specifies the value categories:

The difference between variable capital and constant capital is founded
on their differing modes of transferring value to the commodity-product;
and in the case of constant capital this characteristic mode is precisely
the addition of previously existing values. Consequently, the appropriate

23 Marx 1980b, p. 406, emphasis added.
24 Marx 1981a, pp. 209, 211, emphasis in original.
25 Marx 1981b, p. 413.
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treatment for the outlay on unproductive expenses in general, provided
only that they are ‘socially necessary’ under the existing form of social
organisation, is to regard them as part of the constant capital advanced
and expended.26

Mage applies this reasoning to both circulation labour and the social-mainten-
ance labour supported by the capitalist state. Like commercial and financial
capital, the state carries out a range of tasks indispensable to perpetuating the
institutional framework of the valorisationprocess; like them, the state appears
both as a ‘socially necessary’ apparatus and as a ‘barrier’ to capitalist accu-
mulation; and like them, the state’s role in the production of surplus-value is
an indirect one, except, of course, where the state is itself involved in profit-
generating commodity production.27

Unlike commercial and financial capital, however, the capitalist state is not
a ‘private accumulator’. Most of its revenues are obtained through taxation
rather than through participation in surplus-value redistribution on the basis
of the average rate of profit (or interest). Rather than compete with capitalist
enterprises for a share of social surplus-value, the capitalist state is principally
concernedwith obtaining adequate value (revenue) to allow it to continuously
acquit its historically developed tasks. This is not to say that the state never
captures a portion of currently produced surplus-value in order to expand its
activities; on the contrary, it has exhibited a strong historical tendency to do
precisely this.28 Yet, while the state regularly appropriates a certain share of
newly created surplus-value as ameans of further entrenching its role in social
reproduction, it is wrong to regard most tax revenues as a ‘deduction from
surplus-value’, just as it is wrong to treat the tax on labour income as a deduc-
tion from variable capital.29

26 Mage 1963, p. 66, emphasis in original.
27 The capitalist state obviously does not participate in surplus-value redistribution on the

basis of the average rate of profit (or interest) except where it involves itself directly
in commodity production (for example, nationalised power utilities) or circulation (for
example, nationalised banks or the retailing of liquor).

28 Mage’s failure to recognise this point is a weakness of his theoretical approach and of his
empirical study of the US economy. He treats all tax revenues as constant capital even
though a part of these revenues may at times include currently produced surplus-value.

29 In empirical studies of the Marxian ratios, it is necessary to define variable capital as
the after-tax wage-bill of productive workers. The latter’s real income is the income used
to reproduce ‘the capacity to work’ and to support non-waged family members, not the
‘income’ deducted from workers’ wages and transferred to the state. Arguably, certain
‘transfer payments’ benefittingworking-class householdsmay be seen as elements of vari-
able capital – but these are small relative to taxes deducted from ‘gross wages’.
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From the standpoint of the social capital, the state is a machine of social
reproduction.30 Like any other machine, it requires maintenance, amortisa-
tion, new parts, and a continuous supply of fuel and energy. Accordingly, the
social capital – inwhosehistorical interests the capitalist state functions –must
set aside a considerable portion of the value it realises in order to continuously
finance state activity, just as it must ‘set aside’ some of the same ‘realised value’
to replenish raw material stocks, depreciated fixed capital, and expended fuel
supplies in themines,mills, and factories that are the principal sites of surplus-
value production.

A fewqualifications arenow inorder. Likeunproductive capital in the sphere
of circulation, the state carries out a range of tasks that are indispensable to
maintaining the institutional framework of the valorisation process. In this
sense, it contributes ‘indirectly’ to the production of social surplus-value. Yet
the capital exchangedwith SNUL in the state sphere is not regarded by any seg-
ment of the social capital as contributory to profits. While the precise way in
which state employees perform ‘unpaid labour’ may seem problematic,31 it is
clear that such state-supported ‘social-maintenance labour’ is exchanged with
a form of constant capital that has even less in common with ‘variable capital’
than that exchangedwith circulation labour. For ‘state capital’ (‘capitalised’ tax

30 This value-theoretical appreciation of the state as part of the ‘machinery’ of social repro-
duction has implications for the elaboration of a general theory of the capitalist state –
in particular for specifying the limits within which it can operate. To some extent, our
approach is consistent with the ‘capital-logic’ strategy of ‘deriving’ the state’s forms and
functions from the laws of motion and contradictions of capitalism (on the latter, see
Holloway and Picciotto (eds) 1978). However, rather than adopting a ‘pure’ capital-logic
approach, which leads to interminable debates on the ‘logical ordering’ of capital and
value relations, as well as on the particular contradictions dictating state functions, the
analysis favoured here calls for a historical approach. For us, the capitalist state develops in
response to an ensemble of contradictions, the basic elements of which are always present
within a given capitalist formation, but whose ‘ordering’ in terms of state priorities is only
historically and conjuncturally determinable.On this basis, it seemspossible tomeetmost
of the objections to a ‘capital-theoretic’ approach to the state registered by Gough (1979),
Jessop (1982) and other Marxist theorists who emphasise the relative autonomy of ‘the
political’ and/or ‘the class struggle’ in relation to capitalism’s ‘systemic logic’.

31 From aMarxist value-theoretical standpoint, themost salient difference between the sur-
plus labour appropriated from SNUL workers in general and from productive workers
is that more ‘productive surplus-labour’ translates into rising surplus-value, while more
‘SNUL surplus-labour’ translates into reduced overhead costs. By extractingmore surplus-
labour from its employees, the capitalist state reduces its costs, increases its efficiency, and
reduces its dependency on tax revenues, potentially freeing up values for investment in
productive spheres, for reallocationwithin unproductive spheres, or for reducing national
debt.
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revenues for themost part) is not exchangedwith SNULwith a view to transfer-
ring surplus-value from the sphere of production to the state, but with a view
to centralising and rationalising some of the overhead costs of the social cap-
ital as a whole and to attenuating systemic contradictions. The great majority
of its revenues are obtained through a political taxation process, which may
have the appearance of ‘democratically’ involving all citizens as ‘taxpayers’ but
which finally always amounts to a tax on the social capital.32

3 Constant Capital and Capital Fetishism

One possible objection to treating SNUL costs as a component of the constant
capital flow is that the latter is almost always thought of as ‘means of pro-
duction’ and as directly implicated in the physical process of producing com-
modities. But constant capital is not merely a value expression of its ‘material’
forms in the immediate process of production. Rather, it is one expression of
the ‘social relation’ that is capital, the other expression being variable capital.
It is therefore quite reasonable to argue that the category of constant capital
encompasses all those ‘advances’ and ‘costs’ associated with the total process
of capitalist production and reproduction that are not encompassed by vari-
able capital. If variable capital is defined as that portion of the social capital
that is transformed into the living labour that is directly productive of surplus-
value, then constant capital may be defined as the portion transformed into all
the elements of capitalist production/reproduction that are indirectly implic-
ated in the total valorisation process. As such, constant capital may assume the
form of SNUL just as easily as it assumes the form of a drill press, an industrial
robot, a ton of steel, or a cash register.

To assume that constant capital must be directly implicated in use-value
production to be ‘indirectly’ implicated in valorisation is a fetishistic error.
Marx’s critique of fetishised political economy involves centrally a rejection
of the confusion of the social and the ‘material-natural’ aspects of production

32 This does not entirely preclude the use of government taxation policy to either increase
or decrease the rate of exploitation of the working class in the short term. But it does sug-
gest that the after-tax incomes of wage earnersmust tend toward levels determined by the
value of particular labour-powers in the labourmarket, as conditioned by historically con-
stituted norms. Hence, if ‘take-home pay’ falls as a result of changing tax policies, workers
will typically respond by seeking a compensatory pay increase. How successful they will
be will depend, of course, on how well organised and combative they are in particular
conjunctures as well as on broader labour-market conditions.
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and of the product of labour. The conventional Marxian identification of con-
stant capital with the physical means of production is no less an instance of
such confusion than is the neoclassical/ neo-Ricardian failure to distinguish
between productive and unproductive forms of wage-labour. Neoclassical eco-
nomic theory cannot distinguish between the productive labour that creates
thematerial/ natural content of the commodity product and the unproductive
labour that effects its sale because sales activity (for example, the labour of the
retail cashier) is conceived as the final act in the production of a use-value bear-
ing the required commodified form. In a sense, the activity of the circulation
worker is perceived as ‘productive’ of the social form of the product of labour.
Activity in the sphere of circulation, on this view, does more than effect a
change in titles of ownership and thereby facilitate the realisation of commod-
ity values; rather, it ‘attaches’ the commodity form to the product of labour, as
a kind of social icing on the cake. By positing an external relation between the
natural content and the social form of the product of labour, the neoclassical
approach lays the basis for treating each as a unique ‘productive contribution’
of, respectively, ‘industry’ and ‘commerce’ to the creation of ‘wealth’ (a concept
that itself conflates and confounds thematerial-natural and social dimensions
of production and reproduction). Marx’s theory of value, by contrast, is based
on a dialectical conception of the form-content relation as internal and contra-
dictory.33 From this perspective, the conventional Marxian treatment of con-
stant capital and SNUL adopts a fetishistic view of capitalist economy, while,
paradoxically, disarming the proponents of the productive-unproductive dis-
tinction of their most valuable theoretical weapon: consistency in resisting the
conceptual conflation of the material/natural and the social.

The various forms of constant capital constitute elements of the total pro-
cess of capitalist production and reproduction that owe their existence to the
past transformation of surplus-value into capital. In this sense constant cap-
ital in general forms part of a historically constituted social surplus product
from which all systemic costs must be defrayed. But past (now-‘capitalised’)
surplus-value and newly created surplus-value are by no means coextensive,
and there is no good reason to say that the value of an industrial robot should
be subsumed under the former, while the value of SNUL should be subsumed
under the latter. Upon some reflection, then, it is not difficult to see that what
Marx said about the means of production is, in principle, quite applicable to
the means of circulation and social maintenance as well:

33 Rubin 1973, p. 117.
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As regards the means of production, what is really consumed is their
use-value, and the consumption of this use-value by labour results in the
product.There is in fact no consumptionof their value and itwould there-
fore be inaccurate to say that it is reproduced. It is rather preserved …
Hence the value of themeans of production reappears in the value of the
product, but it is not strictly reproduced in that value. What is produced
is a new use-value in which the old exchange-value re-appears.34

It might be objected that when Marx speaks of the use-values of means of
production being ‘consumed by labour’ and resulting in a new product he is
speaking of a process that is not duplicated in the unproductive spheres. This
is quite true. It may nevertheless be argued that the use-values of the ‘means of
reproduction’ (including SNUL) are consumed in a process of facilitating valor-
isation and capital accumulation, but that this consumption does not involve
the consumption (and disappearance) of their value. Instead the value of the
consumed means of reproduction is ‘preserved’ and ‘reappears’ in the value of
the commodity product (conceived as the gross output of the economy as a
whole). In other words, two streams of constant capital value reappear in the
new social product: one emanating from the immediate process of use-value
production, the other from the spheres of circulation and social-maintenance.

The myriad concrete forms of constant capital share this common essence:
they are means of presenting living labour as new value. Means of produc-
tion, means of circulation and means of social-maintenance are all indis-
pensable to maintaining and enhancing the productivity of surplus-value-
producing labour, and each therefore has a claim to participating indirectly
in the valorisation process. It matters little that means of production are dir-
ectly involved in use-value production, while the means of circulation and of
social-maintenance are not.Whatmatters insofar as the valorisation process is
concerned is that each of these means of living productive labour represents
an element of capital that can contribute to surplus-value production only as
facilitators.

Living productive labour is the sole source of surplus-value inMarx’s theory,
and it is therefore capital fetishism to impute to constant capital in produc-
tion more than an auxiliary role in the production of value, a role paralleled
in the unproductive spheres by SNUL. This is the unmistakable burden of the
following passage fromMarx’sGrundrisse: ‘To the extent that the instrument of
production is itself a value, objectified labour, it does not contribute as a pro-

34 Marx 1977, pp. 315–16, emphasis added.
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ductive force… If capital could obtain the instrument of production at no cost,
for 0, what would be the consequence? The same as if the cost of circulation =
0’.35

4 Theoretical Advantages of Treating SNUL as Constant Capital

Perhaps the single greatest merit of treating SNUL as part of the constant
capital flow is that it serves to affirm its indispensability for capitalism. Pro-
ponents of the conventional treatment of SNUL as a non-profit component
of surplus-value tend either to subsume SNUL under an expanded notion of
‘luxury consumption’ or to overstate the discretion enjoyed by capital in the
disposition of the social surplus product as between productive and non-
productive uses. By emphasising the social necessity of SNUL for the repro-
duction of the social capital, the constant-capital conceptualisation recognises
and gives due weight to a powerful argument often advanced by critics of
the productive-unproductive distinction: that circulation labour (and perhaps
even social-maintenance labour) contributes materially to a decrease in the
turn-over period of capital by increasing the velocity of commodities as they
move through circulation. In Marxist terms, such a decrease means a higher
level of employment of productive labour than might otherwise be the case,
and consequently an increase in the absolute magnitude of surplus-value pro-
duced relative to the capital advanced. Marx discussed this phenomenon at
length under the rubric of the ‘annual rate of surplus-value’: ‘If the variable
capital turns over ten times in the year … then the mass of surplus-value pro-
duced in the course of the year will be ten times that corresponding to one
turnover period.’36 Indeed, a decrease in circulation time, other things being
equal, must mean an increase in the rate of profit. In light of this considera-
tion, theMarx of Capital II could only have admonished theMarx of Capital III
for assuming that an increase in the capital advanced on circulation costs could
not increase themagnitude of surplus-value. Due to the significant influence of
the ‘annual rate of surplus-value’ on the average rate of profit, the direction of
change in the previously-cited rate of profit s/C+^C becomes somewhat inde-
terminate.37

Nevertheless, such a reduction in circulation time is by no means easily
accomplished.The costs of circulationmaywell rise under thewhip of compet-

35 Marx 1973, p. 765.
36 Marx 1981a, p. 382.
37 See also Marx 1981b, p. 393.
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itive pressures without yielding significant decreases in the average turn-over
time of the social capital. ‘Circulationist’ strategies may be pursued by indi-
vidual capitals to shore up profit margins, but the unintended consequence
of these strategies may be a downward pressure on the average rate of profit
analogous to what Marx says occurs when living labour is replaced by labour-
saving machinery in production. Undoubtedly, the costs of circulation have
been rationalised considerably as a result of the evolving functional division of
labour between industrial, commercial and financial capital. Yet it is also quite
clear that these costs have evinced a tendency to rise as the contradictions of
capitalism have intensified, and these rising circulation costs may, under cer-
tain conditions, contribute to a crisis of profitability.38

The picture is therefore a highly contradictory one. Under conditions of
increasingmarket accessibility, SNULmay enhance the ‘annual rate of surplus-
value’ and play a significant (if still indirect) role in augmenting social surplus-
value. But under conditions of market contraction, and intensified competition
over market shares, SNUL may only help individual capitals hold their own
against competitors, permitting them to lay claim to their rightful share of a
pool of surplus-value that is shrinking relative to capital invested. The more
autonomy that commercial and financial capital (and indeed the capitalist
state) have from industrial capital under such conditions, the greater the dam-
age that they may inflict upon productive capital, the valorisation process and
the average rate of profit. By conceptualising SNUL as a necessary systemic
overhead cost, the constant-capital approach emphasises that capital’s room
for manoeuvre with respect to these problems is quite limited, giving Marx’s
proposition that ‘the true barrier to capitalist production is capital itself ’ a
somewhat new twist.39

What needs to be stressed is that none of these considerations are ad-
equately captured in the conventional Marxian conceptualisation of unpro-
ductive labour. On this conceptualisation, the capitalist economy is either one
in which the ‘economic surplus’ is rising, or in which the distinction between a
gross rate of profit (which abstracts from SNUL) and a net rate of profit (which
does not) is a meaningful one for economic policy debates.40 The constant-
capital conceptualisation, on the other hand, affirms that the fall in the rate of
profit can no more be stemmed by redirecting investment from SNUL to pro-
ductive labour than it can be by redirecting investment from fixed constant
capital to variable capital. It is, in other words, resistant to a politically reform-

38 See Lebowitz 1972.
39 Marx 1981b, p. 358.
40 See Chernomas 1987.
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table 4 Conceptualising productive labour and socially-necessary unproductive labour in
relation to Marx’s value categories (variable capital, surplus-value and constant
capital)

Productive Labour (PL)

PL & PL wage
costs as value

Does PL
produce
surplus-
value?

Does PL
produce

new value?

Does PL
preserve
previously
existing
value?

Does PL
function as
variable
capital?

Are PL
wages a

component
of social
surplus-
value?

Are PL
wages a

component
of constant
capital flow?

As variable cap-
ital

Yes Yes Yes Yes No No

Socially Necessary Unproductive Labour (SNUL)

SNUL & SNUL
wage costs as
value (altern-
ative concep-
tions)

Does SNUL
produce
surplus-
value?

Does SNUL
produce

new value?

Does SNUL
preserve
previously
existing
value?

Does SNUL
function as
variable
capital?

Are SNUL
wages a

component
of social
surplus-
value?

Are SNUL
wages a

component
of the

constant
capital flow?

As variable cap-
ital (denies u-p
distinction)

Yes Yes Yes Yes No No

As surplus-value
(upholds u-p
distinction)

No No Probably No,
but unclear

No Yes No

As constant cap-
ital (upholds u-p
distinction)

No No Yes No No Yes

ist perspective, staking its ground on Marx’s own conviction that the system
‘moves in contradiction’ and is subject to increasingly severe crisis tendencies.

By way of concluding this section, Table 4 provides schematic representa-
tionsof howproductive labour is generally defined inMarxist theory alongwith
three alternative ways of specifying SNUL.41

41 Note that this table incorporates a correction to an earlier version that appeared in Smith
2014, p. 63, which erroneously suggested that the constant capital specification treats
SNUL wages as a component not only of the constant-capital flow but of social-surplus-
value as well.
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chapter 9

Imperialism, Unequal Development and the Law of
Value

Up to this point, we have considered the operations and effects of the capitalist
law of value under conditions in which: a) the mobility of capital, as between
branches of production and fields of investment, is relatively unimpeded, and
b) the mobility of labour is sufficient to dictate that the main determinant of
differentials in rates of surplus-value is the relative sophistication of the tools,
equipment andmachinerywithwhichworkers in different industries arework-
ing, rather than variations in the ‘intensity of labour’. These two conditionsmay
be taken as ‘given’ in the relatively homogeneous capitalist economic environ-
ments associatedwith ‘nation-states’ – although even in such ethnically homo-
geneous and politically centralised countries as Japan, significant regional vari-
ations can mitigate these conditions to some degree. Looser federative or con-
federative formations (for example, theUnited States and theEuropeanUnion)
may circumscribe an economic environment in which regional variations will
play a larger role, and inwhich fragmented political authoritymay significantly
reduce the scope for unfettered capital and labour mobility. But it is above all
in the international arena that the above-mentioned conditions aremost com-
promised, and that serious questions are posed pertaining to the operation of
the law of value.

The problem of the internationalisation of the law of value has received
closest attention from theorists concernedwith issues of imperialism and third
world underdevelopment. Hence, it is in this theoretical context that our dis-
cussion finds its natural starting point.

1 Unequal Capitalist Development on aWorld Scale

Prior to the advent of neoliberal ‘globalisation’ around 1990 and the attendant
acceleration of industrialisation in several ‘post-colonial’ countries (above all
China and India), it was a commonplace to observe that Marx failed to anti-
cipate the formidable obstacles to economic development and social progress
that capitalism had erected in many of the less developed or ‘underdeveloped’
countries of Asia, Africa and Latin America. In this connection, his ‘optim-
istic’ predictions concerning the impact of British colonialism in India and his
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forecast in the Communist Manifesto that European capitalism would create ‘a
world after its own image’ havebeen frequently cited.Andyet it is also clear that
Marx later ‘revised’ the projections of the Manifesto significantly by disclosing
the laws of capitalist development anddecline thatwould generate uneven and
highly unequal patterns of development in the global economy.

From a perspective informed by the law of the falling rate of profit, in par-
ticular, the ‘development of under-development’ is an inexorable concomitant
of capitalism’s historical-structural crisis – a phenomenon portending increas-
ingly formidable barriers to capital accumulation not only in the weaker cap-
italist nations and the semi-capitalist periphery, but in the citadels of world
capitalism as well. Furthermore, an intensification of the contradictions of
‘developed capitalism’ couldnot fail to have themost profound implications for
worldwide economic development, and serve to exacerbate the alreadyuneven
tempoof indigenous capital accumulation as between themore developed and
the less developed regionsof theworld capitalist economy. It is precisely in con-
nection with these considerations that Marx’s discussion of foreign trade and
investment as ‘counteracting tendencies’ to the law of the falling rate of profit
needs to be approached:

In so far as foreign trade cheapens on the one hand the elements of con-
stant capital and on the other the necessary means of subsistence into
which variable capital is converted, it acts to raise the rate of profit by
raising the rate of surplus-value and reducing the value of constant cap-
ital … Capital invested in foreign trade can yield a higher rate of profit,
firstly, because it competes with commodities produced by other coun-
tries with less developed production facilities, so that themore advanced
country sells its goods above their value, even though still more cheaply
than its competitors.

As far as capital invested in the colonies, etc. is concerned… the reason
why this can yield higher profit rates is that the profit rate is generally
higher there on account of the lower degree of development, and so too
is the exploitation of labour, through the use of slaves and coolies, etc.1

Marx points here to some key factors underlying the uneven, restricted and
‘dependent’ forms of capitalist development in regions of the world under the
domination of foreign capital and exhibiting some degree of interpenetration
of capitalist and pre-capitalist relations of production. Precisely because the

1 Marx 1981b, pp. 344–5.
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‘internal contradiction’ of developed capitalism ‘seeks resolution by extending
the external field of production’,2 a pronounced tendency exists for capital-
ist countries to exploit every possible advantage in their efforts to mitigate
their internal economic problems at the expense of other countries (whether
weaker capitalist nation-states, or semi-capitalist colonies and neo-colonies).
This tendency is both complemented and countered by the tendency of indi-
vidual capitals to seek opportunities for valorisation without regard to the
‘national interests’ of the social capital to which they belong – that is, by the
contradiction between the internationalisation of capital and the continued
existence of the nation-state as the pre-eminent political unit inwhich the con-
tradictions of the social capital are addressed.

Since Lenin, most Marxist theories of imperialism have emphasised the
great importance of the direct production and subsequent transfer of surplus
profits from the underdeveloped to the imperialist countries. With few excep-
tions, however, these theories have not had a value-theoretical approach as
their analytic basis, a circumstance reflecting the prevalence of ‘undercon-
sumption’ and ‘disproportionality’ theories of capitalist crisis within Marxism.

This situation began to change with the emergence of the ‘unequal ex-
change’ (UE) school in the 1960s and 1970s. Not only did Arghiri Emmanuel’s
theory of the ‘imperialismof trade’ point to exchangemechanismson theworld
market as the most significant means of imperialist exploitation of the less
developed capitalist (and semi-capitalist) countries; it sought to do so on the
basis of an analysis of the operations of the lawof value in an international con-
text. Accordingly, the terms of the debate that ensued around the UE theory are
important to understanding the dynamics of international value transfers as a
phenomenon affecting international trade between the imperialist countries
themselves and not just between developed and less developed countries.

2 Emmanuel’s Theory of Unequal Exchange

Can we speak of international value transfers occurring through exchange
mechanismson theworldmarket?Our concern is not primarilywith the appro-
priateness of Emmanuel’s dismissal of the ‘myth of investment imperialism’,3
but with the adequacy of his alternative theory of the ‘imperialism of trade’.4
It should nevertheless be noted that Emmanuel misses a key point when he

2 Marx 1981b, p. 353.
3 Emmanuel 1974.
4 Emmanuel 1972.
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asserts that the advanced capitalist countries are ‘too rich’ not to ‘absorb’ all of
the new capital formed within them – an apparent reference to Lenin’s thesis
that imperialism is characterised by the export of ‘surplus capital’ to sectors
where a higher rate of profit can be obtained.5 In effect, Emmanuel implies
that ‘being rich’ prevents capitalists from suffering the effects of a falling rate
of profit. But an argument can be made that it is precisely the overaccumula-
tion of capital, associated with a rise in the OCC, that creates the problem of
surplus-capital disposal and impels the search for investment opportunities in
external capital markets, whether in the less developed capitalist formations
or in other imperialist countries.

The foundation of Emmanuel’s UE theory is that a particular law of price
formation distinct from that found within ‘national’ economies dominates
the operations of the capitalist world market. This law involves centrally ‘an
unequal rewarding of factors’, particularly the labour factor, which he insists is
systematically ‘under-valued’. It follows that poor countries exhibiting a relat-
ively low level of labour productivity, and a high degree of labour intensity, will
be disadvantaged inworld trade. A commodity produced in a highly developed
capitalist country canbe exchanged for a commodity ‘embodying greater value’
that has been produced in a less developed country due simply to the ‘unequal
rewarding of factors’. This process is key, in Emmanuel’s view, to explaininghow
value is transferred from the poor to the rich countries.

It should be noted that Emmanuel distinguishes this form of UE from those
that occur due to variations in the organic composition of capital and in pro-
ductivity levels between firms, industries and branches of production. Wage
differentials are the basis of the UE that concerns him most. Thus, in charac-
teristically neo-Ricardian fashion, Emmanuel views wages as the ‘independent
variable’ in capitalist development.

Can international exchange ratios be explained on the basis of the law of
value? Emmanuel argues that they can be, but to do so one must first contend
with Ricardo’s still-influential arguments against the notion.

Ricardo argued that in international trade the law of value breaks down as
an adequate explanation of exchange ratios precisely because the tendency for
the rate of profit to equalise across national lines is qualitatively attenuated by
thephenomenonof international capital immobility. The immobility of capital
on the worldmarket means that there is no general rate of profit governing the
formation of prices of production across national lines, and this signifies that
a different law of price formation is required to explain the exchange ratios

5 Lenin 1916.



imperialism, unequal development and the law of value 245

of commodities in international markets. Ricardo’s solution to this problem
was ‘the law of comparative costs’, a law that asserts that exchange inequalities
between trading partners will be cancelled out due to processes of specialisa-
tion in the production of particular commodities. This notion was central to
Ricardo’s case for free trade. In goodmeasure because it is entirely unrelated to
his labour theory of value, Ricardo’s law of comparative costs has been widely
incorporated into neoclassical theories of world trade.

Emmanuel does not entirely reject the law of comparative costs; he simply
amends it, arguing that since Ricardo’s time there has been a fundamental
change in the economic intercourse between nations. Not only do commod-
ities flow between them, but so too does investment capital. Increased interna-
tional capitalmobility has broughtwith it a tendency for profit rates to equalise
on an international basis, resulting in the formation of international prices
of production. This phenomenon has not been accompanied, however, by a
corresponding increase in the mobility of labour, and the persistent relative
immobility of labour creates huge differences in wages and rates of exploita-
tion as between the developed and less developed countries in the capitalist
world economy. The conjunction of international capital mobility and inter-
national labour immobility, in a situation where the law of comparative costs
determines international patterns of specialisation and trade, produces the
phenomenon of the ‘development of underdevelopment’ in the colonial and
semi-colonial countries.

As a prelude to his critique of this theory, Shaikh provides a succinct sum-
mary of the main implications of Emmanuel’s theory as follows:

[S]ince wages tend to be much lower in the underdeveloped regions, in
the absence of capital mobility between regions, profit rates will tend
to be higher in the underdeveloped regions than they will be in the
developed regions. If profit rates are now equalised through international
mobility of capital, the profit rate in the underdeveloped regions will be
lowered and that in the developed regions raised. It follows from this that
profits (surplus-value) are transferred from the former to the latter.6

6 Shaikh 1979, pp. 298–9.
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3 Critiques of Emmanuel

Criticisms of Emmanuel’s theory have centred on his theory of wages and his
account of the international equalisation of profit rates. The close connection
between the two is revealed by his statements that ‘inequality of wages as such,
all other things being equal, is alone the cause of the inequality of exchange’
and that ‘relative wages determine relative prices’.7 Geoffrey Pilling observes
that Emmanuel’s wage theory is predicated on a ‘quantity’ theory of themeans
of subsistence necessary for the reproduction of labour power, while Marx’s
theory of wages insists that ‘the value (and hence price) of labour power is
determinednot by the quantities of themeans of subsistencewhichwill enable
the worker to maintain himself and his family and re-present himself on the
market, but by their value (that is, the socially-necessary labour time required
to produce these means of subsistence)’.8

Ernest Mandel’s critique centres on Emmanuel’s thesis of international
equalisation of profit rates:

The hypothesis of international equalisation of the rates of profit … pre-
supposes perfect international mobility of capital – in effect, the equal-
isation of all economic, social and political conditions propitious to the
development of modern capitalism on a world scale. Such equalisation,
however, is completely contradicted by the law of uneven and combined
development, which dominates this development … [The] vast interna-
tional differences in the value and the price of the commodity labour-
power, which Arghiri Emmanuel rightly underscores, are not causes but
results of the uneven development of the capitalist mode of production,
and of labour productivity in the world.9

Mandel proposes an alternative theory of unequal exchange in international
trade predicated on: (1) ‘the fact that [by dint of its technology-enhanced
productivity – MS] the labour of the industrialised countries counts as more
intensive … on the world market than that of the underdeveloped lands’; and
(2) ‘the fact that no equalisation of the rates of profit occurs in the world mar-
ket, where different national prices of production (average rates of profit) exist
side by side and are articulated with one another’.10 According to Mandel,

7 Emmanuel 1972, pp. 61, 100.
8 Pilling 1973, p. 174.
9 Mandel 1975, pp. 352–3, emphasis added.
10 Mandel 1975, p. 351, emphasis in original.



imperialism, unequal development and the law of value 247

Emmanuel’s theory is ‘incapable of showing why countries with high wages
undergo industrialisation while underdeveloped nations possess relatively
little industry’ if indeed a situation of ‘perfect’ international capital mobility
exists in the capitalist world economy.11

Mandel’s critique of Emmanuel scores some direct hits, but his alternative
account of UE, predicated upon completely unique ‘national prices of produc-
tion’, is unconvincing. To begin with, it is rather surprising to find Mandel, a
devoted expositor of the dialectical lawof uneven and combineddevelopment,
resorting to such undialectical formulations as ‘perfect international capital
mobility’ and ‘no equalisation of the rates of profit … in the world market’.
Since when has ‘perfect’ capital mobility been a condition for the formation
of a general rate of profit even in a nationally circumscribed capitalist eco-
nomy? Capital mobility is nowhere ‘perfect’, and, consequently, the formation
of a general rate of profit can only be a tendency, as Mandel points out else-
where. Oncewe grant that capitalmobility exists between countries – however
‘imperfectly’ – then it immediately follows that a tendency must also exist for
the equalisation of the rates of profit on the world market. Emmanuel prob-
ably overstated the strength of this tendency (a common neo-Ricardian pitfall,
as we have seen) in themid-twentieth century, but he was nevertheless right to
recognise its importance.

Mandel thinks he can refute the idea of ‘perfect international capital mobil-
ity’ (a notion he unfairly attributes to Emmanuel) by suggesting that it poses,
but fails to resolve, the following riddle: ‘How does it come about that the pro-
spects for valorisation of capital are not more advantageous where wages are
lowest, and that for a hundred years capital has not decamped on a massive
scale from countries with high wages to countries with low wages?’ But Man-
del’s own answer to this question is not, in principle, inconsistent with
Emmanuel’s theory of unequal exchange, namely ‘problems of the “domestic
market,” the alienation of capital accumulation, the transfer of surplus-value
and the narrow limits imposed on “internal” capital accumulation by the exist-
ing social structure’.12 Indeed, Emmanuel’s theory goes one step further by
positing a transfer of surplus-value from the underdeveloped to the developed
countries that tends to equalise the rates of profit existing between them and,
in so doing, undercuts the incentive for capital to relocate to low-wage regions.
The mobility of capital is therefore limited on an international scale by the

11 Mandel 1975, p. 352.
12 Mandel 1975, p. 353.
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same tendencies that this mobility creates: the internationalisation of profit
rates and the consequent tendency toward an international redistribution of
surplus-value through exchange.

Any convincing critique of Emmanuel’s theory of UEmust recognise the dis-
turbing circularity of this latter argument. If we return to Shaikh’s summary
of Emmanuel’s conclusions, quoted above, we can isolate the following pro-
positions as central to the argument: (1) until international capital mobility
becomes significant, the rate of profit prevailing in the underdeveloped regions
will be higher than in the developed ones owing to lower wages; (2) once inter-
national capital mobility becomes significant, the international equalisation
of profit rates will create comparable prospects for the valorisation of capital
in both regions – and will, logically enough, slow the flow of capital from the
developed to the underdeveloped regions.

Taken together, these two propositions constitute something of a conun-
drum. In the first place, how is it possible to speak of the existence of a
‘rate of profit’ or even of ‘wages’ before capital has penetrated the (formerly
non-capitalist) ‘underdeveloped’ regions (a penetration that naturally presup-
poses significant international capital mobility)? Second, how can the tend-
ency toward the international equalisation of profit rates sustain itself if it
produces conditions discouraging international capitalmobility? Clearly, these
questions can only be satisfactorily addressed by recognising the centrality
of production to the appropriation of surplus-value by capital. Emmanuel’s
exclusive focus on exchange – and his related neo-Ricardian habit of treating
capitalist categories ahistorically – leads away from this insight and, not sur-
prisingly, results in paradoxical conclusions. There can be no participation by
the underdeveloped regions in the formation of a general international rate of
profit unless capitalist production occurs there; there can be no capitalist pro-
duction there unless favourable prospects for the valorisation of capital exist;
and, consequently, the direct production and subsequent transfer of surplus-
value from the underdeveloped to the developed countries is the indispens-
able foundation of imperialist exploitation of the capitalist periphery. In other
words, Emmanuel’s ‘imperialism of trade’ must presuppose the ‘imperialism
of production’ – something which Emmanuel clearly considers a secondary
issue and which, in any case, he makes no effort to integrate into his overall
theory.

A second line of criticism concerns the fact that, while Emmanuel exagger-
ates the strength of the tendency toward a ‘uniform’ international profit rate,
he overlooks the significance of intersectoral differentials in profit rates – dif-
ferentials that also cut across national lines. He thereforemisses the point that,
ceteris paribus, capital will flow not to countrieswith higher than average profit
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rates but to units or branches of production promising higher rates of valorisa-
tion, irrespective of where they are located.

4 Shaikh’s Critique of Emmanuel and the Ricardian Theory of Trade

As part of an ambitious attempt to develop a Marxist alternative to the Ricar-
dian theory of comparative costs and international trade, Anwar Shaikh has
presented a highly suggestive critique of Emmanuel’s theory of UE.13 Shaikh
begins by establishing that no Marxist theory of international trade can incor-
porate the Ricardian theory of comparative costs, however amended. Not only
is Ricardo’s ‘law’ a transparent ideological justification for free trade policies
that serve the interests of the more developed traders; it is also intimately
bound up with Ricardo’s theories of value and money – both of which were
refuted effectively by Marx. More precisely, Shaikh argues that it is ‘absolute
advantage, not comparative, which rules trade’.14 Thus, the net inflow of gold
into a country resulting from a trade surplus will not lead, as Ricardo main-
tained, to a general increase in prices undercutting the ‘comparative advantage’
of that country in international trade.Norwill the gold outflow from theweaker
trading partner necessarily result in a lowering of its prices, such that its com-
parative position will be enhanced. Instead, the absolute disadvantage of the
weaker trading partner will be ‘manifested in a chronic trade deficit, balanced
by a persistent outflow of gold’, while the greater efficiency of the stronger
trading partner will ‘manifest itself in a chronic trade surplus, balanced by a
persistent accumulation of gold’.15 Given such a situation, the weaker trader
must seek to specialise in branches of production where it possesses some nat-
ural absolute advantage, while the stronger trader must seek out avenues for
profitable investment of its money capital (for example, the weaker trading
partner’s export sector).

In general, the underdeveloped countries must concentrate their produc-
tion for export on commodities that they can produce most efficiently (that is,
at a lower value) and/or those commodities that are relatively unique to them
(for example, plentiful and easily accessed raw materials). Both of these types
of export commodities will reflect a specific local advantage that will tend to
compensate for the generally lower level of productive efficiency in these coun-

13 Shaikh 1979–80.
14 Shaikh 1979, p. 301.
15 Shaikh 1980, p. 38.
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tries. Such advantagesmight include a favourable climate, awealth of relatively
unique natural resources, or an advantageous geographical location.These nat-
ural absolute advantages of the export sectors of underdeveloped countries
will likely draw foreign capital in search of attractive investment opportun-
ities; consequently, the export sectors will become the main focus of foreign
capital penetration. The combined result is this: first, trade with the more
developed countries will bring about the ruination of traditional industries
unable to competewith cheap imports, and second, itwill create the conditions
for such an extreme form of specialisation that the economic development of
the underdeveloped country will become highly distorted, due in part to for-
eign capital domination of its most viable export sectors: ‘Foreign investment
appears as the agency of modernisation from the outside. This helps create
the dual character of UCR [underdeveloped capitalist region] exports: large-
scale modern industries in which foreign capital predominates, side by side
with backward industries in which local capital predominates. It thus expands
and strengthens the export sector, and, taken by itself, it tends to improve
the balance of trade.’ At the same time, however, ‘Direct investment acceler-
ates the devastation of local (capitalist and non-capitalist) production which
free trade brings about, while the introduction of modern techniques requires
increased imports of machinery and materials from the [developed capitalist
region]’.16

Other effects of this direct foreign investment might include: displacement
of more workers from native industries than can be absorbed by the relat-
ively capital-intensive (high OCC) modernisation sector; the repatriation of
profits produced by foreign capital to its ‘mother country’, starving the under-
developed regions of investment; increased productive efficiency of the export
sector, resulting in the lowering of export prices and in a deterioration of the
commodity terms of trade of the underdeveloped country; and a deterioration
in the balance of payments associated both with falling export prices and the
repatriation of profits, and tending to offset the initially positive effect of direct
investment on the balance of payments of the underdeveloped country.

Importantly, Shaikh points out that the formation of a general rate of profit
involves a transfer of surplus-value from industries with lower OCCs to those
with higher ones, and that this occurs both between and within industries.
Moreover, both intra-industry transfers, ‘which depend on differences between
individual and average producers within the same industry’, and inter-industry
transfers, ‘whichdependondifferences in theorganic compositions of the aver-

16 Shaikh 1980, p. 46.
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age producers in the different industries’, occur across national lines: ‘For any
individual set of capitals, defined for instance by their location, nationality, or
degree of development, the net transfer of surplus-value will be the sum of
these two effects.’17

Shaikh’s conclusion regarding the implications of these considerations for
international transfers of surplus-value resulting from commodity exchange
alone is sufficient to call into question the whole thesis of the ‘imperialism of
trade’:

[I]t is perfectly possible for all the structural patterns of international
uneven development … to exist while at the same time there is a zero
or even positive transfer of value for the UCR export sector as a whole …
It is of course possible that even if the above were true for export sectors
as a whole, the underdeveloped regions might still lose value through its
purchase of imports …When this is coupled with the possibility of a gain
in value on the side of exports, it becomes clear that the net effect can
easily be zero.18

According to Shaikh, the unwarranted assumption that all high OCC industries
exist in developed capitalist countries and all low OCC industries in under-
developed ones allows Emmanuel to ignore intra-industry transfers altogether:
for example, transfers within the auto industry as between Hyundai Motors
of South Korea and General Motors in the US. By doing this, and by assuming
that interregional wage disparities exacerbate these transfers (a point denied
by Shaikh on the grounds that they merely increase the magnitude of two
opposing flowsof surplus-valuebetweenhighand lowOCC sectors), Emmanuel
leaps hastily to the erroneous conclusion that the equalisation of profit rates
internationallymust involve a continuous drain of surplus-value away from the
underdeveloped world.

Shaikh also rejects Mandel’s theory of unequal exchange. By arguing that
there is no tendency for the rates of profit to equalise on an international
scale, Mandel ignores the effects of inter-industry transfers on international
exchange and illegitimately concludes that the only value transfers occurring
through exchange are from low to high efficiency producers. While Mandel’s
derivation of UE is thus the opposite of Emmanuel’s, it leads to similarly incor-
rect conclusions.

17 Shaikh 1980, p. 49.
18 Shaikh 1980, p. 50.
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Shaikh concludes his analysis as follows: ‘[Since] uneven development on a
world scale is a direct consequence of free trade itself, these transfers of value
and the theories of unequal exchangewhich rely on them emerge as secondary
phenomena, not primary causes, of underdevelopment. In fact, a critical exam-
ination of the theories of unequal exchange shows that even the net direction
of value transfers cannot be simply established.’19

This conclusion is also important for identifying one of the limitations
of Marx’s counteracting tendencies to the law of the falling rate of profit,
reinforcing the point made in Chapter 7 that foreign trade and investment
should be regarded as a ‘two-edged sword’. It should nevertheless be reaf-
firmed that, even if the primary mode of imperialist exploitation of the under-
developed capitalist regions is not the ‘imperialism of trade’, unequal exchange
may well play a secondary role in the ‘development of underdevelopment’.
What’s more, in trade relations between the developed, imperialist countries,
unequal exchange may play a role of signal importance in determining the rel-
ative economic fortunes of nations.

The methodological upshot of Shaikh’s critique is that value transfers
through processes of international exchange and profit rate equalisation must
be analysed at a far more concrete level of analysis than any UE theory yet
advanced. Such an analysis would require a careful specification of the whole
rangeof ‘absolute advantages’ and ‘absolutedisadvantages’ that any two trading
partners might display – including such ‘institutional externalities’ as the role
of nation-states in enhancing the competitive position of its national capitals
on theworldmarket and/or in protecting these same capitals fromcompetition
in the domestic market. Only by taking into account the full range of factors
influencing patterns of trade can one determine the direction of value trans-
fers as these are effected through trade alone.20

19 Shaikh 1980, p. 57.
20 John C. Smith’s book, Imperialism in the Twenty-First Century: Globalization, Super-

Exploitation, andCapitalism’s FinalCrisis (2016), represents a significant newcontribution,
theoretically and empirically, to the literature on unequal exchange and the mechanisms
whereby low-wage workers in the Global South generate super-profits for transnational
corporations based in the North. His is a ‘global-value-chain’ analysis centred on what he
calls ‘global labour arbitrage’. While Smith’s approach to many of the issues surrounding
value and crisis theory considered in the present work is not always clear, an affinity with
the Monthly Review School is apparent.
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chapter 10

‘Testing Marx’ in the Twilight of Capitalism:
Marxian Value Categories, National Income
Accounts, and the Crisis of Valorisation

Since the 1960s, Marxist researchers have produced a large body of empir-
ical studies pertaining to the historical trends of the rate of profit, the rate of
surplus-value, and the composition of capital as well as distinctive measures
of other, more familiar economic phenomena like productivity, output-capital
ratios, and real wages.1 What is most striking about these studies, however,
is not their unitary distinctiveness in relation to ‘mainstream’ (that is, non-
Marxian) accounts of key economic trends, but rather their markedly different
approaches to operationalising Marx’s concepts as empirical variables. Con-
sequently, different ostensibly Marxist analyses have arrived at widely diver-
gent conclusions concerning themeaning of observable economic phenomena
and the validity of Marx’s theory of capitalism’s ‘laws of motion’, above all his
law of the falling rate of profit.

The root of the problem is to be found in the different ways in whichMarx’s
concepts –his ‘value categories’ in particular –havebeen specified for purposes
of empiricalMarxian research, for it is only too obvious that, without a theoret-
ical consensus regarding the empirical content of these concepts, any meeting
of minds concerning what ‘the facts’ reveal is impossible. The problem is com-
pounded by the circumstance that over the past fifty years Marxist economic
analysis in the West has been dominated by academics trained in the ideas of
the ‘neo-classical synthesis’, a tradition permeated with whatMarx would have
considered vulgar and fetishistic notions. Accordingly, the markedly divergent

1 An incomplete listmust include: Gillman 1957,Mage 1963,Mandel 1975,Weisskopf 1979,Wolff
1986, Moseley 1986, 1987 and 1991, Dumenil, Glick and Rangel 1987, Shaikh 1987, 1989, 1999,
2010 and 2016, Carchedi 1991, 2011a and 2011b, Shaikh and Tonak 1994, Smith 1991b, 1993, 1994,
2010 and 2014, Cockshott, Cottrell and Michaelson 1995 and 1996, Smith and Taylor 1996,
Webber and Rigby 1996, Mohun 1996, 2005 and 2009, Dumenil and Levy 2004 and 2011, Free-
man 2009 and 2012, Roberts 2009 and 2011, Kliman 2010 and 2012, Basu and Vasudevan 2011,
Smith and Butovsky 2012 and 2018, and Sato 2018. Shaikh and Tonak’s 1994 book Measuring
theWealth of Nations and Shaikh’s 2016 work Capitalism: Competition, Conflict, Crises deserve
special mention for their impressive combinations of theoretical depth and empirical soph-
istication. I acknowledge this notwithstanding important differences with Shaikh that are
discussed in this chapter.
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results yielded by different, putatively Marxian empirical studies might reas-
onably be seen as stemming from an uneven process of cognitive rupture with
conventional, neoclassical or Keynesian influences.

An additional problem deserves to be emphasised: many ostensibly Marxist
or ‘neo-Marxist’ economists subscribe to theories of capitalist crisis that are by
nomeans based onMarx’s value theory and that often sharemuch in common
with Keynesian or post-Keynesian perspectives. This consideration points dir-
ectly to the political import of the debates among those who adhere to under-
consumption or disproportionality theories, those who subscribe to a ‘profit
squeeze’ account of capitalist malaise, and those who insist, with Marx, that
such phenomena as ‘deficient effective demand’ and ‘class struggle’ need to be
theoretically articulated with the tendency of the social capital to increase its
organic composition, thereby undercutting its prospects for valorisation (that
is, its ‘real’ profitability).

Marxian underconsumption theory can lend itself to a traditional reform-
ist perspective to the extent that it sees the class struggle as centring on the
disposition of an ever-expanding economic surplus that the system must find
someway of ‘absorbing’. The affinities to Keynesian theory and policy are strik-
ing and have already been touched upon in previous chapters.2 Alternatively,
leftist proponents of the profit-squeeze theory, as well as the ‘Social Structure
of Accumulation’ and ‘Regulation’ paradigms that emerged from it, often share
the view of mainstream economists that the profitability problems of the 1970s
and 1980s were due, above all, to ‘rising labour strength’ in the context of high
levels of class conflict – an ‘overpaid’ and recalcitrant workforce impeding pro-
ductivity growth as well as the largess of a ‘welfare state’ whose emergence and
staying power depended on a combative organised labour movement.

Although Marx’s theory of a falling rate of profit linked to a rise in the
organic composition of capital is sometimes adduced, mistakenly, to support
the notion of an inevitable, irrevocable collapse or ‘breakdown’ of the capitalist
system,most of its proponents view it as the theoretical core of a programmatic
perspective that denies that the contradictions of capitalism can be signific-
antly attenuated through ‘progressive reform’ or that capitalism can any longer
play a ‘progressive historical role’.3 In the view of many of them, such a per-

2 I hasten to add that the relationship between theories of crisis and programmatic perspect-
ives is always a mediated one; hence, Marxists who subscribe to underconsumption theories
are by no means destined to pursue a reformist or Keynesian orientation, even though their
theoretical orientation might incline them in this direction.

3 There is no ‘fatalism’ associated with Marx’s theory because crises, of various degrees of acu-
ity – and involving political and military as well as economic dimensions – can always be
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spective must come to inform the programme and practice of the workers’
movement if it is to resist the siren calls of social-democratic reformism, effect-
ively rebut the anti-labour hysterics of the crisis theorists of the right, and chart
a serious course toward socialist transformation.4

But can Marx’s theory be employed effectively to explain the malaise of
the capitalist world economy during and since the ‘stagflation’ and profitab-
ility crisis of the 1970s and 1980s? Can the growing turbulence associated with
globalisation, ‘financialisation’, neoliberal austerity, mounting worldwide debt,
and tepid global growth rates be meaningfully connected to the profitability
problems of that era?And finally, can a coherent analysis of theworseningmal-
aise of global capitalism over the past half century proceed from a theoretical
defence and empirical verification of Marx’s law of the falling rate of profit and
its theoretical corollary: the proposition that capital’s systemic crises stem from
recurrent and deepening problems in generating adequate volumes of surplus-
value? These are among the questions this chapter attempts to answer.

Part I of the chapter surveys several putatively Marxian empirical ‘tests’ of
Marx’s law of the tendency of the rate of profit to fall (hereafter, LTRPF) that
appeared in the midst of, or following, the profitability crisis of the 1970s and
1980s. Particular attention is given to differences that arose over the meas-
urement of ‘variable capital’ and the value-theoretical status of unproductive
labour.

Part II surveys a number of more recent studies bearing on the LTRPF that
have examined profitability trends during the era of ascendant neoliberalism
and rampant financialisation (roughly from 1980 to 2008), with special atten-
tion to my own study (with Butovsky) of the US economy. These latter studies
have highlighted new problems pertaining to the use of official statistics in
measuring the constant capital stock and aggregate surplus-value (the denom-
inator and numerator, respectively, of the Marxian rate of profit).

Marxian empirical studies from both periods are vitally important to assess-
ing the thesis outlined in Chapter 1 of this book, namely that capitalism is

counted on to eventually restore conditions of profitable accumulation – barring, that is, eco-
logical or thermonuclear apocalypse, on the one hand, or socialist revolution, on the other.
This is not to say, however, that crises can be counted on to restore a ‘progressive historical
role’ to capitalism once that has been exhausted. The exhaustion of that role, which this book
seeks to substantiate, signals a substantially increased risk to the very survival of human civil-
isation, posing the urgent need for a global socialist transformation.

4 For some attempts at ‘popularising’, or at least making this standpoint accessible to a broader
audience, see Smith 2000 and 2010, Mattick 2011, Smith and Butovsky 2013, and Roberts
2018.
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in the throes of a long-term valorisation crisis, whose dimensions include: (a)
a persistent malaise in the rate of profit of productive capital; (b) an expan-
sion of unproductive capital and ‘socially necessary unproductive labour’ that
constrains the development of the productive forces; and (c) a massive pro-
liferation of fictitious capital/profit in an increasingly debt-burdened global
economy. This multidimensional crisis of valorisation needs to be apprehen-
ded theoretically as well as empirically; but for a satisfactory empirical case to
be made, the relevant data from official ‘national income accounts’ must be
translated appropriately into Marx’s value categories, which in turn demands
a careful specification of the latter’s theoretical foundations.

As noted, manyMarxist political economists have attempted such a transla-
tion since the 1950s.While this vast body of work cannot be reviewed in depth
here, the present chapter does address the core problem of specifying themain
empirical constituents of constant capital, variable capital and surplus-value,
with a view to charting the long-term trends of the fundamental Marxian ratios
as accurately as possible. This requires a restatement of the case for concep-
tualising the wage-bill of ‘socially necessary unproductive labour’ as part of
the constant capital flow – a case first made by Mage in 1963, developed in
Chapter 8 of this book, and defended by me in a series of publications since
1991.5 Beyond this, the chapter considers the hypothesis that the ‘aggregate
corporate profits’ data recorded in US national income accounts are diverging
more and more from the real magnitude of ‘currently produced surplus-value’
owing to the inclusion of fictitious profits that constitute little more than ‘anti-
cipated future value’ – that is to say, claims on value not yet produced but
resting on relations of credit and debt.

1 Part I: the Profitability Crisis of the 1970s and 1980s: Contradictory
Testimonies of Empirical Marxian Research

Marx’s LTRPF asserts that the productivity-enhancing imperatives of the cap-
italist mode of production must impart to the process of capital accumulation

5 Mage’s method of specifying the value categories has been mentioned in passing by a num-
ber of sympathetic commentators, including Hodgson 1974,Wright 1978, and Gonick 1983, as
well as by such critics asMandel 1975, Moseley 1991, and Shaikh and Tonak 1994. Apart for my
own work (Smith 1991, 1993, 1994, 1994–95, 1999, 2010; Smith and Taylor 1996; and Smith and
Butovsky 2012 and 2018), however, fewMarxist studies have engaged with Mage’s ‘heterodox’
specification of the value categories at the theoretical level. A partial exception is Shaikh and
Tonak (1994, pp. 10–11), whomisleadingly conflateMage’s approachwith that of the bourgeois
economist Eisner (1988).
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a labour-saving bias, the result of which is a diminution in the role of living
labour relative to ‘accumulated labour’. The law further states that this diminu-
tionmust find a value expression such that theOCC– the ratioC/(s+v)–exhibits
a tendency to rise and the rate of profit s/C a tendency to fall. Mathematically,
the association of a rising organic composition of capital with a falling average
rate of profit is ineluctable, even if the inevitability of the former is not entirely
obvious. Accordingly, if a clear empirical tendency for C/(s+v) to rise can be
established, and if the latter can be correlated with a decline in s/C, this would
constitute strong ‘real-world’ support for what Marx termed the ‘most import-
ant’ law of modern political economy – a lawwhich resides at the very heart of
Marx’s theory.

In very general terms, three groups of empirical studies had emerged by the
1980s with some claim to having assessed the principal hypotheses of Marx’s
LTRPF. The first group highlighted a rising rate of exploitation as the most
salient feature of modern capitalist development. Frequently, however, the
studies associated with this approach were only tenuously based on Marx’s
own (value-theoretical) categories of analysis. This was particularly true of the
empirical work of the ‘Monopoly Capitalism’ School initiated by Paul Baran
and Paul Sweezy, who argued that the key problem of modern capitalism was
its inability to ‘absorb’ an impetuously growing ‘economic surplus’. That said,
the Baran-Sweezy concept of the economic surplus owed a great deal to the
value-theoretic distinction between productive and unproductive labour, as
well as to the expansive definition given to surplus-value by Sweezy in his influ-
ential 1942 text The Theory of Capitalist Development.6 The upshot was that the

6 Sweezy 1968 [1942], p. 283. In his original formulation of the ‘economic surplus’ concept,
Baran distinguished three forms – actual, potential and planned – and defined the actual
surplus as ‘the difference between society’s actual current output and its actual current con-
sumption’. He noted that this actual surplus ‘comprises obviously a lesser share of the total
output than that encompassed byMarx’s notion of surplus-value’ (1957, p. 22).What emerges
quite clearly in Baran and Sweezy’s Monopoly Capital is the view that unproductive costs
should be treated as part of the ‘consumption’ of the capitalist class, a component of net
output that is ‘consumed unproductively’. Implicit in this approach is the influence of the
‘socialist rationality criteria’ informingBaran’s notionsof the ‘potential surplus’ andespecially
the ‘planned surplus’ – criteria that encourage viewing costs necessary to the functioning of
the capitalist system as ‘luxury consumption’ and therefore part of its social surplus. Criti-
cising the ‘technocratic bias’ informing the Baran-Sweezy approach, Seymour correctly notes
that it ‘amounts to applying those categories which Marx used to analyze capitalism to a
rational economic order (i.e. socialism)’ (1972, p. 3). This point relates to our previous argu-
ment that underconsumption theory, no less than neo-Ricardian profit-squeeze approaches,
rests on a fetishised, Ricardian-Marxist misinterpretation of Marx’s value theory, one pop-
ularised by Sweezy in The Theory of Capitalist Development.
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Baran-Sweezymethod of specifying the value categories – by radically expand-
ing the estimates of surplus-value – pointed to a dramatic increase in the rate of
surplus-value, undermined the notion of a rising organic composition of cap-
ital, and effectively obliterated any long-term ‘tendency for the rate of profit to
fall’.

Baran and Sweezy insisted that Marx’s LTRPF should be set aside and a ‘law
of rising surplus’ substituted for it in order to understand the phenomenon of
persistent ‘stagnation’ under conditions of ‘monopoly capitalism’. To empiric-
ally validate this law, theymeasured themagnitude of the US economic surplus
and calculated it as a percentage of gross national product (GNP) for the years
1929–63.

The notion of a rising surplus, it should be said, is not entirely inconsistent
with the LTRPF. Indeed, Marx clearly states that both the mass and the rate of
surplus-valuewill evince a secular tendency to rise under capitalism, even as he
also insists that such increases will not prevent a fall in the rate of profit.7What
is at issue, however, is what counts as surplus-value. Interestingly, an analysis of
the data presented in Joseph Phillips’s statistical appendix toMonopoly Capital
discloses, in light of the value specifications defended here, a tendency exactly
opposite to what Baran and Sweezy attributed to twentieth-century advanced
capitalism. Baran, Sweezy and Phillips defined the major components of the
economic surplus as: 1) total property income, corresponding roughly toMarx’s
definition of surplus-value as the sum of profit of enterprise, interest and rent;
2) waste in distribution, including amajor part of whatMarx called the costs of
circulation; 3) corporate advertising, which also forms part of Marx’s costs of
circulation; 4) surplus employee compensation, corresponding to the income
of SNUL in financial, insurance, real estate and legal firms; and 5) surplus
absorbed by government (tax revenues). The sum of these components rose
from 46.9 percent of GNP in 1929 to 56.1 percent in 1963, seemingly confirming
the ‘law of rising surplus’. However, the trend for ‘total property income’ con-
sidered alone was strikingly different: it fell as a percentage of GNP from 26.9
to 17.9 percent over the same period. Thus, it was only by defining the costs of
circulation and of social-maintenance as components of the economic surplus
that Baran and Sweezy were able to justify the substitution of the ‘law of the
rising surplus’ for the LTRPF.

Significantly, a later study by Dawson and Foster updating this data series
showed that between 1963 and 1988 the (actual) surplus percentage (inclus-
ive of adjusted corporate profits, estimated profits of unincorporated business,

7 Marx 1981b, p, 322.
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rental income, net interest, and the profit element of corporate officer com-
pensation) persistently fluctuated in the 16 to 20 percent range, displaying no
clear-cut (upward or downward) trend over that 25-year period.8 Thus, the
empirical data adduced by theMonopoly Capitalism School actually suggested
that the expansion in the postwar period of the non-property income com-
ponents of the ‘economic surplus’ (including SNUL) eventually ran up against
formidable structural limits, and that the (profitability) crises of the 1970s and
1980s could not be adequately explained on the basis of an underconsump-
tionist analysis that considered profit (property income) not in relation to cap-
ital investment (as in Marx) but as a relatively static share of gross national
product.9

With the ‘law of the rising surplus’ faltering as a convincing explanation
of capitalist malaise in a period of declining profitability, it was to be expec-
ted that Marx’s LTRPF would attract greater interest. Despite the renewed
interest inMarx’s account of profitability crises, however, many empirical tests
of Marx’s hypotheseswere skewed by the propensity of the investigators to the-
oretically define and empirically measure surplus-value as inclusive of SNUL
and constant capital as ‘physical things consumed in production’. Arguably,
this reflected the lingering influence that the Monopoly Capitalism School –
constituted on the basis of a ‘physicalist’ and ‘fetishistic’ Ricardian-Marxist
understanding of Marx’s value theory and clearly under the sway of Keynesian
influences as well – continued to exert on a new generation of Marxists.

Studies belonging to the second and third groups (hereafter, Group 2 and
Group 3) agreed that a long-term decline in the rate of profit had occurred
over the postwar period in many of the major capitalist countries. Shaikh’s
graph in Chart 1 illustrated the trend for the US.10 The two groups were divided,
however, as to its cause. Group 2, the most influential in the 1970s, attributed
the observed crisis of profitability to a decline in the rate of surplus-value
stemming from a ‘wage-push/profit-squeeze’, a massive ‘social wage’ bill asso-
ciated with an expansive welfare state, or a slowdown in productivity growth.
At the same time, the Group 2 studies reported a falling or relatively stable

8 Dawson and Foster 1991.
9 In general, the Monopoly Capitalism School saw the systemic crisis of that period as a

product of the stagnation fostered by monopolistic firms. The growth of the latter’s pro-
ductive capacity simply outpaced the expansion of internally generated demand and this
exerted downward pressure on corporate profitability. On this, see Sweezy and Magdoff
1981.

10 Shaikh 1987, p. 121. Here one profit rate is adjusted for variations in capital utilization and
the other is not.
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chart 1 Profit rates S/C, USA (Shaikh’s estimates)
Source: Shaikh 1987

organic and/or value composition of capital (if and when these ratios were
measured at all). Studies by Weisskopf and Wolff were representative of this
approach.11

In contrast, theGroup3 studies yielded results that supportedMarx’s expect-
ations concerning the dynamics and trends of capitalist accumulation. Studies
by Shaikh, Moseley, Shaikh and Tonak, and myself followed Mage’s pioneering
study in establishing correlations between a decline in the rate of profit and a
rise in the organic composition of capital.12 And for the postwar period at least,
they were in agreement concerning the upward trend of the rate of surplus-
value. Charts 2 and 3 provide a graphic comparison of Moseley’s results with
those of Weisskopf andWolff concerning the trends of the composition of cap-
ital and the rate of surplus-value in the US economy.

The single most important factor accounting for the discrepancy between
the results of the second and third groups of studies concerned the manner in
which variable capital was empirically specified. Although important theoret-

11 Weisskopf 1979, pp. 341–78;Wolff 1986, pp. 87–109. See also Glyn and Sutcliffe 1972; Boddy
and Crotty1975; Reati 1986; Bowles, Gordon andWeisskopf 1983 and 1986.

12 Shaikh 1987 and 1989, Shaikh and Tonak 1994, Moseley 1987 and 1991, Smith 1984, 1991 and
1996.
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chart 2 The composition of capital, USA (three estimates)
Source: Moseley 1987

ical differences existed among the Group 3 studies, they were united in reject-
ing as a proper measure of variable capital an all-inclusive wage-labour bill in
which the remuneration to unproductive labour (working in the sphere of cir-
culation or for the state) is added to the income of productive workers (those
involved directly in the production as opposed to the realisation of surplus-
value).

The exclusion from the measurement of variable capital of those incomes
flowing to the unproductive sectors of the workforce is the first, elementary
step to a specification of Marx’s value categories adequate to the task of empir-
ically evaluating his theory on its own terms. Indeed, the difference this step
makes empirically is so great that it is mystifying how any researcher, least
of all a nominally Marxist one, could undertake an ‘empirical test’ of Marx’s
theory without confronting this theoretical issue directly. As already men-
tioned, however, among those who did confront it, most adopted the Sweezy-
Gillman convention of subsuming unproductive labour under an expansive
concept of surplus-value. Some, notably Moseley and Shaikh, explicitly rejec-
ted Mage’s proposal to treat SNUL costs as part of constant capital, but none
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chart 3 The composition of capital, USA (three estimates)
Source: Moseley 1987

engaged seriously, at the theoretical level, with arguments favouring his ap-
proach in their published work.13

The practice of limiting the category of constant capital to fixed and circu-
lating capital consumed in the productive sector is a fetishistic and physicalist
approach, as I have argued in Chapter 8. In considering once again the ‘non-
fetishised’ definition of constant capital proposed byMage andmyself, we will
first interrogate Moseley’s ostensibly ‘value-theoretic’ definition – for his is a
particularly clear fetishism common among even themost sophisticatedMarx-
ist economists.

13 To the best of my knowledge, the only published criticism of my defence of Mage’s pos-
ition is that of Dawson and Foster (1994), from the perspective of the Monopoly Capital-
ism/Monthly Review School. My reply to them can be found in Smith 1994–95. However, a
substantial written exchange betweenMoseley andmyself took place on OPE-L, a ‘closed’
Internet discussion group of Marxist political economists, in February 1998. This exchange
can be read on the website of the OPE-L archives. Please note, however, that the website
administrators ask that no statements posted on this site be reproduced or cited without
permission from the author(s).
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For Moseley, ‘Marx’s concepts of constant capital and variable capital in-
clude only the capital invested in production activities, where “production” is
defined fairly broadly to include such activities as transportation and storage’
but does not include ‘circulation’ or ‘supervision’ activities.14 Moseley tries to
sustain this position by arguing that ‘the (past and current) labour required to
perform thenon-production functions of circulation and supervision, although
entirely necessary within the capitalist mode of production, nonetheless does
not add to the value of the commodities produced’. He then subsumes such
labour under ‘unproductive capital’ and asserts that ‘since this unproductive
capital produces no value, it cannot be recovered out of value which it pro-
duces’.15 But this line of reasoning invites an all-too obvious question: howdoes
constant capital in production ‘recover value’ even though it too produces no
value?16

In my view, this problem of ‘recovery’ is not solved by effectively amalgam-
ating constant capital with variable capital under the category of ‘productive
capital’. Implicitly, such a procedure attenuatesMarx’s key insight that variable
capital is solely responsible for the production of all new value, and readmits,
albeit unwittingly, the capital-fetishistic notion thatmachinery and other ‘dead
labour’ can be a source of new value.17 Furthermore,Moseley’s procedure leads
explicitly to excluding from the category of constant capital not only unpro-
ductive labour but also all of the fixed and circulating capital used by commer-
cial and financial capital.

The problem of ‘recovery’ is only satisfactorily resolved by recognising that
there is a fundamental difference between ‘adding’/transferring (old) value to
the new commodity product and ‘producing’ the (new) value contained in it.
Once this distinction is grasped, it no longer follows that the unproductive-
capital values ‘consumed’ in the process of reproduction need to be ‘recovered
… out of the surplus-value produced by productive labour employed in cap-

14 Moseley 1987, p. 106.
15 Moseley 1987, p. 107.
16 The answer to this question is that constant-capital values can be ‘recovered’ and ‘trans-

ferred’ because they are preserved by a labour process. Constant-capital values in pro-
duction are preserved by the labouring activity of productive workers; constant-capital
values in the sphere of reproduction (including the values represented in SNUL wages)
are similarly preserved by the labouring activity of SNUL workers, even though the lat-
ter do not produce any new value. SNUL workers operating in productive enterprises
also preserve the value represented in their wages through their own labouring activ-
ity.

17 Marx’s own critique of such ‘capital fetishism’ is to be found in ‘Results of the Immediate
Process of Production’, an unfinished work appended to Marx 1977.
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italist production’18 – for all that is really ‘consumed’ in the total process of
capitalist production and reproduction arematerial-natural inputs, not the val-
ues represented by those inputs. Far from being consumed and ‘lost’, these
values are preserved and then transferred to the new commodity product. As
in the sphere of production, what is consumed in the sphere of capitalist repro-
duction are various use-values (including SNUL labour power), while the values
of these reproductive use-values are preserved and find expression in the cost
price of the newly marketed commodity.

Thus, contrary to Moseley, constant capital is not merely a value expression
of thematerial inputs that enter into the direct process of production. Rather, it
is a particular expression of the social relations of production comprising cap-
ital and is therefore properly understood in relation to its ‘complementary’ if
‘opposite’ expression, variable capital.

The conclusion is clear enough: the costs of circulation and social main-
tenance in general are legitimately treated as a component of the constant
capital expended in the total process of capitalist production and reproduc-
tion.19 Value is added to the commodity product by these costs in the sameway
that it is added by the costs associated with the consumption of constant cap-
ital operating in the immediate process of production: through an addition/
transfer of previously existing values effected by the activity of living labour.

Constant capital represents and re-presents value. The form it assumes in
the circulation and state spheres is obviously different from the form it takes in
the sphere of commodified use-value production. But, again, it is a fetishistic
error to assume that any and every form of constant capital must be directly
implicated in producing the use-value of a commodity to be ‘indirectly’ implic-
ated in the production of its value.

All forms of constant capital owe their existence to the past transforma-
tion of surplus-value into capital. Upon some reflection, then, it is not difficult
to see that what Marx said about the means of production (direct inputs to
production) can apply just as well to the means of circulation, realisation and
reproduction (that is, to what Shaikh and Tonak call ‘intermediate inputs’):

As regards the means of production, what is really consumed is their
use-value, and the consumption of this use-value by labour results in the
product.There is in fact no consumptionof their value and itwould there-
fore be inaccurate to say that it is reproduced. It is rather preserved …

18 Moseley 1987, p. 107.
19 Mage 1963, p. 66.
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Hence the value of themeans of production reappears in the value of the
product, but it is not strictly reproduced in that value. What is produced
is a new use-value in which the old exchange-value re-appears.20

Again, the use-value of SNUL consists, in the broadest sense, of maintaining
the social conditions requisite to commodity production and exchange. Its
value, however, is not ‘consumed’; rather, it reappears in the product, in this
way ‘adding’ to the value of the commodity.

These considerations provide a new angle from which to assess Moseley’s
account of Marx’s distinction between ‘productive capital’ and ‘unproductive
capital’. It is only in their role as direct instruments of use-value production
that the elements of ‘constant capital’ in the sphere of production should be
considered ‘productive capital’. Insofar as the value-expansion process is con-
cerned, this form of constant capital is qualitatively indistinguishable from the
constant capital invested in ‘reproduction’, which includes not only SNUL but
all the ‘non-living’ fixed and circulating forms of capital required by commer-
cial and financial capitalists to engage in profit-seeking activities.21

The argument may be summed up as follows. Means of production exist in
all modes of production, but they take the social form of constant capital only
under capitalism. In all modes of production their function is to produce or
facilitate the production of use-values. Capital – defined as value-seeking-an-
increment – transforms them intomeans of producing commodities embracing
value. However, the production of commodity values requires an ensemble of
social conditions and relations that impose a particular social form on the
immediate process of use-value production. It requires a free and formally
egalitarian marketplace (the sphere of commodity circulation and exchange)
and a state apparatus that can facilitate the smooth-running operation of the

20 Marx 1977, pp. 315–16. Note that this passage recapitulates the point made on page 237
above.

21 While Shaikh and Tonak (1994) reject Mage’s inclusion of the SNUL wage-bill in the con-
stant capital flow, they conceptualise the constant capital stock in a way similar to him.
Accordingly, unlike Moseley, they define the ‘Marxian general rate of profit … as the ratio
of surplus-value to total fixed capital’ (Shaikh and Tonak 1994, p. 122) in the spheres of
production and circulation. They add the following caveat, however: ‘More properly, one
should add the stock of circulating capital to the stock of fixed capital. But consistent data
on the former are not readily available’ (ibid, n. 16). They also write: ‘The capital stock of a
business is part of a profit-making venture, and comprises not only durable items (plant,
equipment, and durable financial assets) but also nondurable items (inventories of mater-
ials andwork in progress as well as short-term financial assets). It is becausemoney is tied
up as capital … that the possibility of profit arises’ (ibid, pp. 13–14).
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whole system. Metaphorically expressed, the production of value requires the
existence of special ‘social machinery’ (including unproductive living labour)
specific to capitalism. This social machinery not only assists in the realisation
of value and surplus-value; it also sustains the ‘institutional means’ for the val-
orisation process. Understood in this way, the costs of circulation and of state
activity are indirectly productive of value in the same sense as an industrial
robot: they are simplymeans of presenting productive living labour as new value.

Finally, it should be noted that the ‘constant capital’ operating in the sphere
of circulation is subject to the same distinction that was made earlier – that is
to say, the distinction between capital stocks and flows. The wage-bill of circu-
lation workers is appropriately treated as a component of the constant capital
flow, but it should not be considered a component of the constant capital stock.
Like the wages paid to productive workers – the variable capital – the wage-bill
of unproductive workers is an investment sui generis of the capitalist class, one
qualitatively different from an investment in fixed constant capital of any sort.

1.1 Assessing the Empirical Trends
In the foregoing I have argued for a specification of Marx’s value categories
that (a) limits the category of variable capital to the (after-tax) income of pro-
ductive workers, and (b) treats the income of socially necessary unproductive
workers as a component of the constant capital flow. By thus limiting the cat-
egory of variable capital and broadening the category of constant capital, we
are better able to specify the phenomenal content of aggregate surplus-value.
FollowingMarx, surplus-value is defined as the sum of profit of enterprise, rent
(groundand technological), and interest, plus thepersonal (salaried) incomeof
top capitalist executives, alongwith any governmental revenues raised through
taxation that constitute a net increase in these revenues.

Prior to the publication of my ownwork (with Butovsky) on the US economy
in 2012, Mage’s study of the US economy (for the 1900–60 period) and my two
studies of the Canadian economy (for the periods 1947–80 and 1947–91) were
theonly attempts to empirically assess the long-term trendsof the fundamental
Marxian ratios on the basis of the value specifications defended above. The
full implications of these specifications are dramatically revealed by a compar-
ison of these studies with others covering comparable periods.22 However, the

22 Mage’s study of 1963 is most profitably compared with that of Gillman (1957), while my
own initial study of the Canadian economy, published in 1991 and based on Smith 1984,
invites comparison with Sharpe 1982. See also Webber and Rigby (1986, pp. 33–55), who
establish a rising trend in the value composition of capital (C/v) and the rate of surplus-
value, alongside a consistent fall in the rate of profit from 1950 to 1981 in Canada. They do



‘testing marx’ in the twilight of capitalism 267

simplest way to assess their importance is to compare the results obtained on
this basis with those obtained using the ‘conventional’ Marxian definition of
unproductive labour income as part of aggregate surplus-value.

My first studyof theCanadianeconomy, covering the years from 1947 to 1980,
involved the calculation of the rate of surplus-value (s/v), the organic compos-
ition of capital (C/(s+v)), and the average rate of profit (s/C) using two differ-
ent measures of aggregate surplus-value.23 The first measure, s4, conformed to
the ‘narrow’ definition of surplus-value defended above: that is, ‘surplus-value
privately appropriated’ plus an estimate of current surplus-value transferred
to the state resulting from a real increase in the tax flow. The second meas-
ure, s5, conformed to the ‘expanded’ definition of surplus-value associatedwith
the conventional Marxian treatment of SNUL and tax revenues. The s5 meas-
ure, therefore, included all tax revenues, the after-tax wage-bill of SNUL in the
private sector, as well as the non-tax components of s4.

Table 5 contains a sample of the results of this study. Both the s4 and the s5
data series disclose a tendency for the rate of surplus-value to rise, although this
is far more pronounced with the s5 series than the s4.24 The comparative res-
ults for the organic composition of capital and the rate of profit, however, were
strikingly different. The s4 series displayed a marked tendency for the organic
composition to rise, while the s5 series depicted long-term stability – a ‘flat’
trend.25 Finally, the s4 series evinced a long-term fall in the rate of profit, while
the s5 series was flat over the long haul, displaying a tendency to decline only
in the 1970s.26

Overall, the s4 data series provided strong support for Marx’s prognostica-
tions, revealing a long-term fall in the average rate of profit that was signific-

so, however, by considering the manufacturing sector alone – a procedure that I regard as
theoretically inadmissible on the grounds that the Marxian average rate of profit is cal-
culable only with reference to the social capital as a whole. This problem persists in their
otherwise valuable study of profit trends in Australia, Canada, Japan and the USA pub-
lished in 1996.

23 Smith 1984 and 1991b.
24 The trend line for the ratio s4/v rises from0.546 in 1947 to 0.810 in 1980 (r2=0.56, p. <.0001).

For the ratio s5/v, it rose from 1.632 in 1947 to 3.894 in 1980 (r2=0.97).
25 The OCC defined as C/(v+s4) has a trend line that rises from 3.84 in 1947 to 5.97 in 1980

(r2=0.93). By contrast, the trend line for C/(v+s5) rises only from 2.022 in 1947 to 2.203 in
1980 (r2=0.38).

26 The trend line for s5/C rises from 0.3190 in 1947 to 0.3678 in 1980 (r2=0.55). But the trend
line for s4/C falls from0.100 in 1947 to 0.074 in 1980 (r2=0.46).When s4/Cwas treated as the
dependent variable and C/(v+s4) as the independent variable, an r2 of 0.69 was obtained,
indicating that much of the downward trend in the rate of profit is accounted for the by
the upward trend of the OCC.
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table 5 Trends in the rate of surplus-value (s/v), the organic composition of capital
(C/(s+v)) and the average rate of profit (s/C) using two different measures of
aggregate surplus-value, Canada: selected years from 1947 to 1980

s/v C/(s+v) s/C

Year s4 s5 s4 s5 s4 s5

1947 .476 1.92 3.94 1.99 .081 .331
1950 .649 1.92 3.58 2.01 .111 .326
1953 .593 2.00 3.73 1.98 .100 .337
1956 .668 2.14 3.87 2.06 .103 .331
1959 .654 2.31 4.35 2.19 .092 .319
1962 .679 2.60 4.72 2.20 .086 .329
1965 .755 2.88 4.90 2.22 .088 .334
1968 .698 3.10 4.95 2.05 .083 .368
1971 .638 3.37 5.64 2.11 .069 .365
1974 .940 3.78 5.35 2.17 .091 .365
1977 .732 3.85 5.78 2.15 .073 .364
1980 .882 3.88 5.96 2.30 .079 .345

Source: Smith 1984 and 1991b; see also Appendix 1

antly correlatedwith a secular rise in the organic composition of capital.While
these results were partially complementary to those obtained for the US eco-
nomy by Moseley (rather more so to Shaikh’s), they were not dependent on
distinguishing between a ‘Marxian rate of profit’ and a ‘conventional rate of
profit’ after the problematic fashion of Moseley.27 Furthermore, the results of
my s4 study indicated that a rising OCC was a much stronger determinant of
the fall in the profit rate than it was in Moseley’s study, which concluded that

27 Defining the conventional rate of profit as ‘the ratio of the amount of profit (P) to the total
stock of capital invested’, Moseley argues that ‘the conventional rate of profit depends not
only on the composition of capital (CC) and the rate of surplus-value (RS) (the determ-
inants of the Marxian rate of profit), but also on the two ratios of unproductive capital
to variable capital’. He defines these ratios as 1) the ratio of ‘capital invested in non-
production stocks and equipment’ to variable capital, and 2) the ratio of the annual flow
of unproductive capital, ‘mostly thewages of non-productionworkers, but also the depre-
ciation costs of non-production buildings, equipment and materials’, to variable capital.
‘More precisely’, he writes, ‘the conventional rate of profit varies inversely with these two
ratios of unproductive capital to variable capital’ (Moseley 1991, pp. 108–9).
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the increase in the ratio of unproductive labour to productive labour was the
main factor behind declining profitability in the postwar US economy.28

Alongwithhis exclusionof capital stock in the sphere of circulation from the
denominator of the rate of profit, I argue,Moseley’s treatment of unproductive-
labour income and most tax revenues as components of total surplus-value
constitutes a serious error in developing a ‘Marxian accounting framework’ –
whether or not one then proceeds to measure the rate of profit in a way that
excludes some or all of these elements from its numerator.29

My first study of the Canadian economy concluded that empirical trends –
the ‘actual facts’ of capitalist development – provided sufficient warrant for a
serious reconsideration of the theoretical fertility of Marx’s LTRPF, while also
demonstrating that the empirical evidence marshalled against it depended on
a series of assumptions contrary to Marx’s theory of value. It also noted that,
while agreement existed across a broad range of economic analyses concern-
ing a long-term decline in the rate of profit in the postwar period, arguments
persisted over the cause and extent of the decline, as well as the prospects for
a long-term reversal of the trend. Studies that failed to distinguish between
productive and unproductive labour income were liable to cite a wage-push/
profit-squeeze, declining productivity, or deteriorating terms of trade. On the
other hand, studies that made this distinction generally concluded that the
growth of real wages among production workers had not exceeded the growth
of productivity and that the organic composition of capital had shown a
marked tendency to rise.30

In light of the argument made here, the difference of opinion between the
Group 2 and Group 3 studies was a striking conceptual reflection of a certain
‘adulteration’ of Marx’s LTRPF. For if the growth of constant capital in relation
tonewly created valuehadonce signified a growth in theproductivity of labour,
it now also signified a relative diminution of productive labour in relation to
socially-necessary unproductive labour. If Marx argued that the rate of profit
would fall both conjuncturally and in the long term due to increases in the
composition of capital, profitability now seemed to be subject to a downward
pressure stemming fromboth technical changes enforced by capitalist compet-
ition and the circumstance that a diminishing percentage of the working class
was involved in surplus-value production as distinct from realisation or institu-

28 Moseley 1991, p. 122. A detailed analysis of Moseley’s empirical results is provided in
Chapters 3 and 4 of this work.

29 See, for example, Moseley 1987 and 1991; Shaikh 1987; Shaikh and Tonak 1994.
30 For data onproductivity and the realwages of productionworkers, see Smith 1984, pp. 281–

3, Shaikh 1987, pp. 118–22, Moseley 1991, and Shaikh and Tonak 1994.
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chart 4 The average rate of profit, Canada, 1947–91 (the ratio of total surplus-
value flow to the value of the fixed constant capital stock: S/C)
source: Smith and Taylor 1996, p. 115

tional reproduction. If capitalism’s tendency to promote the ‘objective social-
isation’ of labour and of production once reflected its historically-progressive
role in developing the forces of production, it now also reflected a hypertrophy
of the capitalist state and the sphere of circulation – one thatwas impeding the
advance of the productive forces by diverting enormous economic resources
away from production.

My second study of the Canadian economy, co-authored by K.W. Taylor and
published in 1996, examined the trendsof the fundamentalMarxian ratios from
1947 to 1991 and reaffirmed the principal conclusions of the first study.31 Indeed,
it produced analmost ‘ultra-Marxist’ set of conclusions regarding the long-term
dynamics of capitalist development between 1947 and 1975: a falling rate of
profit, a gradually increasing rate of surplus-value, and an impetuously rising
OCC. What’s more, in the ensuing 1976–91 period of capitalist restructuring in
response to the profitability crisis (a period marked by a determined mobilisa-
tion of the ‘counteracting tendencies’ to the LTRPF), the trend lines for the rate
of profit and the OCC stabilised and the rate of surplus-value rose sharply. (See
Charts 4, 5 and 6).

31 Smith and Taylor 1996. This study was later summarised in Smith 1999, 2000 and 2010.
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chart 5 The rate of surplus-value, Canada 1947–91 (the ratio of total
surplus-value flow to variable capital flow)
source: Smith and Taylor 1996, p. 116

This analysis accorded well with established facts about the response of
Canadian capital and the state to the stagflation crisis of the 1970s: namely,
to limit wage growth, diminish the strength of organised labour, improve pro-
ductivity (by intensifying labour processes, lengthening the working day, and
introducing ‘lean production’ techniques), remove obstacles to international
capital mobility, cut back on government-funded social programmes, and sig-
nificantly reduce corporate taxes – all with a view to restoring the conditions
of profitability.

The empirical findings of the Smith-Taylor study furnished strong support
for the hypothesis that the profitability crisis of the 1970s in Canada had res-
ulted from the displacement of living labour from production and its replace-
ment by labour-saving technologies, a process encouraged both by competitive
cost-cutting and capital-labour antagonism. In this regard,Marx’s expectations
concerning the long-term dynamics of capital accumulation were shown to be
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chart 6 The organic composition of capital, Canada 1947–91 (the ratio of
value of fixed constant capital stock to the sum of surplus-value and
variable capital flows)
source: Smith and Taylor 1996, p. 117

fully consistent with the actual performance of the Canadian economy in the
mid- to late twentieth century. An adequate scientific analysis of the trajectory
of the world capitalist economy, it concluded, needed to recognise that a high
organic composition of capital in the advanced capitalist countries had become
a persistent and significant obstacle to profitability.

2 Part II: the LTRPF and the Rise of ‘Fictitious Capital’: the Case of
the US Economy, 1950–201332

The financial crisis of 2007–08 and the ensuing protracted slump of the global
capitalist economy prompted the appearance of several new empirical studies

32 Part II drawsheavily, thoughnot entirely, on Smith andButovsky 2012 (adaptedand reprin-
ted in Smith 2014) and Smith and Butovsky 2018. Owing to co-authorship, the pronouns
‘we’ and ‘our’ are used frequently throughout the ensuing discussion.
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pertinent to assessing the relevance of the LTRPF to the realities of twenty-first-
century capitalism.

While few analysts argued that the downturn that began in 2007 was trig-
gered exclusively by a conjunctural fall in the rate of profit (either globally or
in the US), radical-left commentators generally adopted one of two divergent
positions: (1) the severe profitability crisis of the 1970s and early 1980s promp-
ted changes in capitalist investment strategies, state regulatory practices and
patterns of capital accumulation that have not (or not yet) resolved the crisis
entirely, but that did pave theway for amuch-enlarged role for financial capital
and therewith for the financial turbulence that crested in September 2008;33
or (2) the profitability crisis was substantially overcome by the late 1980s, and
therefore the post-2007 crisis of global capitalism has much more to do with
the contradictions of ‘financialisation’, conceived as a process that has been
integral to the neoliberal project and largely beneficial to profitability in a new
era of ‘finance-driven’ capitalism.34 Proponents of Marx’s LTRPF tend to sup-
port the first position, while its critics on the radical left tend to support some
variant of the second.35

33 See, among others, Freeman 2009, Harman 2009a, Shaikh 2010, Smith 2010, and Carchedi
2011 and 2012. Although not a proponent of the LTRPF, Brenner 2009 can also be included
in this group.

34 Albo, Gindin and Panitch (2010, p. 42) argue, inter alia, that the ‘onset of the crisis in 2007
was not rooted in any sharp profit decline or collapse of investment…Rather it was rooted
in the dynamics of finance’. Choonara (2009) provides a survey of other accounts of the
crisis that share this general approach. See also Lapavitsas (ed.) 2012.

35 Foster and Magdoff (2009) of the Monthly Review school adopt an intermediate posi-
tion according to which financialisation has encouraged growing inequality, depressed
aggregate demand and inhibited productive investment, thereby setting off a new phase
of stagnation and ‘realisation’ crisis in what they dub ‘globalisedmonopoly-finance capit-
alism’. Adifferent sort of intermediateposition is occupiedbyMcNally (2011),whoupholds
Marx’s value-theoretic strategy and the LTRPF, evenwhile agreeingwith Albo, Gindin and
Panitch that the neoliberal era has been a ‘very dynamic period of capitalism’ (2010, p. 33).
McNally argues that ‘while neoliberal expansion (1982–2007) did not reach the heights of
the Great Boom [of 1948–73], it compares most favorably with every other phase of cap-
italist history’ (2011, p. 38). However, McNally’s comparative historical analysis is based
on Maddison’s (2003) figures for world economic growth during four discrete periods, and
fails to discriminate between GDP growth in capitalist, pre-capitalist, semi-capitalist and
post-capitalist regions of the world economy – regions whose specific weights and roles
have varied enormously over the 130-year ‘capitalist history’ that he surveys. For example,
China’s growth performance during its Maoist period is treated no less problematically
as a component of capitalist ‘world economic growth’ than its performance since 1979
(the post-Maoist period) or its performance between 1870–1949, when it was burdened by
feudalism and imperialist subjugation. Through this legerdemain, McNally obscures the
historical significance of the sluggish rate of global capitalist growth in the neoliberal era.
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Building on our analysis in Global Capitalism in Crisis: Karl Marx and the
Decay of the Profit System,36 what follows reports an attempt by Smith and But-
ovsky to chart the fundamental Marxian ratios for the US economy between
1950 and 2013. In doing this it tries to further corroborate three of the lat-
ter work’s central propositions: (1) the current crisis has its deepest roots in
the persistent profitability problems of productive capital on a world scale; (2)
these problems are an expression of Marx’s LTRPF in an era that has been
marked both by a persistently high organic composition of capital (involving
the displacement of living labour from production) and by the growing weight
of unproductive capital and SNUL; and (3) the profitability problems of pro-
ductive capital, the hypertrophy of unproductive capital and fictitious capital,
and the unprecedented growth of global debt over the past decade are inter-
related expressions of an historical-structural and multi-dimensional valorisa-
tion crisis of the capitalist mode of production.

2.1 Marx’s Value Categories, the TemporalModes of Value, and the
LTRPF in the Age of Fictitious Capital

The theoretical presupposition of Marx’s theory is that economic value origin-
ates in social labour and must be conceptualised both in terms of the class
dynamics of capitalism and temporally. Value is above all a social relation, the
substance of which is abstract labour, the measure of which is socially neces-
sary labour time, and the form of appearance of which is money. The funda-
mental value categories of constant capital, variable capital and surplus-value
are vital to conceptualising the specifically capitalist mode of class exploit-
ation, the process of capital accumulation, and the distribution of value in
national income and gross output. But the Marxian theory of capitalist crisis –
and especially anyMarxian theory of the historical-structural crisis of the cap-
italist mode of production predicated on the LTRPF – must also distinguish
between three temporalmodes of value: previously existing value (PEV), new or
currently produced value (NV), and anticipated future (not-yet-existing) value
(AFV).

In Marx’s theory, the concept of constant capital corresponds to PEV, while
variable capital and surplus-value are two forms of NV whose relative mag-
nitudes are, within certain limits, determined by class struggle. The concept
of AFV is not fully developed by Marx but is nevertheless implicit in his dis-
cussions of the credit system and ‘fictitious capital’. Stocks, bonds and debt
obligations, together with more recent innovations in fictitious capital such as

36 Smith 2010.
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collateralised debt obligations and credit default swaps, constitute claims on
current and previously existing value (NV and PEV) but also wagers on AFV –
value that has yet to be, and that may never be, produced.37

Fictitious capital has long played an important role in the operations of cap-
italist economies, and should not be viewed as purely parasitic or predatory.
Fundamentally, however, it is money capital seeking to enlarge itself through
speculative claims on future income, signifying an attempt on the part of a frac-
tion of the social capital, centred in the financial sector but involving other
sectors as well, to liberate itself from the problems of the ‘productive economy’
and the constraints of the law of value, above all the tendency of the rate of
profit to fall.

The downward pressure on the rate of profit of productive capital, associ-
ated with a rising composition of capital and an enormous expansion of the
constant capital flow, hasbrought about adeepening, systemic crisis of valorisa-
tion. Inadequate levels of surplus-value production (relative to overall systemic
costs) have compelled dominant fractions of the social capital in the richest
capitalist countries to rely on ‘investment strategies’ predicated on specula-
tion, an extraordinary expansion of credit and debt, criminal parasitism and,
following the financial crisis of 2007–09,massive central-bankmoney-printing
(‘quantitative easing’), rather than on the production of commodities embody-

37 In Capital, Volume III, Marxwrites: ‘With the development of interest-bearing capital and
the credit system, all capital seems to be duplicated, and at some points triplicated, by the
various ways in which the same capital, or even the same claim, appears in various hands
in different guises. The greater part of this “money capital” is purely fictitious’ (1981, p. 601).
An obvious instance of this in the lead-up to themost recent financial crisis is the appear-
ance of ‘money-capital’ at first as a mortgage and subsequently as a mortgage-backed
security. Further on, Marx observes that ‘commodity capital largely loses its capacity to
represent potentialmoney capital in time of crisis, and generally when business stagnates.
The same is true of fictitious capital, interest-bearing paper, in as much as this itself cir-
culates as money capital on the stock exchange. As the interest rate rises, its price falls.
It falls further, owing to the general lack of credit, which compels the owners of this
paper to unload it onto the market on a massive scale in order to obtain money’ (1981,
pp. 624–5, emphasis added). Carchedi observes: ‘Titles of credit/debt have no intrinsic
value. However, they have a price. Take a bond. Its price is given by the capitalization of
future earnings and thus depends on the rate of interest. Marx refers to this as the “most
fetish-like form” of capital because it seems that it is capital that creates surplus-value,
not labour … If loan capital is fictitious, loan (financial) profits are fictitious too. They are
fictitious not because they do not exist (as in some fraudulent accounting practices). They
are the appropriation of a representation of value (money), and in this sense they are real.
But they are fictitious because this appropriation is based upon a relation of debt/credit
rather than of production. Financial capital sells valueless titles of debt for money’ (2011,
pp. 5–6). See also Carchedi 2012, pp. 149–50.
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ing surplus-value.38 Hence, money profits, particularly in the financial sector,
are less and less likely to represent ‘redistributed’ shares of surplus-value ori-
ginating in capitalist production, and more and more likely to represent ali-
quot shares of ‘anticipated future value’ (AFV) circulating as paper assets in an
increasingly debt-burdened economy.

Our claim is that the proliferation of forms of fictitious capital whose ‘tem-
poral value composition’ is weighted more and more toward AFV has emerged
as a hallmark of the historical-structural crisis of capitalism in the neoliberal
era – an erawhose latest phasemightwell be dubbed theageof fictitious capital.
The proliferation of fictitious capital and the generation of fictitious profits are
expressions of an advanced stage of decay of the profit system. The ‘value’ rate
of profit – conceptually apprehended in termsof the socially necessary abstract
labour currently constituted by the social division of labour – has been subject
to powerful downward pressures. The active response of the agents of capital,
following many ‘failed’ responses to this problem of valorisation, now involves
a massive expansion of credit and debt as a means of sustaining the system –
and the result of this is a ‘money’ rate of profit that is increasingly autonomous
from the (underlying) ‘value’ rate of profit – that is to say, increasingly reliant
on purely fictitious claims to value. The ‘money form’ seeks more and more to
assert its independence from socially necessary abstract labour time by acquir-
ing a stronger foundation in ‘relations of credit/debt’. Hence, money printing,
quantitative easing, the growing gap between the ‘value’ of total securities in
the global economy and the value of current real output.39

38 Smith summarised the financialisation phenomenon that led up to the crisis of 2007–
09 as follows: ‘… significantly increased investment in financial activity, the appearance
of new financial instruments like derivatives and hedge funds, frenzied speculation sur-
rounding a growing volumeof fictitious capital, amassive overloading of the credit system
and a generalised “irrational exuberance,” to borrow Alan Greenspan’s famous phrase’
(2010, p. 15).

39 The system is living quite literally on borrowed time, inasmuch as it is ‘counting’ anti-
cipated future value, not yet created, as actual ‘wealth’. Those managing this system are
either betting that this AFV, now represented in amassively expanding volume of securit-
ies, can and will eventually be converted into real, currently produced value … or that the
day of reckoningwill never come. The first involves a hard-nosed assessment thatmassive
amounts of ‘real wealth’ will eventually need to be transferred from debtors to creditors,
regardless of the pain and dislocations that this will cause; the second involves magical
thinking – the forlorn hope that massively growing debt poses no real threat to the sys-
tem. What, in fact, this growing debt reflects is the obsolescence of the capitalist profit
system; it poses acutely the need to move beyond the measurement of wealth in terms of
labour time. Thismovement is impossible, however, within the framework of antagonistic
class relations and the private ownership of the means of production.
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As the flow of constant capital (PEV) grows relative to the flow of NV (due to
the declining role of productive wage-labour in the capitalist economy), there
is a corresponding tendency for representations of AFV to acquire increased
importance. This process is manifested in the proliferation of increasingly ficti-
tious forms of financial capital and a malignant growth of unsustainable debt.
Consequently, the true extent of the ‘valorisation crisis’ of late capitalism is
concealed by the false appearance of (some) AFV as part of the ‘profit’ com-
ponent of currently produced surplus-value. Booked profits, as these appear in
conventional national income accounts, reflect not only a determinate share
of the new value produced by productive living labour, but also ‘fictitious
profits’ that have no substantial foundation in the value-creation process. Fic-
titious profits also make up a growing proportion of the personal income of
the top 1 percent of ‘wage and salary’ earners, and especially the top 0.1 per-
cent.

To be sure, some profits that do not arise from the current exploitation of liv-
ing labour represent transfers within the circuits of capitalist revenue (NV) or
from certain streams of constant capital (for example, PEV flows originally ear-
marked for state expenditures). Such profits can be conceptualised as ‘profit
upon alienation’ or ‘profit through dispossession’. But alongside such (non-NV)
profits exists a growing mass of fictitious profits (above all in the financial sec-
tor) that constitute claims on AFV in the form of debt obligations – and there-
fore claims on incomewhose actualisation depends on the future performance
of productive labour.40

The mechanisms through which ‘booked profit’ is bolstered by transfers
involving one or another form of AFV are numerous and are in need of addi-

40 Harman notes: ‘The shock of the financial crisis … is now leading some bourgeois eco-
nomic commentators to recognise that there were “fictitious profits” – and with them
“fictitious economic growth” – in the mid-2000s, if not earlier. Most calculations of prof-
itability try to circumvent this problem by restricting themselves to non-financial corpor-
ations (or, sometimes, the non-financial business sector). But many major non-financial
corporations … became increasingly dependent on financial operations from the 1990s
onwards’ (2009b, p. 3). Lapavitsas and Levina (2010) suggest that ‘financial profit remains
redistributed loanable capital, hence, a part of the existing flows of value’. Thus, while it
encompasses redistributed profit from production, ‘it retains elements of profit upon ali-
enation or expropriation’ as well. But this approach fails to consider that a growing share
of financial profit may be seen as monetised debt obligations and therefore as claims on
future income (AFV). In official national income accounts, no effort is made to distinguish
financial profits that originate in flows of value newly created in production from those
that originate in previously existing flows or from speculative bets on future earnings. The
continuous packaging, selling, repackaging and re-selling of derivatives in recent decades
undoubtedly generated huge financial profits of an especially fictitious character.
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tional, ongoing research. Nevertheless, theoretical acknowledgement of this
reality is vitally important to registering the significance of the long-termdiver-
gence between the rate of profit on productive capital and the rate of profit on
financial capital. The more robust performance of the latter compared to the
former has been one of the most striking features of capitalism in the neolib-
eral era.41 At the same time, however, it can be seen as constituting a new and
rather significant ‘adulteration’ of Marx’s LTRPF – one that further complicates
the already daunting task of evaluating this law through empirical analysis.

Notwithstanding these difficulties, Marxist analysis of the historical dynam-
ics of the capitalist world economyought not to dispensewith serious attempts
to measure such fundamental Marxian (value-theoretic) ratios as the average
rate of profit, the rate of surplus-value, and the organic composition of cap-
ital. To be sure, such attempts can never offer much more than rough approx-
imations. Even so, they are vitally important to charting and comprehending
essential trends in the capitalist mode of production – trends that can usefully
inform, if only in a very general sense, the political-programmatic perspectives
and tasks of Marxist socialists in relation to the broader working-class move-
ment.

2.2 Theoretical Issues in Empirical Measurement
Marx’s LTRPF provides a simple and remarkably compelling foundation for
the argument that capitalism’s capacity to develop the productive forces and
promote human progress is historically limited. Precisely because it stands
opposed to any notion that capitalism can enjoy a progressive, ‘crisis-free’ evol-
ution, theoretical formulations of this law have been the target of repeated
criticism from both defenders of the capitalist order and reformist leftists
who envision a gradual, incremental transition to socialism. Having noted
this important dialectic of programme and theory, Marxists are nevertheless
obliged to consider the scientific merit of the major theoretical objections to
the LTRPF, since no empirical demonstration can establish its veracity so long
as significant doubts about it remain at the theoretical level. The discussion
already undertaken in Chapter 7 fulfils this obligation by showing that the
major theoretical objections to the LTRPF are by nomeans conclusive and that
substantial grounds exist for affirming that it has a real and significant impact
on the macro-economic dynamics of capitalist economies and the actual his-
tory of capitalism. Nevertheless, important theoretical problems still confront
those seeking to empirically test themajor hypotheses suggested by the LTRPF.

41 Dumenil and Levy 2004, 2011; Brenner 2006, 2009; Shaikh 2010; Smith 2010.
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The first problem concerns the value-theoretic rectitude of measuring the
value categories and the Marxian ratios in magnitudes of money. Some read-
ings of Marx posit a dualism of labour values and money-prices that enjoins
the theorist either to reject in principle any empirical measurement of ‘value’
(a stance common to many neo-orthodox ‘value-form’ theorists) or to insist
upon the measurement of value in units of labour (a stance associated with
Ricardian, neo-Ricardian and Sraffa-based interpretations of Marx’s theory,
and also some ‘fundamentalist’ Marxist ones). In counterpoint to such read-
ings we affirm our general agreement with Moseley that Marx’s concepts of
constant capital, variable capital, and surplus-value ‘can be defined in terms
of sums of money which function as capital. In principle, these concepts cor-
respond to entries in the income statements and balance sheets of capitalist
firms’.42

The second problem concerns the appropriate ‘unit of analysis’ for disclos-
ing the real trends of the fundamental Marxian ratios. Can meaningful results
be achieved by analysing national capitalist economies, ormust the analysis be
conducted at the level of the world economy – a postulated ‘international rate
of profit’?

Certainly, as the internationalisation of capital proceeds, manifested
through increased international capital mobility, the formation of interna-
tional ‘prices of production’ and more pronounced tendencies toward profit
rate equalisation across national lines, one must acknowledge that processes
of international surplus-value redistribution and ‘unequal exchange’ will play
an increasingly important role in the realisation of profits within individual
capitalist nation-states. Such processes will necessarily obscure the transna-
tional origin of some of the surplus-value that appears as ‘domestic profit’ –
and, to a certain extent, ‘delink’ the (increasingly ‘internationalised’) category
of surplus-value from the ‘nationally measured’ value categories of constant
capital stock and variable capital.43

42 Moseley 1991, p. 30. Among the ‘fundamentalist’ studies that have entertained a ‘dual sys-
tems’ approach to empiricalMarxian analysis (if not necessarily toMarx’s value theory per
se) areMage 1963, Smith 1984 and 1991, Shaikh 1987, Shaikh andTonak 1994, and Smith and
Taylor 1996. In practice, however, all these studies, with the exception of Mage’s,measured
the Marxian value categories in current dollars only. Smith and Taylor (1996, p. 129, n. 30)
indicated several theoretical and empirical reasons for evading measurement in terms of
units of labour time (‘labour values’), while not dismissing the potential relevance of such
a measurement.

43 For extended discussions of these issues, see Chapter 9 of this volume on ‘international
and inter-regional value transfers’, and Carchedi (1991, Chapter 7) on ‘production and dis-
tribution as worldwide processes’.
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However, the globalisation of capitalist economy has not reached a point
where one can speak of a ‘general’ or ‘uniform’ international rate of profit, and
it is impossible, in any case, to measure an average rate of profit on an inter-
national scale. What’s more, to the extent that processes involving transfers of
surplus-value through unequal exchange are operative on a world scale, one
can only assume that these would tend to favour national capitalist economies
exhibiting thehighest rates of labour productivity and thehighest organic com-
positions of capital. Therefore, if the LTRPF can be measured and recognised
as operative in the world’s most powerful and productive national capitalist
economy, the USA, there can be little doubt that it is also operative on a world
scale.44

Transfers of surplus-value across national lines do not occur entirely or even
mainly through processes of unequal exchange. They also occur through for-
eigndirect investment and the ‘repatriation’ of corporateprofits earnedabroad.
Over the past 25 years, US corporate profit earned ‘in the rest of the world’
has increased considerably as a percentage of total corporate profit. This too
complicates any empirical test of Marx’s LTRPF because the capital invest-
ments ‘standing behind’ these profits are not easily measured. This issue will
be returned to later, but we note here that the largest share of these foreign
investments was actually made in higher-wage countries exhibiting high com-
positions of capital.45

The foregoing considerations suggest that empirical measurements of the
Marxian ratios in any national framework, even that of the USA, must always
be scrutinised carefully andwithmany caveats inmind. That said, we think the
exercise is still well worth doing.

The third problem has to do with the appropriate theoretical specification
of the value categories of Marx’s system and the empirical translation of these
categories using conventional data sets (as furnished by capitalist states) – data

44 In this regard, Moseley has argued that the ‘most likely source of bias resulting from
[estimating the Marxian variables more narrowly in terms of the US economy] is that the
composition of capital may have increased slower in the US than in the world capitalist
economy’ (1991, p. 182).

45 According to one analyst: ‘Typically, US firms have placed the largest share of their annual
investments in developed countries, primarily in Western Europe, but this tendency has
increased since the mid-1990s. In the last half of the 1990s, US direct investment abroad
experienced a dramatic shift fromdeveloping countries to the richest developed econom-
ies: the share of US direct investment going to developing countries fell from 37% in 1996
to 21% in 2000. [In 2009] [d]eveloped countries received nearly 70% of the investment
funds of USmultinational firms,while developing countries received about 30%’ (Jackson
2011, p. 4).
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sets that tend to be recalcitrant to Marxist concepts and especially to the crit-
ical distinctionbetweenproductive andunproductive labour.This problemhas
alreadybeen addressed at length inChapter 8 and inPart I of this chapter. Some
additional points, however, ought to bemade and are registered in the next sec-
tion.

2.3 The Specification of Marx’s Value Categories and the Origins of the
CurrentMalaise

Without reprising the finer points of the controversy surrounding unproduct-
ive labour, it is important to emphasise that the Mage-Smith approach to
SNUL and tax revenues allows us to agree with the critics of the productive-
unproductive distinction that such costs are indeed systemically necessary from
the point of view of the social capital (and are therefore not elements of
surplus-value readily ‘convertible’ to profits),46 while also agreeingwith our fel-
low defenders of the productive-unproductive distinction that it is incorrect
to treat the wages of workers employed in supervisory activity, bookkeeping,
finance, trade and many service industries as part of variable capital – that
is, as capital that is exchanged with productive labour.47 In dialectical fashion,
the constant-capital specification of these systemic overhead costs allows us to
recognise that unproductive capital and SNUL are at once necessary to overall
capitalist profitability and hazardous to it. But to theoretically sustain this spe-
cification we are obliged to conceptualise the category of constant capital as
the value expression not only of physical means of production (its definition
at the level of abstraction of the first volume of Capital) but of all the expenses
and investments implicated in the total process of capitalist production and
reproduction, with the singular exception of living, productive labour, which is
the sole creator of the new value that enters into profit-of-enterprise, interest
and rent (the principal components of surplus-value) aswell as the productive-
labour wage bill.

TheMage-Smith conceptualisation of constant capital has enormous impli-
cations for empirical Marxist analysis. For it suggests that the flow of constant
capital represents a much larger share of the total value of gross output than

46 See, for example, Laibman 1992.
47 SeeMoseley 1991, Shaikh andTonak 1994, Shaikh 1999, andMohun 1996. It should be noted

that some proponents of the LTRPF (notably Kliman 2010 and 2012) have recently under-
taken empirical analyses in support of it that treat SNUL wages as part of variable capital.
This has the effect of skewing the trend for the rate of profit downward (when defined as
s/[C+v]), while also misrepresenting the real trends for the rate of surplus-value (s/v) and
the composition of capital (c/(s+v) or c/v). On this, see also Carchedi 2012, p. 139, n. 12.
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is usually thought – and this is especially true for the most developed capital-
ist economies with expansive state, commercial, service and financial sectors.
Other things being equal, real growth in the SNULwage-bill and in tax revenues
must produce an increase in what we call the ‘value composition of output’ –
Cf/ (Cf +Vf+Sf) – that is, the ratio of the annual flow of constant capital to the
total value of gross product – an increase ‘likely to be associated with a declin-
ing average rate of profit’.48

How then does this analysis assist us in understanding the process of fin-
ancialisation and the proximate causes of the financial crisis of 2007–08? In
brief, the profitability crisis of the 1970s, particularly as it afflicted product-
ive capital in the core capitalist countries, was never fully resolved due to the
determination of capital and capitalist states to (a) avoid the kind of deep
global depression that would involve widespread bankruptcies and a signific-
ant devaluation of capital stocks, and (b) restore profitability through a gradual
increase in the rate of exploitation, that is, in ways that would not provoke a
major politico-ideological crisis for world capitalism in the era of the ColdWar.
Furthermore, to sustain effective demand and tomitigate crises of overproduc-
tion, the credit system was overhauled and extended in ways that allowed for
the accumulation of dramatically larger volumes of debt across the world eco-
nomy. Along with the globalisation of capitalist production and the creation of
significant new sites of surplus-value production inAsia andLatinAmerica, the
expansion of the debt bubble helped restore profitability and conferred upon
financial capital amuch enhanced role inmaintaining the conditions of capital
accumulation and economic growth, even as the rate of new capital forma-
tion and the growth rate of global GDP slowed in the 1980s and the 1990s.49
Under these circumstances, fictitious capital and profits became much more
significant phenomena within the global circuits of capital. The effects of the
concomitant financialisation of the global economy are strikingly illustrated in
Chart 7.

The proliferation of fictitious capital and the build-up of debt between 2001
and 2007 stimulated an anomalously high rate of profit in the US and robust
global economic growth. But the escalating financial panic of 2007–08 sig-
nalled a growing recognition that the rising value of an array of dubious fin-
ancial assets (collateralised debt obligations and other derivatives) was wildly

48 Smith 2010, p. 89; see also Smith 1984. It should be noted that massive amounts of con-
stant capital, understood as PEV, are also stored up in physical assets whose value is not
represented in annually measured gross output.

49 ‘Between the fourth quarter of 1981 and that of 2008, credit market debt in the US mush-
roomed from 164 percent to 370 percent of GDP’ (Smith 2010, p. 9).
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chart 7 ‘Real’ GDP wealth and global financial assets – 1980, 1990, and 2000–07
Data source: McKinsey Global Institute

out of line with the ‘economic fundamentals’ (the precarious realities of the US
sub-prime mortgage market, the profitability problems of productive capital,
the stagnancy of real wage growth, etc.). In the end, the capitalist law of value
asserted itself as a kind of gravitational force, pulling down the financial house
of cards and precipitating the worst global slump since the 1930s.

This analysis suggests that the global slump that began in 2008 was by no
means a typical periodic crisis of capitalism, but rather an extreme manifest-
ation of a longer-term crisis of capitalist profitability rooted in a persistently
high organic composition of capital in the ‘advanced capitalist’ core of the
world economy. Short of a complete collapse of the latter into deep depression,
the immediate prospect would seem to involve a major escalation of capital’s
offensive against labour on a world scale in order to boost surplus-value pro-
duction and reduce systemic overhead costs, all with a view to restoring the
conditions of profitability and arresting the burgeoning debt crisis.50

50 ‘Confidence’ must not only be restored in the ability of the system to generate adequate
profits but also in its ability to ‘make good’ on the Anticipated Future Value (AFV) repres-
entedby amountain of debt – estimated in 2010 at over $40 trillion for theOECDcountries
alone. It is only in light of this new reality that the hard line of the ‘troika’ (the European
Commission, IMF and European Central Bank) regarding Greece’s especially severe and
protracted debt crisis can be fully understood.
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3 Profitability Trends in the US Economy: Some Recent Findings and
Debates

While a conjunctural fall in US profitability was not the exclusive or even the
main trigger for the crisis of 2007–08, we argue that the factors contributing
to the profitability crisis of the 1970s and 1980s (above all, a high organic com-
position of capital) forced the average rate of profit in the US economy into a
relatively low range for an extended period. The lacklustre profitability of pro-
ductive capital set the stage for ‘financialisation’ and related processes that
made both the US and global economies increasingly susceptible to a steep
debt build-up, a proliferation of dubious forms of financial capital, and, in the
upshot, a financial panic – the global sell-off of mortgage-backed securities and
other exotic debt-instruments sparked by the collapse of the Lehman Brothers
investment bank.

Many radical political economists have argued that, by the early 2000s, the
average rate of profit in the US economy had been restored to much healthier
levels – with the possible implication that reform of the ‘global financial archi-
tecture’might be all that is needed to set theworld capitalist economybackona
reasonably stable path of robust growth. In our view, however, these comment-
ators have underestimated the degree to which the heightened profitability of
the period 2002–07 (and to a lesser extent, much of the 1990s) was anomalous
and critically dependent on an explosion of fictitious capital and profits asso-
ciated with an orgy of unrestrained ‘financial innovation’ and double-dealing.

Before proceeding to our own empirical study, it will be useful to survey
some of the findings and arguments of some other Marxists who have conduc-
ted empirical research on the rate of profit in the US economy in recent years.
While only a few of these researchers have attempted to provide direct empir-
ical data on the OCC or the rate of surplus-value, their findings have often had
a close bearing on these fundamental Marxian ratios.

3.1 FredMoseley
Moseley is prominent among those who argue that there was ‘a very substan-
tial and probably almost complete recovery of the rate of profit in the United
States’ in the period leading up to the crisis.51 His findings suggest that ‘the
rate of profit is now approaching the peaks achieved in the 1960s’. Signific-
antly, however, he tempers his analysis with the important observation that his
estimates ‘include a large and increasing percentage of profits from the finan-
cial sector …much of which will probably turn out to be fictitious’.

51 Moseley 2009.
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3.2 Anwar Shaikh
Shaikh proposes an alternative way of assessing US profitability trends.52 Like
Moseley, he examines the before-tax rate of profit, registering his fidelity to
the convention that treats tax revenues as a component of gross surplus-value.
However, Shaikh excludes the financial sector from his analysis, calculating a
‘rate of profit-of-enterprise’ (the difference between the interest rate and the
rate of return on active investment) which ‘drives active investment’.53 His rate
of profit for US non-financial corporations is defined as the ratio of their profit
‘before interest and profit taxes’ to ‘the beginning of year current cost of their
plant and equipment’.54 On this basis, Shaikh discloses a falling trend for the
rate of profit from 1947 to 1983 and a very modestly rising trend from 1983 to
2010, with a steep fall in 2006–09 followed by a jump in early 2010. He then
points to two main factors in arresting the decline in the rate of profit after
1983: ‘an unparalleled slowdown in real wage growth’ and ‘the extraordinary
sustained fall in the interest rate which began at more or less the same time’.55
The first factor suggests a considerable increase in the rate of surplus-value,
as does his graph showing a continuously widening gap between hourly pro-
ductivity gains and hourly real compensation after 1983.56 However, Shaikh
makes no attempt to assess the trend for the OCC.

3.3 Ergodan Bakir and Al Campbell
Bakir and Campbell report findings that are broadly similar to those of Shaikh.
Their analysis focuses on ‘structural changes’ in capitalism resulting in an after-
tax rate of profit that has been ‘lower in the neoliberal period than in the
previous period’.57 These changes are associated with an increased transfer of
profits from the productive circuits of capital into financial circuits, with a sim-
ultaneous drop in the rate of capital accumulation – findings that refute ‘the
neoliberal claim that increased finance has improved the conditions for accu-
mulation’.58 However, Bakir and Campbell provide no explanation either for
the ‘increased finance’ of the neoliberal period or for the profitability crisis that
preceded – and likely encouraged – the process of financialisation.

52 Shaikh 2010.
53 Shaikh 2010, p. 46.
54 Shaikh 2010, p. 48.We note that Shaikh does not attempt to justify his implicit notion that

the before-tax rate of profit, rather than the after-tax rate, ‘drives active investment’.
55 Shaikh 2010, p. 50.
56 Shaikh 2010, p. 49.
57 Bakir and Campbell 2010, p. 324.
58 Bakir and Campbell 2010, p. 325.
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3.4 SimonMohun
Mohun’s study is concerned with trends in ‘aggregate capital productivity’ in
the US economy from 1964 to 2001 and their relationship to the rate of profit,
the profit share of national income, and the rate of surplus-value.59 The major
focus is on ‘the ratio of labour productivity to capital intensity’.60 Mohun takes
seriously the distinction between productive and unproductive labour, and his
findings are clearly relevant to an evaluation of ‘capital intensity’ (Marx’s TCC)
and, indirectly, the OCC.

Reporting a before-tax rate of profit that fell sharply between 1964 and 1982
and rose gradually from 1982 to 2001, Mohun affirms that the 1964–82 period
‘has some elements of a classical period à la Marx’, by which he means that
‘capital productivity fell steeply because a rising TCC could only generate rising
labour productivity at a lower rate (and the rate of surplus-value was con-
stant)’.61 The rate of profit was driven down by both falling capital productivity
and the rising wage-share of unproductive labour. These empirical findings
seem broadly consistent with Marx’s theoretical expectations.

In addition,Mohun finds that in the second period (1982–2001) the ‘TCCwas
roughly constant, but labour productivity was rising so that real capital pro-
ductivity rose sharply, driving up the rate of profit’.62 This is in general accord
with our argument that, in response to the crisis of profitability, capital and the
state effectively mobilisedmany of the counteracting tendencies to the LTRPF,
among them various methods for increasing ‘absolute surplus-value’ through
the intensification and reorganisation of the labour process (such as speed-up,
‘lean production’methods, etc.). Contrary toMohun’s implication, however, we
see this response as entirely consistent with Marx’s theoretical expectations.
What Mohun calls the ‘exceptionalism’ of the later period – characterised by
‘sustained annual increases in labour productivity in the absence of capital
deepening’63 –waspreciselywhatwasneeded to arrest thedecline in the rate of
profit during that conjuncture. In the 1980s, the only viable alternative strategy
for capital would have been to allow a massive devaluation of capital assets,
risking a descent of the US and global economies into a severe depression at a
time when the capitalist West was still facing down its Soviet adversary.

59 Mohun 2009.
60 Mohun 2009, p. 1025.
61 Mohun 2009, p. 1041.
62 Ibid.
63 Ibid.
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3.5 Andrew Kliman (versusMichel Husson)
This last point brings us to a consideration of thework of Kliman,64 whose ana-
lysis supports the claims that ‘the long-term build-up of debt that led to the
current crisis is in turn the result of a longstanding profitability problem’, and
that ‘capital was not destroyed during the slumps of the 1970s and early 1980s
to a degree sufficient to reverse the decline in the rate of profit’.65 The first
claim is one with which we can agree, but the second should be approached
with considerable caution. While we accept that, for a variety of reasons (the
Cold War, the strength of organised labour during the 1970s and 1980s, etc.),
the strategists of the social capital sought to avoid a slaughtering of capital val-
ues on a scale adequate to quickly restore a dramatically higher rate of profit,
we believe that the evidence is overwhelming that the rate of profit was sta-
bilised in the 1980s and began a gradual rise thereafter. This was accomplished
by extracting greater surplus labour fromproductiveworkers throughmethods
that did not require large increases in the TCC, the result being a considerable
rise in the rate of surplus-value.

While hedenies the reality of an increase in the rate of surplus-value, Kliman
is able to do so, we think, only by entirely ignoring the distinction between pro-
ductive and unproductive labour, treating tax revenues as either surplus-value
or variable capital, and failing to disaggregate after-tax wages and salaries into
their variable capital, surplus-value, and constant capital components.

To his credit, Kliman is critical of analysts like Dumenil and Levy who have
insisted that ‘the structural crisis is over’ and that poor accumulation rates
can be blamed simply on neoliberal economic policies (a position that lends
itself to reformist political prescriptions and one with which we are not in
sympathy).66 But his refusal to recognise the ‘exceptionalism’ of the post-1982
period cannot be justified by the implied claim that his analysis is uniquely res-
istant to the idea that the crisis is a ‘purely financial one’. Analytically, a ‘middle
position’ between Dumenil-Levy on the one side and Kliman on the other is
not only possible but scientifically indicated – and such a position is clearly
occupied by proponents of a variety of political perspectives.

Kliman alsomakesmuch of his commitment to ‘historical-cost’ measures of
the capital stock and therefore of the rate of profit, as opposed to the ‘current-
cost’ measures much more commonly used by Marxists. We think it is useful
to measure, analyse and compare both historical-cost and current-cost rates of

64 Kliman 2010a, 2010b.
65 Kliman 2010b, p. 9.
66 Dumenil and Levy 2004 and 2011.
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profit. At the same time, however,we agreewithHusson that choosing between
them ‘does not have enormous empirical implications’.67

We also agree with Husson that Kliman’s claim that the wage share of
national income in the US has remained essentially constant is badly com-
promised by his failure to recognise that a sizable and rising share of ‘wages
and salaries’ in the national income accounts is actually a disguised form of
profit (a component of actual surplus-value): namely, the salaries of corporate
executives. As Husson observes quite correctly: ‘It is enough to exclude one per
cent of the highest wages to find a fall in the share of wages as marked in the
US as in Europe’.68

3.6 Basu andVasudevan versusMichael Roberts
Deepankar Basu and Ramaa Vasudevan measured the US rate of profit from
1946 to 2010 in a variety of ways to find empirical evidence that the LTRPF can
explain capitalist crises in general and the Great Recession of 2008–09 in par-
ticular.69 They found that, regardless of how it is measured, the rate of profit
declined between the mid-1960s and 1982, and then rose to a peak in the late
1990s. Thereafter, it fell precipitously to a very low point during the mild reces-
sionof 2001, and thenpeakedagain in 2005at a fairly high level beforedeclining
in the lead-up to theGreatRecession.Michael Roberts reported similar findings
in his own independent study. According to Roberts, ‘the onlymeasure that did
not conform to this cycle of profitwas one based onhistoric costs of fixed assets
for the whole economy rather than replacement costs’.70 This finding was also
reported by Basu/Vasudevan.

However, Basu/Vasudevan and Roberts differ in their interpretations of
these empirical findings. Basu/Vasudevan claim that their data show ‘the cur-
rent crisis [that began in 2008 – MS] was not preceded by a long period of
declining profitability as was in evidence in the structural crisis of the 1970s;
the fall in the rate of profit during the current crisis coincides with a short-run
downward movement associated with fluctuations in the rate of profit at busi-
ness cycle frequencies’.71

In his review of the Basu/Vasudevan study, a reviewworth quoting at length,
Roberts contradicts their assessment and writes:

67 Husson 2010, p. 2.
68 Husson 2010, p. 6.
69 See Basu and Vasudevan 2011.
70 See Roberts 2011.
71 Basu and Vasudevan 2011, p. 19.
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For me, the rate of profit in the US was in an up-phase from 1946–65; a
down-phase from 1965–82 (a structural crisis, according to B and V); an
up-phase between 1982–97 (the neoliberal era according to many); and
now a down-phase from 1997 … The terrific graphics provided by B and V
would allow my interpretation just as much, if not more, than B and V’s.
Thewidestmeasure of the rate of profit à laMarx is to take the overall net
value produced in an economy less the income going towage earners and
divide that by the net stock of fixed assets owned by capitalist businesses.
Thismeasure is the one I have favoured. Both B and V’s resultsmatchmine
exactly. They show a peak in US profitability in 1997 that is not surpassed
by any subsequent peak (2005) to a low in the Great Recession. I inter-
pret this as evidence that the US capitalist economywas and is suffering a
down-phase in profitability that began in 1997, interspersed with smaller
cyclical ups and downs …

TheGreat Recession can thus be seen as a result of the downward pres-
sure on profitability since 1997. This is the underlying or ultimate cause,
but not the immediate trigger or proximate cause, which was the credit
crunch and the financial crash.Once the boosting effects of the credit and
property boom of 2002 onwards were exhausted in 2006, the recession
was inevitable …

The hi-tech revolution in the 1990s cheapened the costs of fixed assets
(constant capital) and globalisation kept wage costs down as capitalist
businesses relocated to cheaper locations abroad (boosting the rate of
surplus-value). These trends were less effective after 1997 and a rising
organic composition of capital began to overcome these countervailing
factors … [P]rofitability was lower at its peak in 2005 than it was in 1997
and it fell for three years before the crisis. Indeed, by [the] end [of] 2006,
the mass of profit was falling. Surely this suggests that profitability was
relevant to the ensuing recession.72

While noting that he elides the issue of fictitious profit and fails to deduct taxes
on corporate profits from his overly broad definition/measurement of surplus-
value, we consider Roberts’s interpretation of the trends reported in his own
study and that of Basu/Vasudevan to be reasonable. For now, we would simply
add that the severity of the crisis that unfolded between 2007–09must take the
full measure of the financial panic that resulted from the emerging recogni-
tion among investors of the discrepancy between the profitability performance

72 Roberts 2011, p. XXX.
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of productive capital and that of financial capital, as well as from a very sud-
den and forcible awakening to the reality that the extraordinary performance
of the fictitious capital responsible for sustaining asset values and stockmarket
indices during the Bush-era ‘boom’ had been built on a foundation of sand.

3.7 Freeman versus Sato
Alan Freeman has proposed an entirely new approach to the calculation of
the Marxian average rate of profit (ROP). For the latter to fully reflect the
increased role of financial instruments as capital investments in recent dec-
ades, he argues, marketable financial securities should be added to fixed assets
in its denominator. By including these securities in his calculations, Freeman
is able to conclude that ‘there is a consistent long-run fall in the UK and US
rates of profit which, contrary to the figures widely used byMarxists, have both
fallen almost monotonically since 1968’.73 To be clear, Freeman goes well bey-
ond those whomaintain that financialisation is an effect of the persistent prof-
itability problems of productive capital to argue that securities investments
constitute a form of ‘capital advance’ that has caused a continuing, ‘monotonic’
decline in the ‘real’ profit rate in theneoliberal era.His proposal therefore raises
provocative questions not only about how the denominator of the rate of profit
should beunderstood and calculated, but also about how financial investments
should be conceptualised in a Marxian analysis of contemporary capitalism.

In an incisive critique of Freeman’s proposal, Takuya Sato agrees that there
are many legitimate ways of measuring profitability for a variety of different
analytical purposes. One way is to measure the ‘return on assets’ (ROA), where
‘total assets include not only property, plant, equipment, and inventories, but
also cash, accounts, investment securities, and long-term loans to other corpor-
ations’. This measure may have real utility in analysing the behaviour of indi-
vidual corporations, but it is also conceptually very remote from the Marxian
average rate of profit, which, along with the rate of surplus-value and the com-
position of capital, plays a specific role in the analysis of the movement of the
capitalist economy as a whole – in other words, the laws of motion of ‘capital-
in-general’. This foundational point leads directly to Sato’s main criticisms of
Freeman’s approach:

The biggest problem is that [Freeman] effectively obliterates the clas-
sicalMarxist distinctionbetween ‘real capital’ (encompassingboth indus-
trial and commercial capital) and ‘interest-bearing capital’. While the
former participates in the formation of a ‘general’ or ‘average’ rate of profit

73 Freeman 2012, p. 167.
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through the production, realisation and redistribution of surplus-value,
the latter depends on the rate of interest as a principalmeans of capturing
a specific share of social surplus-value. Furthermore, Freeman’s negation
of the distinction between real and interest-bearing forms of capital leads
directly to two other significant problems.

First, if both fixed assets and marketable financial securities are in-
cluded in the denominator of the profit rate … we cannot avoid double
counting the value of the same assets in its calculation. Assets are counted
first as real assets and then as ‘credit-money-capital’ (i.e., financial secur-
ities, bonds, or money capital).

If one assumes that the money capital lent by a rentier to industrial or
commercial firms is subsequently invested by the latter to form real cap-
ital assets, then a double-counting problem becomes altogether obvious.

Second, including financial securities in the denominator of the profit
rate implies that there is no conceptual difference between the rate of
profit and the rate of interest. But if the distinction between the rate of
profit and the rate of interest is abandoned, Marx’s concept of fictitious
capital cannot be maintained. What’s more, the crucial theoretical dif-
ference between two distinct forms of capitalist competition over social
surplus-value –one involving the competition among industrial and com-
mercial capitalists that results in an ARP, and the other involving compet-
ition amongmoney (‘rentier’) capitalists governed by themarket interest
rate – disappears.74

Further on, Sato refers to Freeman’s highly problematic interpretation of
Marx’s concept of ‘the finished form of the average rate’,75 as revealed in this
statement: ‘The “finished form”of theprofit rate is not thatwhich excludes com-
mercial, financial, and landed capital, but to the contrary, significantlymodifies
the inadequate notionwemight have, if we confined ourselves only to product-
ive industry’.76 Sato replies as follows:

It is certainly true that, for Marx, the ‘finished form’ of the ARP does
not exclude commercial capital; however, it does exclude interest-bearing
capital and so-called ‘landed capital’. According to Marx, while commer-
cial capital, as a form of real, functioning capital, takes part in the forma-
tion of the ARP, interest-bearing capital does not … However, ‘bank cap-

74 Sato 2015, pp. 43–4.
75 Marx 1981b, p. 459.
76 Freeman 2012, p. 184.
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ital’ ought to be included insofar as it acts as ‘real, functioning capital’,
i.e. money-dealing capital. Thus, fixed capital assets employed by bank-
ing capitalists constitute part of the total social capital ‘advanced’ in the
total process of capitalist production and reproduction and should there-
fore be included in the denominator of the rate of profit. Furthermore,
the surplus-value distributed to ‘real, functioning’ financial capital, in the
form of interest earned, should also be included in the numerator …

[W]hile bank capital … should be included in the denominator of the
ARP and interest should be included in the numerator, interest-bearing
capital in its role as fictitious capital (that is to say, as paper claims on the
value created by real, functioning capital) should be excluded from the
calculation of the ARP.77

Sato concludes that Freeman is correct to think that traditional methods of
measuring the Marxian rate of profit are inadequate in the era of financialisa-
tion, but also wrong to address this problem by inflating ‘capital advanced’ –
the denominator of the rate of profit –with securities. Instead greater attention
should be given to a more accurate calculation of the numerator of the rate of
profit – the total surplus-value, which is very likely inflated in most Marxian
studies due to the presence of fictitious profits. With this conclusion, we can
affirm complete agreement.

3.8 The Problem of Fictitious Profits in National Income Accounts
This last consideration invites an important caveat concerning any attempt,
including our own, to empirically test Marx’s LTRPF. In the neoliberal era of
financialised capitalism, the growingweight of fictitious profits calls for consid-
erable scepticism regarding the composition of ‘total corporate profits’ as rep-
resented in conventional national income accounts.78 Not only are the figures
for these ‘booked profits’ more and more disconnected from real magnitudes

77 Sato 2015, pp. 54–5.
78 Sato observes: ‘In the context of a dramatic increase in the volume and variety of finan-

cial securities, our best strategy for improving the calculation of theMarxian ARP [average
rate of profit] must be one that focuses on disaggregating the various elements of finan-
cial and corporate profits in ways that would reduce to aminimum the fictitious elements
included in its numerator’ (2015, p. 66). Since the current study does not attempt such
a disaggregation, it must be acknowledged that the ‘average ROP’ reported in the next
section of this study cannot be considered a truly Marxian ROP. What’s more, from the
mid-1980s onward, the trend for our reported ROPwill deviatemore andmore from that of
theMarxianROP as theweight of fictitious profits increases in the statistical category ‘total
corporate profits’. In an interesting unpublished paper, Peter Jones (2013) has attempted
to measure a ‘non-fictitious corporate profit rate’ for the US between 1949 and 2012. Not
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table 6 Annual GDP% growth, USA, 2004–14

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

3.8% 3.3% 2.7% 1.8% –0.3% –2.8% 2.5% 1.6% 2.3% 2.2% 2.4%

Data source: World Bank

of currently produced surplus-value, they are also, to an increasing extent, an
index of the growing reliance of contemporary capitalismonmeasuringwealth
in terms of future labour time – in particular the labour time required to service
the debt accumulated by working people and the capitalist state. Any nominal
‘improvement’ in the rate of profit that is substantially based onprofits deriving
from ‘relations of debt/credit’ rather than the creation of surplus-valuemust be
regarded as fundamentally spurious – a fiction masking an underlying patho-
logy that is scarcely recognised by the policy doyens of capital, not to mention
‘radical’ proponents of income and wealth redistribution.

In line with our earlier argument, it is also worth emphasising that fictitious
capital and fictitious profits can evince varying degrees of ‘fictitiousness’. To the
extent that the specific weight of fictitious capital and profits in relation to
total capital and profits increased significantly over the past thirty years, and
especially in the 2002–07 period and beyond, this could only have skewed offi-
cial data in such a way as to suggest both a higher rate of profit and a lower
organic composition of capital than was actually the case. And since the stat-
istical category of ‘total corporate profits’ – inclusive of some fictitious profits –
is a major component of overall GDP, there is some reason to believe that real
GDP growth, in the USA as elsewhere, has actually been lower than the official
estimates reported in Table 6.

3.9 Financial Profits as ‘Redistributed Variable Capital’?
A final caveat must be registered. Pursuing a variation on Lapavitsas’s notion
of the ‘financial expropriation’79 by banks of some part of workers’ take-home
pay, Fletcher Baragar and Robert Chernomas offer the interesting hypothesis

only does his ROP display a fairly steady decline between the mid-1960s and the advent
of the financial crisis of 2007–08, but it also tracks the growth rate of ‘real corporate net
value added’ muchmore closely than othermeasures of the ROP. Unfortunately, his study
provides no estimates for trends in the rate of surplus-value or the organic composition of
capital. In addition, we have some theoretical and methodological differences with him
concerning the calculation of total surplus-value.

79 Lapavitsas 2009 and 2012.
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that some financial profitsmight legitimately be conceptualised as a deduction
from variable capital – effectively a redistribution of value from industrial or
commercial capital to financial capital. As their indebtedness becomes increas-
ingly entrenched, interest payments made by workers to creditors

result in a reduction in the quantity of abstract labor time that work-
ers actually can command from the money wages that they receive (as
demonstrated by the forcible downward adjustment in consumption) …
Just as the financial sector receives a portion of their claim on social labor
through the interest payments by corporate borrowers, so too does finan-
cial capital obtain a shareof their claimbymeansof the interest payments
from households. Workers’ real claim on abstract social labor time needs
to be considered ex post of these interest payments.80

To operationalise this hypothesis empirically, however, would be an extremely
difficult undertaking in our judgement. In the first place, only the wages of
productive workers are variable capital; wages paid to workers in the sphere
of circulation and social reproduction (including the state) are either part of
the constant capital flow (the Mage-Smith approach) or part of surplus-value
(the conventional approach, to which Baragar and Chernomas subscribe). It is
therefore unclear in what proportions this process of financial expropriation
might involve transfers or redistributions of constant capital, variable capital
and surplus-value.

What is clear, however, is that some determinate proportion of financial
profit could be attributable to such transfers, and, if so, a smaller share of profit
arising from relations of credit/debt should be assumed to be fictitious. Oper-
ationally, we would hazard the guess that a correct allocation of such transfers
among the categories of constant capital, variable capital, surplus-value, and
‘anticipated future value’ would indicate, over time, a declining magnitude of
variable capital, but little change in themagnitudes of either the surplus-value
or constant capital flows. This would produce a higher estimate for the rate
of surplus-value (s/v) and likely a higher estimate for the organic composi-
tion of capital (C/[s+v]), while its impact on the estimated rate of profit (s/C)
would be to bias it further downward. However, such a procedure would also
serve to underscore the extent towhich ‘financialisation’ is depressingworkers’
consumption (after initially sustaining it) and thereby hobbling investment in
productive capital.

80 Baragar and Chernomas 2012, p. 332.
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3.10 The Rate of Profit, the Rate of Surplus-Value and the Composition of
Capital in the US Economy, 1950–2013

In this section, we apply the theoretical perspectives outlined earlier in this
chapter to an empirical analysis of the US economy from 1950 to 2013. We cau-
tion, however, that our results are somewhat inconclusive owing to numerous
technical problems associated with the translation of official economic data
into the Marxian value categories. This translation problem is especially evid-
ent in our calculations of surplus-value (after-tax profits and elite salaries) and
variable capital (after-tax wages of productive workers).

The National Income and Product Accounts (NIPA) tables published by the
US Bureau of Economic Analysis (BEA) include no data for after-tax wages
or the corporate-officer share of ‘wage and salary accruals’ (an income stream
that properly belongs to surplus-value), rendering the calculation of after-tax
wages of productive workers (‘variable capital’ or V) problematic. Nor do these
data sets allow us to easily discriminate between productive and unproductive
labour, either within economic sectors/industries or between them.

In addressing these problems, we have been obliged to apply a crude ‘aver-
age tax rate on personal income’ in order to derive our estimates of variable
capital (V). In addition, we have derived a rough estimate of corporate-officer
compensation by defining the top one percent of wage and salary earners as
recipients of such compensation for every year from 1950 to 2013. This estim-
ate, basedon figures providedby Saez,81was subtracted fromafter-taxwage and
salary incomes and added to after-tax corporate profits to obtain our measure
of surplus-value (S). Inasmuch as the proportion of total wage and salary accru-
als received by the top one percent increased considerably between the 1960s
and the 2000s, the growth of this (revenue) component of surplus-value con-
tributed to the upturn in the rate of profit and the rate of surplus-value over the
past 30 yearswhile doing little to improve the degree of capital accumulation.82

In distinguishing between productive and unproductive labour, we have
followed the classification system suggested by Shaikh-Tonak and Mohun,83

81 Saez 2015.
82 Just as not all corporate profits should be considered surplus-value, neither should all of

the after-tax income of the top one percent. An indeterminate but growing share of this
salaried income actually derives from fictitious profits. Indeed, the proportion of ‘ficti-
tious profit’ relative to actual surplus-value is probably greater for this income stream of
the capitalist class than it is for the booked corporate profits recorded in NIPA. High salary
earners are typically also recipients of considerable ‘capital-gains’ income, which form no
part of currently produced surplus-value, but which involves a combination of PEV and
AFV.

83 See Shaikh and Tonak 1994, and Mohun 2005.
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defining as entirely unproductive the following divisions represented in the
BEA/NIPA tables: wholesale trade, retail trade, finance, insurance and real
estate, business services, legal services, miscellaneous professional services,
other services, private households and general government. All other divi-
sions, including construction, manufacturing, transportation and several ser-
vice industries, were defined as entirelyproductive.84This compromise proced-
ure – that is to say, the treatment of all labour employed by productive capital
as productive –may skew our results for the rate of surplus-value and the com-
position of capital to the extent that the ratio of supervisory to non-supervisory
labour and, more generally, the ratio of unproductive to productive labour in
these productive divisions vary over time. Nevertheless, we think it is reason-
able to assume that the basic long-term trends revealed for these ratios would
not be affected substantially by more exact measurements that captured such
changing ratios within the productive divisions.

Notwithstanding these difficulties and compromises, our estimates should
be of considerable interest to those who recognise the importance of empir-
ically operationalising the productive-unproductive distinction in the analysis
of the fundamental Marxian ratios, and particularly to those persuaded of the
need for a constant-capital specification of taxes and SNUL wages – a specific-
ation which effectively removes these flows from the calculation of the rate of
profit, the rate of surplus-value, and the OCC.

A detailed account of ourmethods and sources for calculating the basic vari-
ables of this study is provided in Appendix 3 at the end of the chapter.

84 Integrating estimates of the ratio of productive to unproductive labour in different sectors
and industries is a notoriously difficult and arduous task. Clearly, the financial, insurance
and real-estate (FIRE) sector is reasonably regarded as unproductive in Marxist terms, as
are retail andwholesale trade, whoseworkers are involved essentially in ‘changing titles of
ownership’ to commodities that have already been produced. But it is certainly true that
many ‘personal service’ firms produce ‘useful effects’ that assume the commodity form
and represent surplus-value. At the same time, however, many workers employed by pro-
ductive capital (from bookkeepers and marketing specialists to supervisory personnel)
are clearly not involved directly in producing commodities or surplus-value and should
therefore be treated as SNUL. Among the NIPA divisions producing ‘service commodit-
ies’ that we have defined as productive and as employing productive labour are hotels,
personal services, auto repairs, motion pictures, amusement and recreational services,
miscellaneous repair services, health services, educational services, and social services.
This classification system represents an advance over the system used by Smith 1991 and
Smith and Taylor 1996, which involved the treatment of all Canadian service divisions as
entirely unproductive, as indicated in Appendices 1 and 2 of this chapter.
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3.11 TheMain Findings
The principal findings of our study can be summarised concisely and are
presented in a series of charts below.

First, with respect to the rate of profit (ROP), the current-cost ROP displays
a slight upward trend over the entire period from 1950 to 2013 (see Chart 8).
As one might expect, it falls rather dramatically between 1950 and the 1980s,
but then begins to climb sharply from 1990 to 2007, the eve of the Great Reces-
sion.85 Furthermore, a truly remarkable increase is observable following the
recession of 2001. Indeed, it reaches a postwar peak of 16.5 percent in 2006.86

As previously noted, however, there are compelling grounds for regarding
the exceptionally strong performance of the ROP between 2002 and 2007 (and
beyond) as anomalous and based to a considerable extent on ‘fictitious profits’
booked in the finance, insurance and real estate sectors, and perhaps also by
many firms operating in the productive economy (as indicated in footnote
40). This suspicion is reinforced by the performance of the before-tax ‘non-
financial’ ROP calculated by Shaikh, which showed a steep rise between 2002
and 2006 but only to a peak of 12 percent, a level about one-third below its post-
war high in 1966.87 Our own after-tax non-financial ROP (presented in Chart
9 below) reaches a peak during this period of just under 7 percent in 2006,
fully half its postwar highs in 1950 and 1965–66. Moreover, the unpreceden-

85 In Smith and Butovsky (2012), we reported that the trend line for the current-cost rate of
profit (S/C) between 1950 and 2007 fell slightly, while the historic-cost rate of profit (S/C2)
registered amarginally steeper decline. Distinguishing between two phases of this 57-year
period, we found that in the first, longer phase (1950–82) the unstandardised regression
coefficient for S/C was 0.002, a statistically significant result. In the second, shorter phase
(1983–2007), this coefficient is 0.003. The results of the current study reflect some changes
in official datameasurement, aswell as the extension of the time series to 2013. The period
from 2007 to 2013 saw the current-cost rate of profit fall below the trend line in only one
year: 2008.

86 In Smith and Butovsky (2012), we reported results for the ROP and other ratios when
‘profits from the rest of the world’ were added to the domestic corporate profit estimates
to obtain S. The charts indicated that these additional profits had a positive impact on the
ROP trend line, and that this was particularly so for the neoliberal period. As we noted,
however, the difficulty with adding these ‘repatriated’ profits to the numerator was that
the value of the capital stocks standing behind them in ‘the rest of the world’ also needed
to be added to the denominator of the revised ROP. This proved impossible, however, due
to the unavailability of reliable data pertaining to these stocks.

87 Chart 9 displays our modified version of Shaikh’s (2010, p. 48) ‘Profit-of-Enterprise’ ROP –
the rate of profit for US nonfinancial corporationsmeasured as the ratio of after-taxprofits
to the beginning of year current cost of their plant and equipment. It should be noted that
this ROP is not the rate of profit of ‘productive capital’ alone, as it includes profits realised
by commercial capital and unproductive capital operating in the service sector as well.
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chart 8 The rate of profit, USA, 1950–2013 (S/C)
source: Smith and Butovsky 2018 (forthcoming)

ted growth in the mass of profits during this period was accompanied by rates
of new capital formation that were unusually sluggish in the context of an
allegedly booming economy,88 aswell as by a relatively low taxation rate on cor-
porate profits.89 As investment in capital stocks stagnated, already-high levels
of public and private debt soared under the combined impact of the costly
Iraq War and the expanding housing bubble. And so, of course, did profits.
The conclusion is obvious: the anomalously highmass and rate of profit during
the ‘era of financialisation’ – and most obviously during the 2002–07 period –
was made possible only by the accumulation of an enormous volume of debt
obligations – that is to say, of fictitious capital understood as claims on future
income.

Theanomalous 2002–07ROPwas, then, both illusory andunsustainable.The
ROP was bound to fall dramatically, and this was duly accomplished in 2008.
With slightly higher profits in 2009, the ROP returned to a level closer to its long-
term trend line. Overall corporate revenues remained low, however, suggesting
that enterprise cost cutting (and some devaluation of capital stock resulting
from the recession) was responsible for the improved profit rate. The NIPA
estimates for after-tax domestic corporate profits of $666 billion in 2008 and
$845billion in 2009 stoodwell below the record $1.12 trillion registered in 2006.
However, a sharp spike to an estimated $1.07 trillion in 2010, followed by $1.00
trillion in 2011, $ 1.28 trillion in 2012, and $1.36 trillion in 2013, suggested con-
tinuing volatility in the mass of profits, the ratio of financial to non-financial

88 See Bakir and Campbell 2010.
89 See McIntyre and Nguyen 2004.
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chart 9 Non-financial corporate rate of profit (after tax), USA, 1950–2013
source: Smith and Butovsky 2018 (forthcoming)

profits, and the nominal ROP. Indeed, this spike was due in good part to the
remarkable recovery of financial profits made possible by the government-
funded bailout of the big banks as well as themassive infusion of liquidity into
the banking systemby theUS Federal Reserve at zero percent interest. The Fed’s
continuing ‘quantitative-easing’ policy beyond 2010 explains a major part of
the continuing recovery of profitability over the 2011–13 period.While the ROP
of this period undoubtedly benefited from real gains in the rate of exploitation
of productive labour (s/v), it is entirely reasonable to think that, due to the con-
tinuing presence of massive fictitious profits generated in the financial sector
and beyond, the nominal ROP, as reported, remains considerably inflated rel-
ative to the ‘real’ (Marxian) ROP.

Second, with respect to the rate of surplus-value (S/V), we find that it aver-
aged 38% in the 1950s, 38% in the 1960s, 42% in the 1970s, 34% in the 1980s,
46% in the 1990s, and 62% from 2000 to 2013 (see Chart 10). While the trend
for S/V is essentially flat between 1950 and the 1970s, it falls after 1978, reaching
its lowest point in 1986. It then embarks on a strongly upward trend between
1986 and 2007. Its trajectory over this latter period, as well as between 2008
and 2013, is very similar to that of the (anomalous) ROP. These findings support
the proposition that the decline in the ROP was arrested in good part due to a
significant increase in the rate of exploitation of productive labour (S/V), with
a long-term decline in corporate taxation playing a supplementary role. This
increased exploitation is reflected in the widening gap between the growth of
labour productivity and the growth of hourly real compensation,90 which itself
must be explained in terms of changes in the labour process, on the one hand,

90 See Shaikh 2010, pp. 49–50.
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chart 10 The rate of surplus value, USA, 1950–2013 (S/V)
source: Smith and Butovsky 2018 (forthcoming)

and falling or stagnant real wages, on the other. Again, however, to the extent
that it reflects a massive growth of fictitious financial profits, the sharp spikes
in S/V between 2002 and 2007, and again between 2010 and 2013, should be
viewed as anomalous.91 That said, it is important to note that while the ROP’s
trend line increased only slightly over the 63-year period examined, the trend
line for s/v nearly doubled. The large discrepancy between these two trends is,
of course, attributable to the effect of a rising value and organic composition
of capital.

Finally then, with respect to the organic composition of capital (OCC),
which Marx understood to be the value expression of the ratio of ‘dead to liv-
ing labour in production’, we find that the current-cost OCC displays a strong
upward trend between 1950 and 2007, reaching a peak of 4.54 in 1982 compared
to a postwar low of 2.42 in 1950 (see Chart 11).92 Much of this increase occurs
after the onset of the profitability crisis of the 1970s. However, the OCC exhibits
a very gradual long term declining trend between 1982 and 2007. The stabilisa-
tion of the OCC during this period (in a range that is nevertheless well above
that of 1950–74) suggests that the major underlying cause of the profitability
malaise of the past 30 to 40 years continues to assert itself. This conclusion is
reinforced by the even stronger upward trend of the value composition of cap-

91 The trend line for S/V is flat in the 1950–82 phase, but registers a strong, statistically sig-
nificant rise in the 1983–2013 phase (its unstandardised regression coefficient in the latter
phase is 0.014).

92 In Smith and Butovsky (2012), we noted that the ‘upward trend for the historical-cost OCC
is evenmore pronounced, with the latter reaching a peak of 2.43 in 2000 compared to 1.16
in 1950’.
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chart 11 The organic composition of capital, USA, 1950–2013 (C/S+V)
source: Smith and Butovsky 2018 (forthcoming)

ital (C/V), a ratio that effectively removes both actual and fictitious profits from
the picture (see Chart 12 for the current-cost C/V).93

The steep fall in the OCC in the early 2000s coincides with comparably steep
rises in the ROP and S/V. We think that this fall is associated with the prolifer-
ation of fictitious capital and profit, the super-profits realised by US ‘defence’
contractors following the invasions of Afghanistan and Iraq, and the anomal-
ously slow pace of new capital formation during the Bush-era ‘boom’. In light of
all this, it is reasonable to think that the path of the ‘real’ OCCmay be returning
to its historic (upward) trend line even as our reportedOCC for 2009–13 remains
below it owing to the inflationary effect of fictitious profits on its denomin-
ator.

The results of this study of the US economy lend considerable support to
the thesis that the crisis of global capitalism that erupted in 2007–08 is due to
the persistent profitability problems of productive capital, and that these prob-
lems are at the root of the ‘financialisation’ phenomenon and debt crises that
are now destabilising the world system. Furthermore, its findings reinforce the
argument that the global capitalist slump is unlikely to be overcome without
far more savage attacks on labour by capital than those that characterised the
pre-2008 neoliberal era, and without a quite significant devaluation of capital
stocks involvingwidespreadbankruptcies andpersistently high levels of unem-
ployment. In some significant measure, the super-profits reaped byWall Street
and European banks in the wake of the government bailouts of 2009must also
be seen as having beenpurchased through an increase in state debt obligations,

93 For the first (1950–82) phase, the regression coefficients for the OCC and the VCC are 0.04
and 0.05 respectively, while for the second (1983–2013) phase it is –0.03 for the OCC. In the
second phase, the VCC registers a flat trend.
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chart 12 The value composition of capital, USA, 1950–2013 (C/V)
source: Smith and Butovsky 2018 (forthcoming)

a form of fictitious capital. To stem this rising tide of debt, draconian austerity
measures and increased levels of exploitation are now being imposed on the
international working class.94

The periodwe are enteringmarks a critical turning point within (or beyond)
the neoliberal era. In the absence of concerted and effective working-class res-
istance, requiring the emergence of a consciously anti-capitalist labour move-
ment, a major restructuring of capital values and class relations is now well
underway – one that may augur well for ‘real’ profitability in the long term
but that will also produce greatly increased economic and political instability
throughout theworld and devastating results for theworking class everywhere,
including in the ‘developed’ capitalist countries.

This new period – one that might be dubbed ‘neoliberalism with a ven-
geance’ – is clearly fraught with great perils, including the likelihood of intens-
ified rivalry among the major economic powers, the rise of right-wing popu-
lism, and an accelerated assault on the rights and living standards that working
people took for granted in the liberal-democraticWest for decades afterWorld
War II – and even well into the neoliberal era.

Taken as a whole, our analysis suggests that, for the working-class majority
of the United States and other advanced capitalist countries, improved living

94 After fluctuatingbetween69and76percent from 1993 to 2005, the total financial liabilities
of OECD governments as a percentage of the OECD’s combined GDP rose rapidly between
2006 and 2011, from 74.5% to 102.4%. The total deficit for OECD countries saw a six-fold
increase as a percentage of combined GDP between 2006 and 2010 (from –1.3% to 7.7%).
According to more recent OECD figures, ‘general government gross financial liabilities’ as
a percentage of total OECD GDP was 111.2% in 2015 compared to 79.9% in 2008. See also
Roberts 2016, and Carchedi and Roberts 2018.
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standards will not be achieved through increased taxes on the rich or other
modes of ‘progressive’ income redistribution. To be sure, the capitalist class
is hoarding – and in many cases hiding – immense amounts of money prof-
it.95 But much of this profit has a purely ‘fictitious’ character, deriving from
a growing volume of debt borne by capitalist governments and the working
class. The function of the hoarded profit has been to ‘buy back’ stocks in major
corporations and financial institutions with a view to sustaining or inflating
stock-market values and to otherwise lubricate a financial system that increas-
ingly resembles a gigantic Ponzi scheme.96

Under the rule of capital, this paper wealth – consisting more and more
of claims on ‘anticipated future value’ (AFV) – cannot and will not be made
available for investment in the ‘real’ (productive) economy, and nor will it be
transferred to workers with a view to stimulating ‘aggregate demand’.97 The
reason is simple: such reallocations of AFVwould amount to using existing debt
to finance activities that risk increasing the OCC and/or lowering the rate of
exploitation, thereby exacerbating the crisis of valorisation and depressing the
(actual) rate of profit. Accordingly, any ‘left’ strategic project predicated on the
‘progressive reform of capitalism’ can only be regarded as a utopian-reformist
illusion – and certainly much less realistic than Marx’s own revolutionary-
transformative project involving ‘the expropriation of a few usurpers by the
mass of the people’.98

The conclusion is unavoidable. Now,more than ever, Marxist socialists must
declare boldly and without equivocation that the time has arrived to replace a
socio-economic order geared toward generating profits for the few with a fully
socialist system of production to meet the needs of the many.

95 Zucman 2015.
96 JasonThomas, a researcher for the private equity firmThe Carlyle Group, notes that ‘since

2009, just after the Federal Reserve took interest rates to near zero, US companies have
boosted stock buybacks by 194 percent and dividends by 66.5 percent, but investment by
[only] 43 percent’. Major corporations have capped or reduced their capital budgets while
boosting dividends. Barry Grey (2016) writes that ‘the enormous subsidies from govern-
ments and central banks are being used by banks and corporations not to increase the
productive forces, but to reward their top executives and major shareholders by bidding
up the value of their stock holdings and increasing their capital gains’.

97 This prescription has been advanced in some left social-democratic circles under the rub-
ric of ‘popular quantitative easing’.

98 Marx 1977, p. 929.
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4 Appendix 1: Data Sources andMethods for Smith (1991b) Study of
Canadian Economy, 1947–80

1. Constant Capital (stock): The sum of fixed and circulating constant capital in
both the sphere of production and the sphere of circulation (inclusive of com-
mercial services, trading, and finance, insurance and real estate) in the non-
farm, incorporated business sector of the economy. Current-dollar figures on
the fixed capital stock were obtained from the Statistics Canada bulletin, Fixed
Capital Flows and Stocks, 1926–78, and from amore recent bulletin for 1974–80.
Figures on the net capital stock (the measure used) include the value of four
components of fixed capital expenditure and investment: building construc-
tion, engineering construction, machinery and equipment, and capital items
charged to operating expenses. The circulating constant capital stock for man-
ufacturing was obtained from the Statistics Canada bulletin, General Review of
theManufacturing Industries of Canada, Vol. 1 and calculated as the sumof ‘cost
of fuel and electricity’ and ‘cost of materials and supplies used’. Comparable
data for the non-manufacturing sectors, unfortunately, could not be located. A
detailed description is provided in Smith 1984.

2. Variable Capital (annual flow): The after-tax income of all workers employed
by ‘productive capital’ plus estimated employer and employee contributions to
unemployment insurance and pension plans. Current-dollar figures for V were
obtained from the Statistics Canada bulletins, National Income and Expendit-
ure Accounts. Vol. 1. 1926–74 and NIEA, 1967–81. Excluded from consideration
as variable capital were wages and salaries paid out in agriculture, wholesale
and retail trade, the FIRE sector, Public Administration and Defence, and com-
munity, business and personal services. All figures from Statistics Canada con-
cern before tax income; consequently a comprehensive tax rate table had to
be constructed to obtain after-tax estimates. For detailed discussion, see Smith
1984.

3. Surplus-value (annual flow): The sum of profits and other investment income
(after tax), the estimated corporate officer share of ‘wages, salaries and supple-
mentary labour income’ (from NIEA), and the estimated amount of surplus-
value transferred to the state. As with variable capital, the after-tax measure-
ment of surplus-value required the use of a comprehensive tax rate table. The
ratio of ‘total taxes’ (received by all levels of government) to ‘net national
income at factor cost’ (Table I, National Income Accounts) was defined as the
effective tax rate on income. For detailed discussion, see Smith 1984.
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5 Appendix 2: Data Sources andMethods Used in Smith-Taylor (1996)
Study of the Canadian Economy, 1947–91

1. Constant Capital (stock): The current-dollar value of fixed capital in both the
sphere of production and the sphere of circulation (inclusive of commercial
services, trading, and finance, insurance and real estate) in the non-farm, incor-
porated business sector of the economy. Current-dollar figures on the fixed
capital stock were obtained from the Investment and Capital Stock Division of
Statistics Canada. The current-dollar value of the capital stock for the included
categories of the economy were reduced by a percentage reflecting the share
in GDP of non-farm unincorporated business sector income for each year from
1947 to 1991 (as indicated by figures provided in the Statistics Canada series,
National Income and Expenditure Accounts). This was done in order to avoid a
bias associated with the declining weight of the latter sector in the economy
and therefore in the aggregate value of fixed capital. Figures on the net cap-
ital stock (adjusted for straight-line depreciation) include the value of four
components of fixed capital expenditure and investment: building construc-
tion, engineering construction, machinery and equipment, and capital items
charged to operating expenses.

2. Variable Capital (annual flow): The after-tax income of all workers employed
by ‘productive capital’ plus estimated employer and employee contributions
to unemployment insurance and pension plans. Current-dollar figures for ‘v’
were obtained from the Statistics Canada series, National IncomeandExpendit-
ure Accounts. Excluded from consideration as variable capital were wages and
salaries paid out in agriculture, wholesale and retail trade, the FIRE sector,
Public Administration and Defense, and community, business and personal
services. All figures from Statistics Canada refer to before-tax income; con-
sequently, a comprehensive tax table was constructed to calculate after-tax
estimates.

3. Surplus-value (annual flow): The sum of profits and other investment income
(after tax and net of inventory valuation adjustment), the estimated corpor-
ate officer share of ‘wages, salaries and supplementary labour income’, and the
estimated amount of surplus-value transferred to the state. As with variable
capital, the after-tax calculation of surplus-value required the use of a com-
prehensive tax rate table. The ratio of ‘total taxes’ (received by all levels of
government) to ‘net national income at factor cost’ was defined as ‘the effective
tax rate on income’.The income flowswere calculated fromdataprovided in the
Statistics Canada series, National IncomeandExpenditureAccounts. For further
information of methods used, see notes 28 and 30 in Smith and Taylor 1996.
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6 Appendix 3: Data Sources andMethods Used in Smith-Butovsky
(2018) Study of the US Economy, 1950–2013

1. Constant capital stock: Value of the net stock of private assets measured
according to both current-cost (C) and historic-cost (C2) criteria. C = current-
cost net stock of private fixed assets, year-end estimates (BEA Fixed Assets,
Table 6.1, line 2). Our charts refer only to C as calculated in our spreadsheet. C2 =
historic-cost net stock of private assets, year-end estimates (BEA Fixed Assets,
Table 6.3, line 2) and are referred to in footnotes based on our spreadsheet data.
C2 figures in our spreadsheet, for each year, correspond to the historic-cost fig-
ure at the beginning of the year, i.e. the end of the prior year. (For example,
the 1980 figure in the BEA table is our spreadsheet figure for 1981. This is the
procedure also followed by Kliman 2010).

2. Surplus-value (annual flow): Corporate Profits after Tax, for Domestic Indus-
tries, taken from BEA NIPA Table 6.19 B, line 2 plus after-tax earnings of the top
1 percent of the recipients of ‘wage and salary accruals’ = S. The proportion
of earnings represented by the top 1 percent of wage and salary earners was
obtained from Saez 2015.

3. Variable Capital (annual flow): Total Wages and Salary Accruals (NIPA
Table 6.3B, Line 1)minus line 50 (wholesale trade), line 51 (retail trade), line 52
(finance, insurance and real estate), line 63 (business services), line 69 (legal
services), line 74 (miscellaneous professional services/ other services), line 74
(private household services) and lines 72 and 83 (general government services,
federal, state and local) = before-tax wage-bill of productive labour. V = before-
tax wage-bill of productive labour minus estimated tax deductions calculated
bymultiplying the ‘effective tax rate on income’ by the productive-labourwage-
bill. The effective tax rate was calculated as the ratio of personal current taxes
(NIPA Table 3.1, line 3) to personal income (NIPA Table 2.1, line 1).

4. After-tax, non-financial ROP: The procedure for calculating this (Chart 9) fol-
lows Shaikh (2010) in all respects, with the exception that we used after-tax
profit figureswhile Shaikh used before-tax figures. ‘Corporate profit as listed in
NIPA is net of actual net monetary interest paid, so we need to add the latter
item back in order to get profits before interest’ (Shaikh 2010, p. 58, Appendix).
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chapter 11

Beyond the Law of Value: Class Struggle and
Socialist Transformation

If only one tenth of the human energy that is now expended on reform-
ing capitalism, protesting its depredations and cobbling together elect-
oral alliances within the arena of bourgeois politics could be channelled
instead into an effective revolutionary/transformative political practice,
one suspects that the era of socialist globalization would be close at hand
… The objective, historical conditions for a socialist transformation are
not only ripe; they have become altogether rotten. The global capital-
ist order is presently in an advanced state of decay. The vital task today
is to bring human consciousness and activity – the ‘subjective factor’ –
into correspondencewith the urgent need to confront and transform that
objective reality.1

Such was my assessment in Global Capitalism in Crisis, published in the imme-
diate aftermath of the Great Recession of 2008–09. Nearly a decade on, one
must concede perforce that little progress has been made in accomplishing
the vital task prescribed. The capitalist class has waged a remarkably success-
ful campaign to suppress the emergence of amass socialist workersmovement
capable of addressing the ‘triple crisis’ of twenty-first-century capitalism that
was outlined in Chapter 1.

In the face of persistent global economic malaise, growing inequality, accel-
erating climate change, and worsening international relations portending
world war, global capitalism has avoided a crisis of legitimacy proportionate
to the dangers facing humanity. This anomaly speaks volumes about the power
of ideology, as deployed by the main beneficiaries of the capitalist order, to
‘obscure social reality and deflect attention from the demonstrable connec-
tions that exist between the capitalist profit system and the multiple crises of
the contemporary world’.2

InTheGerman Ideology,Marx andEngelswrote: ‘The ideas of the ruling class
are in every epoch the ruling ideas: i.e. the class, which is the ruling material

1 Smith 2010, p. 134.
2 Smith 2014, pp. 13–14.
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force of society, is at the same time its ruling intellectual force. The class which
has the means of material production at its disposal, has control at the same
time over the means of mental production, so that thereby, generally speak-
ing, the ideas of those who lack the means of mental production are subject
to it’.3 For the founders of scientific socialism, however, this was by no means
the whole story, since the consciousness of those who lack ‘means of men-
tal production’ is determined not only by the reigning ideologies of the ruling
class but also – in the end, more profoundly – by their own lived experiences
and the glaring contradictions of their social being. For this reason, powerful
socialistworkersmovementswere able to emerge from the thick fog of ideology
and tradition in the nineteenth and twentieth centuries,movementswhich not
only forced the capitalist class to make real concessions to the working-class
masses (in a bid to secure ‘class peace’), but which also posed the question of
working-class power and socialist transformation. Themost famous anthem of
the class-conscious proletariat, The Internationale, took up these great themes
in the following stirring lyrics:

Arise, ye prisoners of starvation!
Arise, ye wretched of the earth,

For justice thunders condemnation,
A better world’s in birth.

No more tradition’s chains shall bind us,
Arise, ye slaves; no more in thrall!

The earth shall rise on new foundations,
We have been naught, we shall be all!4

Today, in the twilight of capitalism, we are confronted by the paradox that
while the conditions of social being are becoming more and more intolerable,
the ideological dominance of the capitalist class (its ‘hegemony’) remains rel-
atively secure. To explain this adequately, however, requires something more
than an invocation of Marx and Engels’s time-honoured dictums; it requires a
willingness and ability to take the fullmeasure of the immense historical defeat
inflicted on the working class by the rise and fall of Stalinism in the twentieth
century.5

3 Marx and Engels 1968, p. 89.
4 Eugène Edine Pottier 1871.
5 See Smith 2014, especially Chapters 8 and 10, entitled respectively ‘Revisiting Trotsky: Reflec-

tions on the Stalinist Debacle and Trotskyism as Alternative’ and ‘Socialist Strategy Yesterday
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Stalinism was (and remains) much more than an ideological perversion of
Marxist socialism; it was/is, fundamentally, the social phenomenon of bureau-
cratic-oligarchic rule on the basis of collectivised property forms. The damage
done by this phenomenon has been wide-ranging and incalculably grave –
in its betrayal of the great promise of the Russian socialist revolution of 1917,
its besmirching of the ‘socialist ideal’, its murderous repression of its revolu-
tionaryMarxist opponents, its perfidious and essentially counter-revolutionary
influence on the most class-conscious workers’ movements in the world, and
its false self-identification (cynically abetted by the ideologues of capitalism)
with the project of Marxist socialism. The sudden collapse of Stalinist ‘real
socialism’ in the former Soviet bloc between 1989 and 1991 and its protrac-
ted withering away in China over the past quarter century could only have
lent powerful credence to the plethora of well-orchestrated verdicts on Marx’s
theory and programme that are as stridently negative as they are ignorantly
tendentious.

Owing to the fact that the crisis of Stalinist bureaucratic rule found par-
tial but unmistakable expression as a ‘crisis of planned economy’, the lesson
most easily drawn and widely promulgated by virtually all opponents of Marx-
ist socialismwas that ‘freemarket forces’ are indispensable to the optimisation
of economic productivity and prosperity. Due in good part to the deepening
crisis of global capitalism, however, this pro-capitalist lesson has lost much of
its credibility since the early 1990s. Even so, the contradictory and often bit-
ter experience of Stalinist ‘real socialism’ continues to be summoned with real
effect against the programmatic thrust of Marx’s theory: the need to achieve
a society in which the relations of people to people are no longer dominated
by ‘objective bonds’ and in which ‘universally developed individuals, whose
social relations, as their own communal relations, are … subordinated to their
own communal control’ can fulfill the promise of a non-alienated individuality
marked by ‘universality and the comprehensiveness of … relations and capacit-
ies.’6

As the historical-structural crisis of capitalism continues to unfold, Marx’s
unified theoretical and political project is sure to be embraced once again by
many millions of people striving for rational answers to the enormous prob-
lems of our twenty-first-century world. But for this to happen in the most pro-
pitious of ways, the hegemonic forms of ‘Marxist-socialist practice’ in the last
century (social-democratic gradualism and Stalinist ‘national reformism’) will

and Today: Notes on Classical Marxism and the Contemporary Radical Left’ (the latter co-
authored by Joshua D. Dumont).

6 Marx 1973, p. 162.
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need to be exposed for what they were: fundamental departures from Marx’s
value-theoretic critique of capitalism and programme for human emancipa-
tion.

Fortunately, this exposure should be much easier to undertake in the years
to come than at any other time in the past.

Recent historical experiences, several of whichwere referenced in Chapter 1,
have revealed to growing numbers that no good reasons exist to believe that
the working class ought to conciliate the bourgeoisie with a programme of
reformswithin the frameworkof capitalism, or that progress toward a rationally
planned socialist economy can be made without the full and democratic parti-
cipation of the associated producers and consumers, and without the support
of a globalised socialist division of labour. To claim that Marx thought other-
wise, as many purported ‘Marxists’ still do, is to engage in the worst kind of
chicanery. Marx’s analysis of capitalism points socialist practice precisely and
unmistakably toward a revolutionary confrontation with the capitalist order –
a social order that relies on the operations of the law of value to divide, dis-
orient, and blackmail the working class into abiding by capital’s ‘rules of the
game’. And just as decisively, Marx’s critique of capitalist alienation suggests
that the material and social bases for authentic socialism can only be laid
through a commitment to internationalist (universalist) principles and a qual-
itative extensionof individual humancapacities – something that is impossible
to achieve so long as society remains in the grip of a bureaucratic dictatorship.

For revolutionaryMarxists, Marx’s true followers, the debilitating contradic-
tions of advanced capitalism necessitate the scrapping of both the ‘free mar-
ket’ and bureaucracy as the dominant (mutually reinforcing) modes of social
organisation in favour of a system of socialist ‘self-administration’ and rational
planning – a system whose prerequisite (a radical reduction in ‘necessary
labour’ through an accelerating technological revolution and automisation of
production) has been brought into being by capitalism itself, even as the latter
must continue to block its full realisation in compliance with the law of value.

This internationalist-socialist vision of real human progress needs to be vig-
orously promoted as a counterweight to the reactionary forces and ideas now
being unleashed in response to the decay of capitalism. Accordingly, Marxists
must shed their traditional reticence to ‘construct in thought’ an appealing vis-
ion of an alternative socialist society, not least because such a vision is more
than ever necessary to motivating an authentically socialist human agency.
Only on this condition can the pervasive ‘cynical reason’ of our time be over-
comeandconfidence inhumanprogress recaptured, for only then canwebegin
to anticipate the end of the abhorrent rule of capital – and the increasingly irra-
tional domination of the Invisible Leviathan.
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The practical, ‘programmatic’ relevance of the lawof value to the revolution-
ary socialist project that all of Marx’s theoreticalworkwas intended to servehas
been referenced throughout this book, and yet most participants in the con-
troversy surrounding value theory have been reluctant to explore the intimate
link it has always had with practical political concerns. This final chapter seeks
to redress this deficit by focusing on two interrelated aspects of the interface
between the theory of value and socialist politics: the first pertaining to the
urgent task of delineating a programmatic orientation for the workers’ move-
ment to end the rule of capital, and the second pertaining to issues of ‘socialist
construction’. Given the enormous scope and highly contentious nature of the
questions addressed, as well as the limited space that can be given to them
here, the aim of the following discussion is essentially exploratory – to sug-
gest some of the ways in which value theory can be articulated with the class-
struggle politics of Marxist socialism. Needless to say, no pretence ismade here
to exhausting the topic.

1 TheWorking Class, Value, and Anti-capitalist Struggle

The questions we begin with are these: Can Marx’s value-theoretical analysis
of capitalism contribute significantly to explaining historical changes in the
physiognomyand socialweight of theworking class?And if it can, does a value-
theoretical analysis of class help us to understand the uneven and discontinu-
ous development of working-class consciousness and class struggle over the
history of capitalism? The answers to these two questions are of signal import-
ance to Marxism understood as an ‘integrated’ theoretical-political project, for
this project has always been predicated on the idea that the working class not
only has an ‘historical interest’ in ending the rule of capital and abolishing cap-
italist relations of production, but is also strategically positioned to undertake
the reorganisation of society along socialist lines.

From the perspective of the early twenty-first century, Marx’s original vision
of workers’ revolution may seem quixotic to many, particularly if the ‘working
class’ is defined, as it so often has been, to exclude the more skilled and better
educated wage and salary earners. But once it is understood that the working
class, as Marx defined it, constitutes a decisive majority of the population of
the developed capitalist countries and an emerging majority in many newly
industrialising ones, and once it is stipulated that this majority should be able
to rally the support of at least some segments of the professional-managerial
and intellectual ‘middle class’ in its more serious confrontations with a capital-
ist order that is not merely in decline but in an advanced state of decay, Marx’s
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vision of proletarian revolution begins to lose it aura of ‘unrealism’ – while the
antithetical notion of capital’s ‘eternal rule’ acquires the unmistakable aspect
of a fantastic dystopia.

1.1 Marx’s Proletarianisation Thesis
In the Communist Manifesto and some of his other writings, Marx refers to the
inevitability of a process of polarisation between the two fundamental social
classes of capitalist society, the bourgeoisie and the proletariat, and a concom-
itant decline of all other classes. Furthermore, in the famous climactic chapter
of Capital, Volume I, entitled ‘The General Law of Capitalist Accumulation’,
Marx predicted the historical eclipse of themiddle class and its proletarianisa-
tion consequent to the concentration and centralisation of capital. This may
be referred to as Marx’s ‘proletarianisation’ thesis.

Has this prediction been borne out by history? Before this question can be
answered, two preliminary observations are in order. The first is that Marx,
unlike many Marxists, never disqualified ‘unproductive’ labourers from the
ranks of the working class – understood, in Carchedi’s sense, as the ‘collect-
ive labourer’.7 The second is that Marx appeared to believe that unproductive
labour was a phenomenon subject to gradual historical decline with the fur-
ther development of capitalism. In this latter regard, however, he turned out
to be both correct and incorrect. Marx was certainly right to expect that the
traditional ranks of the unproductive labour force – domestic servants and
other hangers-on of the privileged classes – would diminish over time. But
his expectation was wrong inasmuch as it failed to anticipate the emergence
and momentous expansion of new types of unproductive labour – the socially
necessary yet unproductive workers employed by the state and by commercial,
financial and industrial capital. Arguably, Marx’s failure in this respect can be
attributed to an unduly ‘optimistic’ view that capitalism would not overstay its
historical welcome: the growth of socially necessary unproductive labour may
be seen, after all, as a by-product of a rather long and drawn-out historical-
structural crisis of the capitalist mode of production. All the same, the prolif-
eration of such labour, as discussed in Chapters 8 and 10, can only be properly
understood in light of the operations of the capitalist law of value – and the
long-term effects of the law of the falling rate of profit.

While Marx never disqualified all unproductive labourers from the ranks of
the proletariat, the same cannot be said for a great many twentieth-century
class theorists, Marxist and non-Marxist alike. It has been remarkably com-

7 Carchedi 1977 and 1983.
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mon for neo-Weberian and functionalist sociologists to distinguish between
‘white collar’ and ‘blue collar’ workers and to rather impressionistically draw a
class line between them. In a similar vein, Nicos Poulantzas has argued, from a
purportedly Marxist standpoint, that wage-labourers who are not directly pro-
ductive of ‘material’ commodities, and/or who are engaged instead in mental
labour or supervisory functions, are properly classified as non-proletarian con-
stituents of a ‘new petty bourgeoisie’.8

Other Marxist theorists have maintained that membership in the working
class should be reserved to those wage-labourers who create surplus-value,
whether in the course of producingmaterial or service commodities. J.K. Lind-
sey, a good representative of this approach, argues that the ‘production work-
ing class’ should be distinguished from the ‘circulation working class’ on the
grounds that the former is exploited while the latter is merely ‘oppressed’.9
Lindsey makes the unobjectionable point that the relation between produc-
tion and circulation workers is not an antagonistic one; yet this sits uneasily
with his thesis that circulation workers, along with the members of what he
calls ‘an ideological class’, live off the surplus-value appropriated by capitalists.
Like many other Marxists, he conflates the various categories of unproduct-
ive labour and then asserts that all unproductive labour is ‘exchanged with
revenue’. In this way, socially necessary unproductive labourers are treated,
in value-theoretical terms, as a kind of ‘luxury good’ of the social capital,
employed at the sufferance of the bourgeoisie and supported out of the rev-
enue component of social surplus-value. Even though socially necessary to the
reproduction process of capitalist society, these workers are regarded no more
as victims of capitalist exploitation than are the domestic servants with whom
they are conceptually assimilated.

An extended argument for rejecting such an understanding of socially
necessary unproductive labour has already beenmade inChapters 8 and 10 and
need not be repeated here. The different locations of production and circula-

8 Ellen Meiksins Wood, in her important book The Retreat from Class, identifies Poulantzas
(1978) as the forerunner of a non-class-struggle ‘new “true” socialism’ that has been embraced
by many erstwhile Marxists, among them Gorz (1982) and Laclau and Mouffe (1985). As
Wood demonstrates so well, Poulantzas’s erroneous theoretical conceptualisations of class
were very much in the service of first a Maoist and then a Eurocommunist politics oriented
toward subordinating the independent workers’ movement to class-collaborationist, ‘pop-
ular front’ alliances. The influence of such Stalinist conceptions continues to inform the
theory and politics of manywhonow identifywith ‘post-Marxist socialism’, aswell as amajor-
ity of ostensible Marxists. On this, see also Smith 1996–97 and Smith 2014, Chapters 8 and
10.

9 Lindsey 1980.
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tion workers within the overall process of capitalist reproduction should nev-
ertheless be appreciated. Circulation workers, along with workers employed
or maintained by the capitalist state, are rather ‘directly’ involved (whether
consciously or unconsciously) in the reproduction of capitalist social relations,
while productionworkers aremore directly involved in the reproduction of the
‘physical’ elements of society. Theoretically, this circumstance may make cir-
culation workers less likely than production workers to develop anti-capitalist
attitudes. Even so, such a hypothetical difference in consciousness is an inad-
equate basis for contending that circulation workers are ‘not exploited’ and
therefore belong to a ‘different class’ than production workers. One should add
that it is highly questionablewhether such a difference in consciousness can be
convincingly established, much less linked to different structural locations in
reproduction.10 Indeed, over the last few decades, unproductive public-sector
workers (teachers, civil servants, healthcare workers, etc.) have often been in
the forefront of working-class struggles against worsening capitalist austerity
and privatisation of social services and infrastructures.

Although a clarification of Marx’s ideas regarding socially necessary unpro-
ductive labour is of great moment to a value-theoretical mapping of the con-
temporary class structure, it hardly resolves all of the pertinent questions
under debate. For example, Erik Olin Wright, following a cogent critique of
Poulantzas’s catch-all category of the ‘new petty bourgeoisie’, fruitfully sugges-
ted in an early work that ‘positions within the social division of labour can
be objectively contradictory’, and, proceeding from this insight, identified sev-
eral ‘contradictory class locations’ situated at the boundaries of the three prin-
cipal social classes of capitalist society: the bourgeoisie, the proletariat, and the
(traditional, self-employed) petty bourgeoisie.11 ForWright, contradictory class
locations can exist between any pair of these classes, suggesting that the indi-
viduals occupying such locations share structural characteristics in common
withmore than one class (for example, a foreman, who ‘commands’ the labour
of others but who remains subject to exploitation by capital).12 Robert Weil
takesWright’s analysis a step further, arguing persuasively that petty-bourgeois

10 SeeWright 1985 and Carchedi 1988 for contrasting insights on these issues.
11 Wright 1978.
12 Wright’s later ‘neo-Marxist’ works on social class (which reflect, among other things, a

movement in the direction of Weberian and neo-Weberian conceptions) are decisively
influenced by the neo-Ricardian critique of Marx, a major influence on the Analytical
Marxism school to which he belongs. While often hailed by non-Marxist sociologists as
more ‘rigorous’ than his earlier work, these studies evince weaknesses that can be traced
back toWright’s abandonment of the Marxian value theory he once espoused.
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commodity producers within capitalist society also constitute a contradictory
class location, insofar as they act out the roles of both capital andwage labour.13

Whether ambiguously positioned wage labourers like engineers and man-
agers should be conceptualised asmembers of a contradictory class location, a
‘service class’ or a ‘newmiddle class’,14 the analysis of their proliferation under
advanced capitalism can only benefit from a Marxist value-theoretical per-
spective that recognises that the problems of value production and realisation
call forth an ever-more elaborate technical and social divisionof labour – that is
to say, an increasingly complex and differentiated occupational structure that
tends to obscure the real contours of the class structure.

How then do these observations pertain to Marx’s thesis concerning the
progressive polarisation of the capitalist class structure and the historical tend-
ency toward the proletarianisation of ever-larger segments of the population
under contemporary capitalism? In my view, they substantially support it. The
complexity of the contemporary class structure is most apparent within the
working class itself, which has become increasingly differentiated with respect
to its roles in social reproduction. At the same time, the increasing weight of
the working class is also indirectly reflected in the fact that the ‘contradictory
class location’ or ‘new middle class stratum’ that has experienced the greatest
expansion in advanced capitalist societies over the course of the past century
is precisely the one straddling the bourgeoisie and the proletariat.

1.2 Value, Class Struggle and Bureaucracy
The problem of how the productivity-increasing imperative of the capitalist
law of value has been ‘adulterated’ during the era of capitalist decline cannot
be adequately specified without reference to the central role played by class
conflict. Purely structuralist accounts of Marx’s economic laws of motion tend
to view the class struggle as a mere epiphenomenon of the ‘objective’ contra-
dictions of capitalist production/reproduction. The implication of such a view
is that class practices, mediated by consciousness, can have little impact on the
overall direction of capitalist development. Yet precisely because subjectively-
oriented practices do not belong to a realm autonomous from ‘objective laws’,
but, to the contrary, belong to the sameorder of social being, a value-theoretical
account of capitalist development must specify the ways in which the class
struggle impacts on the expression – that is, the concrete historical forms –
of these laws.

13 Weil 1995; see also Smith 2014, Chapter 11, ‘Rethinking “TheMiddleClass”: Ideological Con-
structions and Contradictory Structural Locations’.

14 Abercombrie and Urry 1983, Carchedi 1983 and 1987.
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Precisely because capital encompasses an antagonistic relation between
capitalists and workers, as well as a competitive relation between commod-
ity producers, a strong incentive exists for capitalists to reduce their costs of
production through labour-saving and/or labour-displacing innovation. In this
connection, capitalists derive two main functional benefits from the resulting
increase in the technical composition of capital: (1) it promotes the real sub-
sumption of labour under capital; and (2) it reproduces the reserve army of
unemployed and underemployed workers required to maintain a downward
pressure on wages. Both of these benefits to capital are substantial and even
indispensable for subjective as well as objective reasons. The reproduction of
unemployment, for example, is not only useful in keeping the labour move-
ment ‘off balance’ and in mitigating wage-push/profit-squeeze phenomena;
it is also vital to instilling a sense of insecurity in workers, rendering them
less likely to undertake militant anti-capitalist action. Similarly, while the real
subsumption of labour by capital involves an increased production of relative
surplus-value, it also entails a continuous deskilling of ‘qualified labour’, a pro-
cess that fosters the capital-fetishistic notion that labour is a mere adjunct to
the independent power of capital.

But these points hardly exhaust the matter. Not only do workers resist tech-
nological redundancies and deskilling technical change, they also react to the
crisis tendencies bred by a rising organic composition of capital. Moreover, it is
precisely becauseworkers have an anti-capitalist option open to them (namely,
the struggle for the socialist transformation of society) that the capitalist class
must tread carefully in its efforts to follow the objective dictates of the capit-
alist law of value (euphemistically referred to by its defenders as ‘free market
forces’). While workers (consciously or unconsciously) can and do challenge
the limits of the law of value, capitalists can seek only to modify its effects in
accordance with their class interests, which includes an interest in maintain-
ing some reasonable level of ‘class peace’. What this suggests is that the laws
of motion of capital create a framework within which a multitude of choices
are made pertaining to class practices. Capitalists have no option but to limit
their class practices to this framework, and they bend every effort to get the
working class to do the same – very often, it must be said, with the vital assist-
ance of trade union officials and reform-oriented ‘socialists’. Yet the working
class remains within this framework only to the degree that the conscious-
ness of workers remains limited to it. There is no real ‘community of interests’
between capitalists and workers. Bourgeois class interest dictates that capit-
alists ‘respect’ and ‘obey’ the law of value (by ‘putting profits first’), just as
proletarian class interest dictates that workers repudiate and seek to supersede
it (by constructing a social order geared toward meeting human needs).
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That said, the historical tendency of the class struggle within capitalism has
been to push toward an ever-greater ‘objective socialisation’ of the reproduc-
tion process. On the one hand, a key aspect of the progressive historical mis-
sion of capitalism has been to promote ‘the growth of technical coordination,
interdependence and integration in production, by which capitalism increas-
ingly generates the negation of the private labour and private production from
which it was born – first inside single factories, then within a number of pro-
duction units and branches of industry, and finally between countries’.15 On
the other hand, the pressure of the class struggle and capitalism’s sharpening
objective contradictions have forced the capitalist class to submit to a process
of ‘unproductive socialisation’, through which the overhead costs of capitalist
reproduction (the state, the administration of industry, the sales effort, fin-
ance and credit) have grown enormously. Given the necessarily antagonistic
and exploitative character of capitalist social relations of production, the pre-
dominant organisational mode emerging from these socialisation tendencies
has been the bureaucraticmode.

The essence of all bureaucracy, and especially industrial bureaucracy, is a
thoroughgoing division between mental and manual labour.16 Such a division
is implicit in the real subsumption of labour by capital (as analysed by Marx),
and is rendered explicit in the principles of ‘scientificmanagement’ elaborated
by Frederick W. Taylor among others. Short of a complete elimination of liv-
ing labour from production, what capital seeks to achieve is effective control
over the labour process and a qualitative attenuation of the class struggle at the
point of production on terms favourable to surplus-value production. In gen-
eral, this project is furthered by efforts to continuously ‘transfer’ to machinery
the skills formerly wielded by living labourers, thereby eliminating all vestiges
of craft production – a state of affairs in which the more skilled workers per-
form both brain work (planning) and manual functions.

The separation of conception and execution, together with the relegation of
living manual labour to mechanically repetitive tasks, is integral to a capitalist
class strategy to enforce the domination of capital – the ‘hegemony of valorisa-
tion’ – over theworking classwithinproduction.This constitutes theperfection
of what Marx calls the ‘despotism of the factory regime’. The essential con-
tent of this strategy is a ‘cognitive appropriation’ of the skills and technical
knowledge of skilled craftspeople, their incorporation intomachinery through
scientific and technological innovation, and the development of a managerial-

15 Mandel 1975, p. 595, emphasis added.
16 Deutscher 1973, Braverman 1974, Söhn-Rethel 1978, Clawson 1980, Mandel 1992.
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bureaucratic layer whose goal is to both ensure the technical efficiency of the
production process and, under the guise of ‘maintaining labour discipline’,
thwart any tendencies toward worker control of the labour process.

It should be emphasised that the above features of the bureaucratisation
of industry are promoted by value relations in general, and not only by class
struggle at the point of production. Moreover, the tendency toward the
deskilling anddequalificationof labour is partially offset by a counter-tendency
toward the creation of new types of skilled labour, a process which is itself a
consequence of the drive of capitalist firms to reduce production costs per unit
of output in order to more effectively meet the challenges of competition.

The real subsumption of labour by capital attests to the ongoing role of
capital in enhancing the productivity of labour at the level of the individual
productive enterprise. For Marx, this role is historically progressive and its res-
ults form the material presuppositions of socialism: ‘[To] the degree that large
industry develops, the creation of real wealth comes to depend less on labour-
time and on the amount of labour employed than on the power of the agencies
set in motion during labour-time, whose powerful effectiveness is … out of all
proportion to the direct labour-time spent on their production, but depends
rather on the general state of science and on the progress of technology, or the
application of science to production.’17

This passage clearly shows thatMarx refrained from condemning capitalism
for its tendency to free material production from the need for living human
labour of all types; rather, he indicted it for not realising the full potential of
the technological revolutions that it sponsored under the whip of the law of
value.The tragedy, forMarx,wasnot that craft skill, a relic of the ‘artisanalmode
of production’, was giving way to automation; the tragedy was rather that cap-
italist relations of production, involving the measurement of social wealth in
terms of labour-time, reserved all the benefits of automation for the capitalists,
while condemning the workers to increasing alienation, economic insecurity,
and cognitive degradation.

Technological revolutions are one thing, however, and bureaucratisation
something else again. The claim of most sociological apologists of industrial
bureaucracy is that bureaucratic organisation – the centralisation of know-
ledge about production in the hands of a ‘hired-gun’managerial stratum enjoy-
ing the confidence of the capitalist owners – is an ‘essential ingredient’ to
optimal productivity and efficiency in industrial enterprises. But this claim
can be easily dismissed. For while the separation of conception and execution

17 Marx 1973, p. 705.
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might indeed be a necessary feature of labour-saving technological innovation,
the ‘division of head and hand’ need not follow from this, especially as the
role of the ‘hand’ declines in importance with the automisation/ robotisation
of large-scale industrial production processes. There is really no reason why
‘conception’ cannot be the privilege – or, better, the right – of all of the associ-
ated producers, regardless of their specialised roles in the technical division of
labour –no reason except for the class imperative of capital to hoard an esoteric
body of knowledge useful to fortifying its domination over the labour process.

In sum, it is vitally important from a value-theoretical standpoint to distin-
guish those aspects of the real subsumption of labour by capital that promote
the productivity of labour and real progress in liberating human labour from
toil and drudgery, from those aspects that involve a bureaucratic appropriation
and centralisation of knowledge and decision-making in the hands of capital-
ist management. The latter aspects pertain to the exploitative capitalist form
of the law of value, while the former pertain to a perennial tendency of the
law of value to promote technical rationality – a tendency that capital sup-
ports only up to a point. To pose this matter a little differently, the bureaucratic
organisation of the production process is not at all a necessary by-product
of labour-saving technological innovation. To the contrary, the displacement
of living labour from production and the spread of automation, robotics and
digital technologies should undermine any purely ‘technicist’ rationale for bur-
eaucratic relations of authority, while liberating the social time required for
educating and involving all of the ‘associated producers’ in the management
not only of workplaces but society as a whole.

1.3 TheValue of Labour Power: Labour-Market Segmentation and
Working-Class Fragmentation

As already pointed out, the tendency toward the deskilling and homogen-
isation of the working class is offset to some extent by a counter-tendency
toward the creation of new skills and qualifications. This counter-tendency is
partly dictated by the exigencies of technological innovation in the ongoing
quest of capitals to reduce unit costs of production. However, differentials in
wages are not solely the result of differences in levels of skill, and processes of
deskilling/reskillingmay be somewhat incidental or tangential to other factors
that contribute significantly to labour-market segmentation and class frag-
mentation.

The value of individual labour powers is not determined simply by an
‘objective’ calculus in which the cost of reproducing the ability to work is
defined in terms of physiological subsistence expenditures plus the educa-
tional and other costs incurred by workers in acquiring, exercising and main-
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taining a particular set of skills. In Capital I, Marx argues that the value of
labour power has a historical andmoral component aswell.18 AlthoughMarx is
ambiguous on the point, it seems appropriate to apply this consideration to the
definition of the value of both ‘simple’ and ‘qualified’ labour power. From this
perspective, the incorporation of a social-constructionist view into a theory of
labour power valuation becomes a rather straightforward matter.19

Qualified labour is not entirely synonymouswith skilled labour.Nor are skills
entirely objective attributes of individual workers who have incurred determ-
inate costs in acquiring them. To put the matter bluntly, a qualification for a
relatively ‘privileged’ and well-paid position within the division of labour may
simply bemaleness, a white skin, or the right social connections (whether with
upper capitalist management or the director of a union hiring hall). Similarly,
the criteria for distinguishing between skilled, semiskilled and unskilled work
tasks may have less to do with formal education and training than with how
gender, race, and other ‘status’ considerations influence their distribution. For
example, a highly talented seamstress may be defined as semi-skilled and a
male truck driver as skilled simply because the very notion of skill has tradi-
tionally been associated with male craft organisation.

The value of labour power then is determined to a considerable extent
by prevailing social norms, lifestyle expectations, racial, ethnic and gender
inequalities, and other strictly non-economic considerations. In the world of
commodities, the social equality of commodity-producing labour is the rule,
and the ‘level playing field’ the accepted norm. But commodities share the
real world with human beings whose social relations and consciousness reflect
the influence not only of commodity production and exchange but also long-
standing cultural traditions and cross-cultural antagonisms – many of which
are of considerable strategic importance to capital in keeping theworking class
divided. Not surprisingly, it is precisely in the area of determining the value of
individual labour powers that these relatively autonomous ‘cultural’ influences
can be most profoundly felt – trampling underfoot all attempts to ‘objectively’
compare the ‘value’ of different work tasks.

In a provocative contribution, Michael Lebowitz argues:

[The] value of labour-power has a tendency to adjust to its price – rather
than the reverse! Accordingly, Marx was wrong to state [in Value, Price
and Profit – MS] that ‘as with all other commodities, so with labour, its

18 Marx 1977, pp. 274–5.
19 Thompson 1989.
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market price will, in the long run, adapt itself to its value’. Rather than a
fixed magnitude, the set of necessities entering into the value of labour-
power is inherently variable: ‘This historical or social element, entering
into the value of labour, may be expanded or contracted, or altogether
extinguished, so that nothing remains but the physical limit’.20

In my view the burden of Lebowitz’s criticism of the Marx of Value, Price
and Profit is unobjectionable, and I share his regret that neither Marx nor his
immediate successors elaborated the sort of ‘political economy of the work-
ing class’ that Marx had apparently envisaged for his planned volume on wage
labour. The consciousness and struggles of workers, both their victories and
defeats, have a major bearing on how the price and therefore the historically
and morally determined value of labour power are established in any given
period.21 The same point applies to ‘qualified’ as well as ‘unqualified’ labour
powers.

Even so, one should always bear in mind that the variability of the value of
labour power pertains principally to the historical, social, or moral elements
in its determination, while definite physical limits provide an enduring object-
ive floor below which the quality of even the simplest, most unskilled labour
power is seriously compromised. The value of the necessities entering into this
physical floormay be said to determine the subsistence component of the price
of labour power, just as the total price of specific labour powers, mediated by
cultural and class-struggle factors, will determine the historically constituted
value of labour power.22 Yet the necessities comprising the subsistence com-

20 Lebowitz 1991, pp. 144–5.
21 My agreement with Lebowitz on this point does not extend to all aspects of his argument

concerning the ‘political economy of the working class’. See Lebowitz 2003 for a more
complete statement of his views. For one of several important critiques, see Fine 2008.

22 Not the least of these ‘cultural’ circumstances concerns the issue of whether the value of
labour power is normatively equated with an individual or family wage. Marx suggests
that the value of labour power must take into account the wage-labourer’s obligation to
support non-wage-earning family members (a spouse, dependent children, etc.). But this
obligation – a ‘moral’ determinant of the value of labour-power – can be seriously atten-
uated, especially under conditions of increased labour force participation by women (a
factor that may or may not be the result of a decline in the real wages of male workers
and that may or may not promote such a decline). Related to this issue is the ongoing
debate surrounding the contribution of unpaid domestic labour to the reproduction of
the commodity labour power and therewith (indirectly) the production of surplus-value
in the public economy. For a recent overview and several searching contributions on
these issues, see the ‘Special Issue on Social Reproduction’,HistoricalMaterialism, 24, no. 2
(2016).
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ponent of the wage are themselves subject to changing historical conditions.
For example, in the early days of the industrial revolution,workers usually lived
within walking distance of their workplaces, and for this reason, transporta-
tion costs rarely entered into the value of labour power. Today, at least in the
‘developed’ capitalist world, such costs are unavoidable, and the worker’s wage
must be adequate to cover them. What is still subject to historical, moral or
class-struggle adjudication, however, is whether the wage will be sufficient to
provide theworkerwith a bicycle, bus fare, amodest automobile or a sport util-
ity vehicle!

The substantially arbitrary or contingent ways in which the value of labour
power is determined beyond the physiological minimum necessary to the
social reproduction of its simplest forms suggests that a redistribution of value
may occur among workers just as it occurs among capitals – even though, of
course, for different reasons and through different mechanisms. Diverse levels
of class organisation (unionisation, in particular), gender, ethnic and racial dis-
crimination, and ‘cultural constructions’ pertaining to skills or qualifications
may affect the distribution of the total value ‘available’ to wage and salary
earners, and may thereby contribute to invidious political divisions within the
working class. Whether furthered by the capitalist ruling class or by workers
themselves, such fragmentation can only contribute to the emergence of dis-
parate, and sharply contradictory, forms of working-class consciousness.

1.4 Cognitive Labour in Twenty-First-Century ‘Digitised’ Capitalism23
A significant recent development in the advanced capitalist societies (and
indeed in some not so advanced) has been the emergence of a new layer of
wage and salary earners employed in the digital-technology industries, a phe-
nomenon some theorists suggest is fundamentally transfiguring twenty-first-
century capitalism. A school of thought influenced by the ‘post-Marxist’ (and
essentially capital-fetishistic) views of Michael Hardt and Antonio Negri has
argued that an age of ‘cognitive capitalism’ has arrived, one in which manual
wage-labour has been eclipsed as the principal source of surplus-value by the
cognitive labour of highly skilledworkers overseeing the production and devel-
opment of enormously profitable digital devices whose market value depends
much more on the technical information they embody than on the labour
required for their production.24Thesewell-paid ‘middle-class knowledgework-

23 This section is adapted from Smith 2014, p. 294.
24 See Hardt and Negri 2000 and 2004, and Boutang 2011. For a critique of Hardt and Negri’s

capital fetishism and misconstrual of Marx’s value theory, see Smith 2014, Chapter 4, and
Camfield 2007.
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ers’ are seen as central to contemporary capitalism not so much because of
their numerical weight (which is understood to be insubstantial) but by dint
of the increasingly crucial role they purportedly play in the valorisation of cap-
ital.

This ‘cognitive capitalism’ thesis – the latest in a never-ending series of
attempts to demonstrate the ‘outmoded’ character of Marxist theory and polit-
ics –must be recognised as resting upon a veryweak theoretical foundation. As
Carchedi, Starosta and Huws have argued (albeit in somewhat different veins),
the theorists of cognitive capitalism and ‘digital labour’ have failed to make a
convincing case that the primary source of surplus-value has ceased to be the
exploitation of the mass of wage-earners or that the production of ‘wealth’ in
contemporary capitalism has somehow been liberated from the imperatives of
the law of value.25 Indeed, the deepening valorisation crisis and accompany-
ing financialisation of global capitalism over the last few decades testify to the
manifest failure of digital technology to even stabilise much less reinvigorate
the latter. From the standpoint of the global, macro-economic requirements of
capital, this new technology may instead be much more a part of the problem
than a solution to the persistent malaise and structural crisis of twenty-first-
century capitalism.

1.5 Class Consciousness: Regional and International Dimensions
International capital mobility and the dismantling of barriers to ‘free trade’
within the capitalist world market provide the basis for the formation of ten-
dentially uniform prices of production across national lines and even on a
world scale. This, in turn, allows for the possibility of significant transfers of
surplus-value between countries. The more prominent the tendency toward
the international equalisation of profit rates, the more scope there is for tech-
nologically superior capitalist countries to offset crises of profitability at the
expense of their weaker trading partners. The pool of social surplus-value avail-
able for distribution amongst individual capitals becomes internationalised,
and how it is distributed comes to decisively shape the relative fortunes of
regions, countries, and even whole continents.

On a world scale, the distribution of internationalised social surplus-value
comes close to resembling a zero-sum game, particularly under conditions
of economic contraction and crisis within the capitalist world economy as a
whole. The condition for prosperity, growth and rising average living stand-
ards in a particular zone of capitalist economic activity becomes the failure

25 See Carchedi 2011b, Starosta 2012, and Huws 2013.
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of other zones to adequately compete and thereby prevent a transfer of value
to more competitive zones.

Workers living in themore ‘advanced’ or ‘developed’ zones of the world cap-
italist economy enjoy the benefits of an economic environment that is not
only wealthier but also less prone to the most severe manifestations of cap-
italist economic crisis. Indeed, through the various mechanisms of interna-
tional value transfer, the most developed capitalist zones can often use the
less developed zones as shock absorbers for the crisis tendencies originating
in their own economies. The Latin American debt crisis of the 1980s is a prime
example of this phenomenon, as is the debt crisis that has afflicted the south-
ern tier of the European Union, above all Greece, in more recent times.26

The possibility of resolving the domestic manifestations of capitalist crisis
at the expense of other regions, other countries and other nations encourages
a tendency on the part of working people, and especially the bureaucratic offi-
cialdoms of organised labour, to seek a solution to their economic problems
in regional, national or continental (trade-bloc) terms. Such strategies almost
invariably involve a perspective of collaborationwith one’s ‘own’ capitalist class
in a cross-class project of ‘winning the war for markets’ and are frequently per-
meated with racism and xenophobia. As such, they are profoundly at odds
with the internationalist working-class perspective which alone can counter
the logic of a lawof value that refuses to recognise either national boundaries or
regional peculiarities, and that operates in such a way as to seduce the unwary
into a class-collaborationist perspective of ‘beggarmy neighbour’ competition.

1.6 The Social Psychology of the Exchange Abstraction
In Chapter 2, I argued that Alfred Söhn-Rethel’s thesis concerning the devel-
opment of the ‘real abstraction of exchange’ offers a materialist explanation of
the origin of the ‘categories a priori’ at the heart of Kant’s philosophy. At the
same time, however, Söhn-Rethel points to the division of mental and manual
labour as critical to a materialist critique of Kantian epistemology:

The presuppositions of Kant’s epistemology are quite correct in so far as
the exact sciences are indeed created by mental labour in total separa-
tion from and independence of the manual labour carried out in produc-
tion. The division between head and hand, and particularly in relation
to science and technology, has an importance for bourgeois class rule
as vital as that of the private ownership of the means of production …

26 See George 1988, Magdoff 1992 on the third-world debt crisis, and Rasmus 2016 on Greece.
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The class antagonism of capital and labour is linked intrinsically with the
division of head and hand.27

Kant’s antinomies and his epistemological account of the division of mental
and manual labour reflect the profound impact of the exchange abstraction
in engendering a dualistic consciousness and worldview. Indeed, Kant’s very
opposition of principles a posteriori to principles a priori (corresponding to
the division between the contribution of the senses and the contribution of
reason to human knowledge) could only have occurred to a philosopher liv-
ing in an era in which the division of mental and manual labour had been
powerfully ramified by the development of a body of scientific knowledge and
‘method’ increasingly dissociated from ‘practical’ manual tasks. Kant took for
granted this epistemological dualism,without inquiring into its socio-historical
provenance; indeed, he linked it to a none-too-disguised ontological dualism
(noumena-phenomena, Müssen-Sollen, and so on). Other philosophers have
suggested that cognitive dualism is deeply rooted in ‘human nature’ and is con-
sequently a ‘natural’ way of regarding theworld. By contrast, Söhn-Rethel’s ana-
lysis suggests that cognitive dualism appears natural only so long as its roots in
the division of head and hand, and in determinate elements of the commodity-
exchange abstraction, remain hidden.

The unfolding of the capitalist law of value has not only brought the divi-
sion of mental and manual labour to its apotheosis; it has also, through the
generalisation of the exchange abstraction, encouraged a generalised dualistic
consciousness. This consciousness is characteristic not only of the dominant
formsof bourgeois philosophyand social theory, but of theworldviewsof broad
sections of the population, including the working class.

The significance of this should not be missed, for the dualistic outlook is
profoundly at odds with the standpoint that ‘the material’ can be brought into
alignment with ‘the ideal’ – that conscious activity can reshape reality if it is
properly informed by both science (defined by Marx as ‘the general product of
social development’) and morality (defined as ideas in the service of human
well-being and flourishing).28

Thus dualism encourages a fundamentally conservative and ‘anti-utopian’
posture according to which ‘what ought to be’ (Kant’s Sollen) is always at odds
with ‘what is (or must be)’ (Müssen). What’s more, the dualistic conception
of the relationship between social form and material content perpetuates the

27 Söhn-Rethel 1978, p. 37.
28 See Smith 2014 for an elaboration of these themes.
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ideologically potent notion that social forms are externally linked to persist-
ent and unyielding ‘material realities’. This too has conservative implications,
for it opens the door wide to a veritable avalanche of commodity- and capital-
fetishistic notions, while undermining the capacity of the human imagination
to erect in thought a social order that positively transcends the ‘eternal verities’
of capitalism, the market economy and class society.

The commodity-exchange abstraction is a powerful element of that ‘social
being’ that Marx says ‘determines’ human consciousness. Throughout history,
it has influenced the latter in ways that have encouraged scientific rational-
ity – but also in ways that perpetuate deeply engrained ideological notions
that are crucial to conferring legitimacy on the power and privileges of domin-
ant classes. Its generalisation under capitalism therefore constitutes a factor
of some importance in determining the highly uneven and discontinuous
development of socialist consciousness within theworkers’ movement and the
working class as a whole.

1.7 The Uneven and Discontinuous Growth of Class Consciousness
Our discussion up to this point has identified a plethora of factors that may
impact upon the consciousness of working people as theywrestle with the per-
sistent social and economic problems bred by capitalism. These factors range
from the uneven impact of capitalist crisis tendencies on different segments of
the internationalworking class, to racial and gender inequalities countenanced
by cultural traditions, to skill differentials, to the dull compulsion of fending for
one’s self and one’s family in an insecure economic environment, to the mysti-
fying effects of commodity and capital fetishism, to the insidious naturalisation
of capitalist relations engendered by the exchange abstraction. To these factors
shouldbe added, of course, the conscious efforts of the capitalist class to diffuse
its values and worldview to the wider working population through the mass
media, the churches, the educational system, the entertainment industry, and
the family.

Despite the many factors that serve to obstruct the emergence of an anti-
capitalist, socialist consciousness on the part of the working class, such a con-
sciousness has nevertheless repeatedly and stubbornly asserted itself. Often it
is confined to relatively small segments of the class, as inmost of the ‘developed
world’ today. But at other times, it has embraced a majority or near-majority,
and seriouslyposed thequestionof working-class power and the socialist trans-
formation of society (as it did, for example, in Russia in 1917, in Germany in
1917–23, in Spain in 1936–37, in Italy in 1920, 1944–48 and 1969, in France in
1936 and 1968, in Chile in 1970–73, in Portugal in 1974–75, and arguably in South
Africa, Greece and some Latin American countries today). The fact that such
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a consciousness could emerge at all, given the strength of the factors arrayed
against it, calls for an explanation. The explanation thatMarx himself adduced
remains the most compelling: the working class – despite its divisions, its rel-
ative dearth of resources and its susceptibility to the incessant pressures of
bourgeois hegemony – is united by powerful common interests that period-
ically assert themselves in the most unexpected of ways and that demand the
formulation of a common working-class programme based on socialist prin-
ciples and goals.

The development of socialist consciousness within the working class is a
powerful tendency apparent in the ‘real history of the capitalist mode of pro-
duction’ – one rooted in the social being and common historical interests of
working people. But like every tendency it is confronted by powerful counter-
tendencies that determine a definite unevenness in its articulation and spread,
and that always threaten its reversal. This uneven and discontinuous quality of
the development of socialist class-consciousness poses serious programmatic
and strategic problems for thosewhohave achieved somethingmore than a vis-
ceral dislike of capitalism and a vague attraction to the socialist idea. For those
who have internalisedMarx’s critique of capitalist political economy and come
to understand the necessity of socialism, the task becomes one of informing
the strategic and programmatic perspectives of the workers’ movement with
the results of Marx’s scientific analysis and winning its avant-garde to a revolu-
tionary socialist political project.

1.8 The Role of Value Theory in the Anti-capitalist Struggle
Marx’s theory of value and his critique of capitalist political economy are con-
cerned above all with defining the historical limits of the capitalist mode of
production and disclosing the social forms that conceal them. His scientific
analysis is at once an explication of the laws of motion of the capitalist eco-
nomy and an account of how false, or one-sided, ideas about that economy
come to arise and flourish. No other theory, however critical of capitalism, has
come close to elucidating both of these problems, much less establishing their
common foundation in value relations.

The essential programmatic conclusion emerging from Marx’s analysis is
that capitalism is constitutionally incapable of a ‘progressive’, ‘crisis-free’ evol-
ution that would render the socialist project ‘unnecessary’, and furthermore,
that a socialist transformation cannot be brought about through a process of
gradual, incremental reform. Capitalism must be destroyed root and branch
before there can be any hope of social reconstruction on fundamentally dif-
ferent foundations – and such a reconstruction is vitally necessary to ensuring
further human progress. This revolutionary process requires and begins with
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the expropriation of capitalist property by a workers’ government, one based
on a system of council democracy and unreservedly committed to rational,
socialist economic planning in the interests of the associated producers and
consumers.

Despite the urgency of socialist transformation, none of the objective laws of
motion of capitalism can bring about an irrevocable breakdown of the system.
Capitalism may be ‘digging its own grave’, but it stops short of carrying out its
own execution. Its final defeat awaits the concerted action of a class-conscious
working class. The central practical problem facing Marxian socialism is that
under conditions of advanced capitalism –which alone can furnish themater-
ial prerequisites for a dynamic socialist transformation – the working class has
thus far failed to carry through its anti-capitalist struggle to the end.

In part, this failure may be attributed to insufficient class-consciousness, in
part to strategic errors on the part of revolutionary workers’ movements (Ger-
many 1919–23) and inpart to the outright betrayal of workers’ revolutions by the
ostensible leaders of the working class (Spain 1936–37). By themselves these
factors go quite far toward explaining why, despite the experience of depres-
sions and wars, and social decay amidst material plenty, the working class in
advanced capitalism has not yet risen to its historic task of overthrowing the
regime of capital. The question is therefore posed: what programme can assist
the proletariat in bridging the gap between its existing consciousness and prac-
tices and the consciousness and action needed for successful anti-capitalist
struggle?29

In the history of Marxist socialism, programmes embodying a strategic ori-
entation to bridge that gap have often been called ‘transitional’.TheCommunist
Manifesto is in this tradition, as are theTheses onTactics and other declarations
of the first four congresses of the Third (Communist) International. Its most
comprehensive and eloquent expression is The Death Agony of Capitalism and
the Tasks of the Fourth International, the famous ‘Transitional Program’ writ-
ten by Russian revolutionary leader Leon Trotsky and adopted at the founding
conference of his Fourth International in 1938.30

29 In providing some essential elements of an answer to this question, I will focus here on
programmatic issues (narrowly defined) and leavemany of the great strategic and tactical
issues of working-class political organisation and struggle to the side.

30 See Trotsky 1973, an edition that contains transcripts of Trotsky’s discussions on the trans-
itional programmewith leaders of the US SocialistWorkers Party in the late 1930s. See also
Trotsky 1998, an edition produced by the International Bolshevik Tendency that contains
a valuable introduction along with important related materials.
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The hallmark of the transitional programmatic conception is its attempt to
overcome the dichotomisation of a ‘minimum program’ of struggle for reforms
within capitalism and an abstract ‘maximumprogram’ that promises the even-
tual substitution of socialism for capitalism (a dichotomisation first formal-
ised in the German Social Democratic Party’s Erfurt Programme of 1891). A
socialist transitional programme seeks to transcend this dichotomy by artic-
ulating a system of demands that anticipate the social and political content
of a workers’ state and the early stages of the transition to socialism. These
demands (a sliding scale of wages and hours, workers’ control of production,
the expropriation of industry without compensation, workers’ defence guards,
etc.) are meant to intersect the immediate, largely defensive struggles of the
working class as these unfoldwithin capitalism,while at the same timeproject-
ing ‘solutions’ that, taken together, disintegrate the social, political andmilitary
power of the capitalist class. In the words of the Third International: ‘In place
of the minimum programme of the centrists and reformists, the Commun-
ist International offers a struggle for the concrete demands of the proletariat
which, in their totality, challenge the power of the bourgeoisie, organise the
proletariat and mark out the different stages of the struggle for its dictator-
ship.’31

Fundamentally, the transitional programme is predicated on the inevitabil-
ity of heightened levels of class struggle stemming from the inherent contradic-
tions, crisis tendencies and general irrationality of capitalism. The programme
permits the vanguard of the working class to build a bridge, at first in practice,
then in consciousness, between the immediate struggles of the class and the
programmatic goal of a workers’ socialist government.

A basic theoretical presupposition of the transitional programme is that
socialists must take into account two essential factors affecting the develop-
ment of workers’ class consciousness: on the one hand, that this consciousness
is profoundly conditioned by the fetishisms inherent in the capitalist relations
of production and by ideologies rooted in the ‘appearance of things’ under cap-
italism; on theother hand, that it is shapedby the experienceof struggle against
thematerial depredations of the capitalist system, and under conditions of sys-
temic crisis, the floodgates of consciousness can be opened to possibilities that
are not ‘normally’ entertained by the great mass of working people.

Although sometimes conceived as akin toAndreGorz’s ‘anti-capitalist struc-
tural reforms’,32 transitional demands form part of an articulated programme

31 Third International 1980 [1921], p. 286.
32 Gorz 1973.
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of open-ended anti-capitalist struggle. Only when they are individually dis-
sociated from the overall system of demands and thereby ‘fetishised’ (which
invariably involves a qualitative attenuation of their anti-capitalist thrust) can
they devolve into simple reform measures serving a closure of struggle. As a
‘system’ of demands, in irrevocable opposition to all bourgeois-reformist pro-
grammes, they lead ‘unalterably to one final conclusion: the conquest of power
by the proletariat’.33

The logic of the transitional programmatic conception is illustrated by even
so modest and partial a transitional demand as the ‘sliding scale of wages and
hours’. The sliding scale of hours is not only the ‘socialist solution’ to the prob-
lem of unemployment under capitalism; it is a veritable prefiguration of the
system of work in socialist society – ‘the total number of workers divided into
the total number of hours’.34 Entirely at oddswith the bourgeois-reformist con-
ception of ‘work-sharing’, it proposes that any shortening of the workweek to
address the problem of unemploymentmust entail no diminution in the living
standards of workers. A concrete application of the demand is the call for ‘30
hours work for 40 hours pay’ in response to layoffs resulting from labour-saving
technological innovation and/or economic contraction. The social logic of this
demand is quite clear: technological innovation should accrue to the benefit of
workers rather than capitalists, and the right of workers to employment should
not be threatened by episodic market conditions. Similarly, the demand for a
full sliding scale of wages (also known as ‘indexation for inflation’) seeks to
guarantee the workers’ share of national income by removing wage levels from
the adjustments of the capitalist price structure. Overall, the thrust of the ‘slid-
ing scale of wages and hours’ is to strike a blow against the reification of labour
power in the capitalist economy by forcefully and systematically challenging
its status as a commodity. Challenges of this sort to the social logic of the cap-
italist law of value are absolutely necessary if the workers’ movement is ever
to advance its struggle to the level of establishing a workers’ government and
expropriating capitalist property.

An adequate class-struggle socialist programmemust also address themany
factors that contribute to the fragmentation of working-class struggles. Trans-
itional anddemocratic demandspertaining to the specific grievances andprob-
lems confronting women, minority and immigrant workers must be integrated
into the programme if it is to build a bridge wide enough and strong enough to
accommodate the working class as a whole. Indeed, it is only in this way that

33 Trotsky 1973, p. 75.
34 Trotsky 1973, p. 128.
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a socialist workers’ movement can politically defeat both ‘business unionism’
and the liberal sectoralism associated with postmodern ‘lifestyle’ and ‘identity’
politics.

Above all, however, the perspective of struggle around a transitional pro-
gramme must be linked to an internationalist strategy of organising workers
across national lines. Only through a conscious internationalisation of their
struggle canworkers avoid tying theirmaterial interests to the competitive per-
formanceof their ‘own’ capitalists on theworldmarket – and resist beingdrawn
into political support for one side or another in ‘great power’ conflicts leading
to world war.

The transitional programme and the strategic orientation it embodies for
mobilising the working class against capital is fully in accord with Marx’s the-
ory in the sense that it challenges the social logic of value relations. But certain
limitations of this programmatic-strategic conception should be noted. First,
its efficacy is largely predicated on the existence of widespread sympathy for
socialism (the ‘maximum’ programme) as the pre-eminent goal of the labour
movement, as well as a layer of working-class militants who consciously seek
the ousting of pro-capitalist labour leaders and the construction of a class-
struggle leadership. While present to some degree in Latin America, South
Africa and certain parts of Asia, neither of these conditions obtains today in
North America, and they are clearly less present in Europe than at most other
times over the past century.These circumstances underscore theneed for those
who have achieved a revolutionary socialist consciousness to wage a determ-
ined fight to preserve and disseminate the programmatic legacy of Marxism,
both through education and cadre development and through exemplary forms
of trade union activity and othermasswork based on a transitional programme
and the promulgation of socialist ideas. Only by waging such a fight – and
not only on a national terrain but on an international scale – can socialists
prepare the way for linking the programme of Marxist socialism to the mass
anti-capitalist struggles that are likely to emerge and multiply as the crisis of
contemporary capitalism deepens.

In the end, the current crisis of confidence in socialismas apractical political
project can only be fully overcome to the extent that a newvision of socialism is
successfully articulated and promulgated, one firmly based on the principle of
working-class political independence from capital but also fully engaged with
all of the actually existing struggles aimed at resolving themultiple crises of our
time.Aspreviously argued, an essential element of sucha visionmust be a com-
prehensiveMarxist balance sheet on the experience of Stalinist ‘real socialism’,
a matter we will come to shortly.
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1.9 Value Theory and the Struggle for Ecological Sustainability
The growing awareness amongst working people and elements of the petty-
bourgeois intelligentsia concerning thedepth and seriousness of theworsening
metabolic rift between human activity and the natural conditions of human
sustainability has served to open the minds of many in this century to the
urgent need for ‘system’ change. Minqi Li summarises a view toward which
growing numbers are being drawn:

… for a human society to function sustainably, that is, without caus-
ing irremediable damage to the ecological systems on which survival
depends, it needs to minimize the use of non-renewable resources and
its consumption of renewable resources and its generation of material
wastesmust not exceed the ecological systems’ regenerative and absorpt-
ive capacities.

It does not take a rocket scientist to see that there is an apparent con-
tradictionbetween a systembasedon the endless accumulation of capital
and the requirements of ecological sustainability. The drive for endless
accumulation inevitably leads to the incessant expansion of material pro-
duction and consumption. On the other hand, ecological sustainability
is possible only with steady (or declining) material production and con-
sumption.35

Due to the abysmal environmental record of ‘actually existing socialism’ and to
pervasive ignorance of Marx’s own views on the relationship between human-
ity and nature, it is widely believed – even amongstmany ostensibleMarxists –
that Marxist socialism is necessarily committed, for better or for worse, to a
Promethean project of ‘human domination over nature’ and that Marx’s the-
ories thus have little to offer the struggle for ecological sustainability. This has
begun to change in recent years thanks to the efforts of scholars like John Bel-
lamy Foster and Paul Burkett who recognise thatMarx and Engels (allowing for
their time and place) were remarkably cognisant of the grave dangers that the
capitalistmode of production posed to the delicate balance between the exten-
sionof humanproductive capacities and thenatural conditions onwhich those
capacities rest.36

To be sure, the two founders of ‘scientific socialism’ could not possibly
have foreseen, from their historical vantage point, the possibility of run-away

35 Li 2008, pp. 17–18. See also Angus 2016.
36 See Foster 2000, and Burkett 1996 and 2006.
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global warming and massive climate change resulting from the unrestrained
consumption of fossil fuels, something that has been integral to the capital-
ist expansion of the productive forces since the advent of the steam engine.
Nor could they have reckoned with the enormous pressure that human popu-
lation growth, not to mention the insidious ideology of consumerism, would
place upon non-renewable resources. But they certainly grasped that the logic
of capitalism was fundamentally inimical to responsible human ‘stewardship’
of the natural environment, for the very good reason that capital cannot help
but regard the ‘gifts of nature’ as an inexhaustible source of accumulation and
profit.

Foster comments that ‘it is impossible to avoid the conclusion that Marx’s
view of capitalist agriculture and of the metabolic rift in the nature-imposed
relations between human beings and the soil led him to a wider concept of
ecological sustainability – a notion that he thought of very little practical rel-
evance to capitalist society, which was incapable of applying rational scientific
methods in this area, but essential for a society of associated producers.’ In this
regard, the author of Marx’s Ecology cites two important passages from Cap-
ital III:

The way that the cultivation of particular crops depends on fluctuations
in market prices and the constant changes in cultivation with these price
fluctuations – the entire spirit of capitalist production, which is oriented
towards the immediatemonetary profits – stands in contradiction to agri-
culture, which has to concern itself with the whole gamut of permanent
conditions of life required by the chain of human generations.

From the standpoint of a higher socio-economic formation, the private
property of particular individuals in the earth will appear just as absurd
as the private property of one man in other men. Even an entire society,
a nation, or all simultaneously existing societies taken together, are not
owners of the earth. They are simply its possessors, its beneficiaries, and
have tobequeath it in an improved state to succeeding generations as boni
patres familias [good heads of the household].37

Marxperceived that thedisjunction that capitalismcreates between ‘value’ and
‘real wealth’ is at the root of what we now recognise to be a grave threat to
human survival. As a mode of production and exchange, and as a system of
class domination and exploitation, capitalism is irrevocably committed to the

37 Foster 2000, p. 164.
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measurement of ‘wealth’ solely in terms of ‘value’ and ‘surplus-value’ – that is
to say, solely in terms of the abstract social labour time represented in com-
modities. Real human wealth – the wealth associated with the production of
use-values that can satisfy human needs and the demands of ‘all round’ human
development – is inimical to such a measurement, which, in the last analysis,
serves only the reproduction of the capital-wage labour relation and therefore
only the interests of the capitalist class.

Hence, the case for an ecologically sustainable socialism is intimately linked
to and dependent uponMarx’s value-theoretic critique of capitalism.That case
must form an integral part of the programme of class-struggle socialism in the
years to come if theworking class and its (potential) allies are to be attracted to
socialism enmasse, and if the struggle for ecological sustainability is to succeed
in the only way possible: through the revolutionary socialist transcendence of
capitalism.

Only a planned socialist economy on a global scale can meet the chal-
lenges of the climate and broader environmental crises generated by capital-
ism. To believe otherwise is to imagine that capitalism, as a determinate class-
antagonisticmode of production, can somehowdispensewith the lawof value;
and it is thus to wager the future of humanity on achieving what can only be
described as a capitalist utopia.

2 Value Theory and Socialist Construction

As late as the 1970s, the Soviet model of ‘socialist construction’ remained an
immensely powerful pole of attraction for major segments of the Western
working class as well as for the impoverished masses of the colonial and semi-
colonial world. The Soviet Union’s successes in ‘extensive’ economic growth in
the 1930s and again in the immediate postwar period (up to about 1965) com-
manded the admiration of the great majority of those who longed to throw
off the yoke of capitalism and imperialism, and to embark on the building
of a socialist society free of want and extreme social inequality. Not surpris-
ingly, many admirers of the Soviet achievement were inclined to regard the
draconian, corrupt, repressive and anti-democratic features of the Soviet sys-
tem as ‘necessary evils’ – departures from socialist principle that were, in any
case, hypocritically exaggerated by anti-socialist forces. What seemed unargu-
able to those who ‘wanted to believe’ was that Soviet ‘real socialism’ had elim-
inated unemployment, modernised a vast and backward economy at break-
neck speed, and provided by the 1950s a level of basic material security for its
people that was, in certain respects, superior to conditions prevailing in the
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developed capitalist countries. By the early 1960s, Premier Nikita Khrushchev’s
boast that the Soviet Union would soon reach the stage of full-fledged ‘com-
munism’ appeared quite plausible to many who had already been awed by the
rapid recovery of the Soviet economy in the aftermath of the terrible devasta-
tion of WorldWar II.

As early as 1936 in The Revolution Betrayed, Leon Trotsky had provided an
incisive account of the impressive accomplishments of the Soviet planned
economy while also pointing to the contradictions and limits of the Stalinist
bureaucratic-command structure that administered it:

The progressive role of the Soviet bureaucracy coincides with the period
devoted to introducing into the Soviet Union the most important ele-
ments of capitalist technique. The rough work of borrowing, imitating,
transplanting and grafting was accomplished on the bases lain down by
the revolution. There was, thus far, no question of any new word in the
sphere of technique, science or art. It is possible to build gigantic factories
according to a ready-madeWestern pattern by bureaucratic command –
although, to be sure, at triple the normal cost. But the further you go, the
more the economy runs into the problem of quality, which slips out of
the hands of the bureaucracy like a shadow. The Soviet products are as
though branded with the gray label of indifference. Under a nationalised
economy, quality demands a democracy of producers and consumers,
freedomof criticismand initiative – conditions incompatiblewith a total-
itarian regime of fear, lies and flattery.38

A faint echo of Trotsky’s indictment of bureaucratic commandism in the Soviet
‘degenerated workers’ state’ was sounded some fifty years later by Mikhail
Gorbachev as part of his call for ‘restructuring’ following the Brezhnev ‘era
of stagnation’: ‘In the last fifteen years the national income growth rates had
declined by more than a half and by the beginning of the eighties had fallen to
a level close to economic stagnation. A country that was once quickly closing
on the world’s advanced nations began to lose one position after another.’39

Initially, Gorbachev’s reform policies of glasnost (openness) and perestroika
(restructuring) appeared to some tobe close toTrotsky’s programmatic admon-
ition of 1932: ‘Only the interaction of three elements, of state planning, of the
market and of Soviet democracy can provide the country with correct leader-

38 Trotsky 1970, pp. 275–6.
39 Gorbachev 1987, p. 19.
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ship in the transitional epoch [to socialism]’.40 But it soon became apparent
that Gorbachev’s policies were reminiscent not of Trotsky, the leader of the
Left Opposition to Stalin, but much more of Nikolai Bukharin, co-author with
Stalin of the anti-Marxist doctrine of ‘building socialism in one country’ and
later the leader of the so-called Right Opposition to Stalin’s regime.

Bukharin was the prophet, within ostensibly Marxist thought, if not within
the socialist tradition as a whole, of what became known as ‘market social-
ism’.41 The attraction this notion exerted later on reform-minded bureaucrats
like Gorbachev is not difficult to understand, for it is an approach that seeks to
resolve the problems associated with ‘transitional socialist economies’without
introducing the political forms of an authenticworkers democracy andwithout
seeking a socialist division of labour on an international scale. As the experi-
ences of Yugoslavia, Hungary, and ultimately the Soviet Union amply confirm,
however, it also turned out to be an approachmanifestly incapable of address-
ing the immense accumulated problems and contradictions of Stalinist bur-
eaucratic mismanagement, waste and heavy-handed authoritarian rule.

The tendency of Stalinist bureaucracies, Gorbachev’s included, to pursue a
solution to the crisis of the ‘command-administrative’ system by resorting to
‘pro-market reforms’ owed nothing to the alleged practicality or feasibility of
the ‘market socialist’ alternative. Rather, it reflected the convictionof these bur-
eaucratic oligarchies that ‘market-oriented reform’was the only departure from
the status quo compatible with the perpetuation of their material privileges
and their monopoly of political power. In the end, the Gorbachevite resort to
market socialism in the USSR turned out to be simply the penultimate chapter
in a process of counter-revolution that began with the Stalinist clique’s polit-
ical expropriation of the working class in the 1920s and culminated with the
installation of Boris Yeltsin’s openly pro-capitalist regime in 1991.42

40 Trotsky 1973, p. 275.
41 Spartacist 1988.
42 In saying this I am, of course, accepting Trotsky’s judgement that the Soviet Union was

a ‘degenerated workers’ state’ from 1924 on. Central to Trotsky’s view is the idea that the
Stalinist bureaucracywasbynomeans a full-blown ‘ruling class’ but rather a ‘parasitic olig-
archy’ thatwould either be removedbyaworking-class political revolutionorpave theway
for the return of capitalism. On this view, the Soviet ‘transitional’ society was not indic-
ative of the ‘general laws of modern society from capitalism to socialism … but a special,
exceptional and temporary refraction of those laws under the conditions of a backward
revolutionary country in a capitalist environment’ (Trotsky 1970a, p. 7). Accordingly, the
lessons of the Soviet experience pertain mainly to ‘the application of socialistmethods to
the solution of pre-socialist problems’ (Trotsky 1970b, p. 57), in circumstances of extreme
bureaucratic deformation of those methods. See also Smith 1996/97 and 2014.
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It is not possible to enter here into a fuller analysis of the lessons of so-called
socialist construction in the former countries of ‘actually existing socialism’,
or the factors leading to the terminal crisis of this system. But the still-strong
influence of the ‘market socialism’ idea on socialist-minded workers and intel-
lectuals suggests that the lesson most widely drawn has been that the crisis of
the Stalinist regimes was pre-eminently a crisis of planned economy and that
the indicated antidote was a reassertion of the role of market relations in co-
ordinating economic activity and enforcing efficiency. True, most advocates of
market socialism also invoke the necessity for democracy and ‘human rights’
in a healthy socialist society. But the prevailing tendency is to view democracy
as an end in itself rather than as a key ingredient in socialist economic devel-
opment. Indeed, on this (essentially liberal) view, democracy for the producers
and consumers is conceived to be one of those ‘institutional externalities’ that
may even impede economic efficiency and growth.

The optimal articulation of the three elements that Trotsky pointed to as
indispensable to socialist economic development – central planning, the mar-
ket, and workers democracy – is undoubtedly difficult to achieve. But this
problem will remain endemically resistant to satisfactory resolution so long
as debate on the political economy of socialism is confined within the para-
meters of the false dilemma – either bureaucratically centralised state plan-
ning or workers’ self-management of enterprises within a ‘socialist market
economy’. Other possibilities deserve to be explored, and it is gratifying to
see that a growing body of literature is now seriously engaging the issue.43 A
touchstone for this discussion should certainly remain Trotsky’s own proposal
for a democratically centralised planning system, one that would continue
to rely on (socialised) market mechanisms for as long as these prove neces-
sary:

The problemof the proportionality of the elements of production and the
branches of the economy constitutes the very heart of socialist economy
… The innumerable living participants in the economy, collective and
individual, must serve notice of their needs and of their relative strength
not only through the statistical determinations of plan commissions but
by the direct pressure of supply and demand. The plan is checked and,
to a considerable degree, realised through the market. The regulation

43 Spartacist 1988; Mandel 1986, 1988, 1992; Elson 1988; Devine 1988; Bottomore 1990; Samary
1991; Laibman 1992; Flaherty 1992; URPE 1992; McNally 1993; Cockshott and Cottrell 1993,
1997; Schweickart, Lawler, Ticktin and Ollman, 1998; Albert and Callinicos 2003; Albert
2004; Lebowitz 2012; Hudis 2013; Dolack 2016.
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of the market itself must depend upon the tendencies that are brought
out through itsmechanism. The blueprints produced by the departments
must demonstrate their efficacy through commercial calculation … The
art of socialist planning does not drop from heaven nor is it presented
full-blown into one’s hands with the conquest of power. This art may be
mastered only by struggle, step by step, not by a few but by millions, as a
component part of the new economy and culture.44

Elsewhere, Trotsky emphasised that planning is not a self-sufficient method of
regulating the economic affairs of human beings, but rather critically depend-
ent on certain other principles of social and economic organisation:

[A] successful socialist construction is unthinkable without including in
the planned system the direct personal interests of the producer and con-
sumer, their egoism –which in its turnmay reveal itself fruitfully only if it
has in its service the customary reliable and flexible instrument, money.
The raising of the productivity of labour and bettering of the quality of its
products is quite unattainable without an accurate measure freely pen-
etrating into all the cells of industry – that is, without a stable unit of
currency … For the regulation and application of plans two levers are
needed: the political lever, in the form of a real participation in leader-
ship of the interested masses themselves, a thing which is unthinkable
without Soviet [council – MS] democracy; and a financial lever, in the
form of a real testing out of a priori calculations with the help of a uni-
versal equivalent, a thing which is unthinkable without a stable money
system.45

This vision of socialist constructionmay seem tobe something of a retreat from
Marx’s programme of fully transcending market andmonetary relations in the
creation of a society in which human beings consciously direct their affairs.
But it should be borne in mind that Trotsky is speaking here of the transition
to socialism, and that he regards ‘socialist planning’ as ‘an art’ that must be
mastered by millions, ‘as a component part of the new economy and culture’.
What vistaswill openupwith thedemocratic involvementof millionsof people
in social and economic planning cannot be predicted from our present vant-
age point. All that can be said with certainty is that for some time following

44 Trotsky 1932, pp. 265, 274, 260.
45 Trotsky 1937, pp. 67–8.
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the conquest of power by the working class and its allies, socialist planning
will continue to rely heavily on the assistance of market forces and monetary
instruments.

But the question remains: would the survival of money and the market sig-
nify the survival of the law of value? The answer is … yes, up to a point. The
persistence of market and money categories could only mean that society is
continuing to allocate resources and distribute income in accordance with the
measurement of labour time. But in a centrally planned economy, under the
democratic administration of the associated producers and consumers, the
measurement of wealth in terms of socially necessary labour timewould cease
to be the dominant principle of economic regulation and resource allocation.
Moreover, the abolition of private ownership in the means of production and
of enterprise competition geared toward profit maximisation would under-
cut two of the central pillars of the capitalist law of value, rendering obsolete
the quest for surplus-value as the motor force of economic activity. The sur-
vival of ‘exchange-value’ in such a post-capitalist society would not, in other
words, entail the survival of surplus-value. Human activity could henceforth be
geared toward the satisfaction of human needs and the all-round development
of the human personality rather than toward the appropriation of wealth in
the socially antagonistic form of private profit. But for this to happen ‘social-
ist exchange-value’ would have to be the ‘form of appearance’ of a new set
of social relations based pre-eminently upon co-operation, solidarity and pro-
letarian democracy, and not upon the invidious enterprise competition that
currently fashionable models of market socialism unabashedly posit and even
celebrate.46

This much is clear: the models of market socialism that have issued from
the crisis of Stalinism could not fail to perpetuate and entrench all the char-
acteristic evils associated with the value relation – from unemployment to the
division of mental and manual labour – that Marxist socialism has always set
its sights on eliminating. Marx’s theory of value stands as a constant reminder
of the limits to the historically progressive role of commodity exchange and as
a challenge to reconstruct society on fundamentally different foundations. As
such, it directs us to look beyond thatwhich exists – beyond a social order dom-
inated by the ‘Invisible Leviathan’ – to that which ought to and could exist once
human beings determine, in defiance of the capitalist law of value, to assume
mastery of their own collective destiny.

46 See, for example, Nove 1983, 1987; Le Grand and Estrin 1989; andmore recentlyWolff 2014.
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