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Introduction to the 2017 edition

The failures of capitalism have provoked a growing interest in Marxist
political economy. That was true when the first edition of this work was
written towards the end of 2008, just after the collapse of the Lehman
Brothers bank trigged what the International Monetary Fund called the
“largest financial shock since the Great Depression”. It is even more so in
2017, after almost a decade of sluggish growth, repeated financial panics
and a horrific onslaught against on those living and labouring under the
capitalist system.

In those early years of the crisis I argued, first, that a series of bubbles in
the world economy had masked what, from a Marxist perspective, had been
apparent for many years: the poor underlying health of the economy
compared to the sustained period of growth in the 1950s and 1960s. The
depth and prolonged nature of the crisis that followed the bursting of the US
housing bubble in 2007 confirm that judgement.

Second, I claimed that those at the commanding heights of the US
Federal Reserve, the British Treasury, and the boardrooms of banks and
multinationals had no coherent theory of their own system, instead
swinging from wild panic to glib optimism. This too has been borne out by
events. Some among the ranks of mainstream economists even
acknowledge it. Willem Buiter, a London School of Economics professor
and former member of the Bank of England Monetary Policy Committee,
wrote as early as 2009: “The typical graduate macroeconomics and
monetary economics training received at Anglo-American universities
during the past 30 years or so may have set back by decades serious
investigations of aggregate economic behaviour and economic policy-
relevant understanding. It was a privately and socially costly waste of time
and other resources.”

Third, I pointed out that politics is, as Lenin wrote, “concentrated
economics”, that crisis exacerbates all the political divisions within the



system. Splits and infighting would erupt both within the ruling class over
how to solve the crisis and between different national ruling classes as they
sought to shift the burden of the crisis onto each other, intensifying inter-
imperialist tensions. Simultaneously, every ruling class would seek to make
its own working class pay for the crisis. Tragically, this too has proved to be
the case. In Britain workers have experienced their first decade-long fall in
real wages since the 1860s or since “Karl Marx was scribbling at the British
Library” as Bank of England Governor Mark Carney put it. Other countries
such as Greece have seen social and economic devastation comparable with
that suffered during the Great Depression. At the same time sharp conflicts
have emerged between different groups among the global ruling classes—
reflected in the incoherence of the response to the crisis in the European
Union or the growing antagonisms between the USA and China.

The recent acute failures of capitalism are compounding its longer-term
chronic failures. This is expressed most sharply by the fate of those in the
poorer countries, now all drawn firmly into the capitalist sphere. According
to the United Nations, about 836 million people currently live in extreme
poverty, surviving on the equivalent of less than US$1.25 a day. Behind such
dry statistics stand untold suffering and misery, matched only by the heroic
resistance of workers in countries of the Arab World, Latin America and
China in recent years.

The horror of life for the majority in what is known as the Global South
finds an echo even in the wealthiest parts of the system. In Britain, still the
fifth richest economy in the world, a third of all children are brought up in
poverty (defined as households with less than half the average income).
Workers suffer increased stress and long hours. Meanwhile a tiny minority
have accumulated riches on a scale never seen before. Oxfam revealed in
2016 that the poorest 50 percent of the world’s population share the same
wealth as the wealthiest eight billionaires. The sharp division between rich
and poor is echoed in every society. The Global South boasts its own
contingent of the super-rich who are part of the global capitalist elite.

However, to simply assemble facts and to rail against them is not
enough. These issues must be tied to a wider project—to explain the
workings and malfunctionings of the capitalist system, to understand its
strengths and its vulnerabilities and ultimately to seek its overthrow.

andywynne
Highlight



Marxism is not a recipe book that can magically solve any of these
problems. But it is an indispensable set of tools at the service of a
movement with these aims. The growing interest in Marxist economics is
not misplaced. The aim of this work is to address that interest, introducing
Marx’s ideas and showing, at least in outline, how they can be applied to
the capitalist system today.



PART 1

Understanding the system

A system that hides its secrets

In 1872 Karl Marx dashed off a letter applauding plans to publish a French
edition of the first volume of Capital in serial form. “In this form the book
will be more accessible to the working class, a consideration that outweighs
everything else,” Marx wrote.

Capital is rather different from traditional treatises on economics. There
are passages that drip with venom:

Within the capitalist system, all methods for raising the social productiveness of labour are put into
effect at the cost of the individual worker... They distort the worker into a fragment of a man, they
degrade him to the level of an appendage of a machine, they destroy the actual content of his labour
by turning it into a torment...they deform the conditions under which he works, subject him during
the labour process to a despotism the more hateful for its meanness.

The three volumes of Capital produced by Marx were written with a
single purpose: to grasp capitalism’s “laws of motion” in order to hasten its
overthrow. The main audience was the group in society that Marx saw as
key to overthrowing capitalism—the emerging working class. But he feared
that readers might be “disheartened” by their attempts to grapple with
Capital. “There is no royal road to science, and only those who do not
dread the fatiguing climb of its steep paths have a chance of gaining its
luminous summits,” Marx concluded in his letter to his French publisher.
The difficulty many readers face is not primarily due to Marx’s writing style
but to his subject matter—capitalism.

Capitalism is a particular “mode of production”. Since humans emerged
as a species, they have discovered different ways to work together to
produce the things they need, different modes of production. At Marx’s
funeral his close friend and collaborator, Frederick Engels, explained how



Marx made this the basis for a wider understanding of how particular
societies worked:

Just as Darwin discovered the law of development of organic nature, so Marx discovered the law of
development of human history: the simple fact, hitherto concealed by an overgrowth of ideology, that
mankind must first of all eat, drink, have shelter and clothing, before it can pursue politics, science,
art, religion, etc; that therefore the production of the immediate material means, and consequently the
degree of economic development attained by a given people or during a given epoch, form the
foundation upon which the state institutions, the legal conceptions, art, and even the ideas on
religion, of the people concerned have been evolved, and in the light of which they must, therefore,
be explained, instead of vice versa, as had hitherto been the case.

Economics ought, therefore, not to be a dry academic discipline
explaining just one facet of our life in isolation. It is fundamental to what
makes us human, describing how we meet our immediate needs, which in
turn makes everything else that takes place in society possible. The
particular way in which humans produce has varied enormously. Millennia
ago, our ancestors might have hunted, gathered edible plants or farmed.
Today, after the rise and fall and many different systems of production, we
harness great concentrations of advanced machinery to produce everything
from food and clothing to computers and fridges.

Among the most striking differences between capitalism and what came
before it is what happens to the things that are produced. In earlier societies
people worked mainly to produce goods for their own consumption, but
capitalism is different. The workers in a car plant cannot eat cars and forego
food; the staff in a McDonald’s restaurant cannot build houses or cars out of
burgers. The goods produced under capitalism are not produced to meet
immediate needs; they are produced to sell. As Marx writes on the opening
page of Capital, “The wealth of societies in which the capitalist mode of
production prevails appears as an immense collection of commodities.”

Capitalism is a system of commodity production. Goods are produced
for the market. But this very fact can conceal the workings of the system
and disguise its “laws of motion”. Consider a simple economic act under
capitalism such as purchasing a newspaper at a corner shop. Money leaves
your hands and in return you get a commodity. On the surface this looks
like a relationship between things—a newspaper for some coins. But it
raises an important question: where did the newspaper come from?
Journalists, editors, photographers and designers produced its contents. The



words were reproduced by print workers, set in ink on paper that was the
result of its own process of production, ultimately deriving from wood
felled by a logger in some distant forest. The printing press and the
journalists’ computers were produced by yet more groups of workers. What
seems at first to be a simple exchange of “things” in fact unlocks an endless
network of relationships between people and, in particular, between groups
of workers who produce commodities.

In earlier societies the relationships between people who produced
goods were obvious. In capitalism they become hidden and mysterious. As
Marx puts it, a “definite social relation between men” instead takes on “the
fantastic form of a relationship between things”. Marx calls this
phenomenon the “fetishism of commodities”. A “fetish” originally meant
an object that was worshipped because people believed it contained a spirit
or held some other mystical power. In capitalism things that are produced
by humans seem to take on a life of their own—they become fetishised.
There is a difference between this kind of fetishism and the mystical
version. Under capitalism the powers that commodities seem to have are, in
an important sense, real powers. Take, for example, money, a special
“universal” commodity that can be exchanged for all others. The power of
money is not like the power of a supernatural spirit that might frighten or
awe people. Money is a source of real power. As Marx writes:

The extent of the power of money is the extent of my power. Money’s properties are my, the
possessor’s, properties and essential powers. Thus, what I am and am capable of is by no means
determined by my individuality. I am ugly, but I can buy for myself the most beautiful of women.
Therefore I am not ugly, for the effect of ugliness, its deterrent power, is nullified by money. I,
according to my individual characteristics, am lame, but money furnishes me with 24 feet. Therefore
I am not lame. I am bad, dishonest, unscrupulous, stupid; but money is honoured, and hence its
possessor. Money is the supreme good, therefore its possessor is good. Money, besides, saves me the
trouble of being dishonest: I am therefore presumed honest. I am brainless, but money is the real
brain of all things and how then should its possessor be brainless? Besides, he can buy clever people
for himself, and is he who has a power over the clever not more clever than the clever? Do not I, who
thanks to money am capable of all that the human heart longs for, possess all human capacities? Does
not my money, therefore, transform all my incapacities into their contrary?

Money even seems to attract more money, for instance through interest
payments or through the ability of the super-rich to invest in hedge funds or
gamble on stock markets. Money has real power, but the reason why money



has these powers, the social root of its power, is mystified. The same is true
of commodities in general.

Marx’s writings, especially Capital, are complex because he sought to
penetrate the surface appearance of capitalism and examine the social
relationships between humans. Only these relationships can explain how the
system works or indeed why it goes wrong.

At first glance capitalism seems hopelessly complicated. Phenomena
such as inflation, the workings of derivatives and futures markets, or the
nature of “structured investment vehicles” and “collateralised debt
obligations” are perplexing for anyone encountering them for the first time.
Faced with this, there are two temptations. The first is to explain these
manifestations in their own terms: to accept the mystified surface
appearance of capitalism. If stock markets and hedge funds seem to
magically generate value out of thin air, some economists argue, this is
what must happen. The second temptation is to simplify things down to the
most basic level and ignore the more complicated aspects of the system.

Marx’s method avoids both traps. He starts by recognising the mystified
surface appearance: “All science would be superfluous if the form of
appearance of things directly coincided with their essence.” To discover the
“laws of motion” of capitalism a scientific approach is needed. For Marx
that means it is necessary to abstract from the misleading appearance of
things.

To better understand the concept of abstraction we may make an analogy
with the approach of the great natural scientist Isaac Newton when he
discovered his own famous laws of motion. These too were the product of
abstraction. Newton’s first law of motion states that objects will move in a
straight line at a constant speed until a force acts upon them. But our
experience teaches us otherwise: a brick sitting on the Earth’s surface, when
moved, will quickly grind to a halt. Newton had to ask what would happen
if the effects of friction and air resistance were removed. This is an example
of an abstraction: strip out the surface features that confuse the picture and
consider its most basic elements.

But abstraction is only half of the scientific method. Newton’s laws of
motion have to explain not just abstract laws but also the way the world
actually appears—the world in which bricks grind to a halt rather than
continuing in straight lines at a constant speed. This means integrating the



abstract laws of motion together with those of friction and air resistance to
explain the actual motion of things. Similarly, Marx seeks to understand the
most fundamental processes in capitalism and then to reconstruct ever more
complex aspects of the system in his theory. Once this is done it becomes
clear how the basic “laws of motion” generate the complicated surface
appearance. As Marx writes in the Grundrisse, a draft of Capital in which
he worked out many of his ideas, we arrive back where we started, but “this
time not as the chaotic conception of a whole, but as a rich totality of many
determinations and relations”.

Needless to say, this process is open ended. Not only does capitalism
contain many phenomena that are difficult to grasp; it also changes as it
ages and develops.

Theory can never keep pace with the changing world. This is one of the
reasons why Marx notoriously found it difficult to actually complete any of
his major works. Capital is no exception. Initially several volumes were
planned. Only the first was published in Marx’s lifetime. The second and
third volumes were drawn together by Frederick Engels from unfinished
manuscripts and published posthumously. It is in these often difficult pages
that we can find the outlines of a revolutionary new understanding of
capitalism.

Marx’s value

Capital begins with a simple question: what makes one commodity
exchange for another? Why might a pint of milk cost the same as a copy of
a newspaper? These two commodities have different uses and qualities.
They are produced in different ways. So why are they worth the same
amount of money? What is the connection between the two?

Marx argues that all commodities have two kinds of value. The first is
simply its use-value. “The usefulness of a thing makes it a use-value,”
writes Marx. “But this usefulness does not dangle in mid-air. It is
conditioned by the physical properties of the commodity, and has no
existence apart from the latter.” In other words, the thing that our two
commodities have in common is definitely not their use-value. They have
entirely different physical properties and entirely different uses. It is not



possible to read milk or drink a newspaper. Note that “usefulness” is not
here a moral judgement. There are many things that we might regard as
utterly pointless or repugnant which, nonetheless, serve some “use”, for
good or for ill, for someone in society.

The second kind of value is exchange-value, which is the amount of one
commodity that you can get for another. In our example, one newspaper
exchanges for one pint of milk so they have equal exchange-value.
Exchange-value is not a reflection of use-value. The air we breathe is of
enormous use to us because we would die without it but it has no exchange-
value. The B-2 stealth bomber might have very limited use-value as far as
most people are concerned but it has an extremely high exchange-value—it
is worth about 500 million pints of milk.

So, where does exchange-value come from? We already know that when
I go into a shop and exchange money for a commodity such as a newspaper
or a pint of milk I am tapping into a vast network of social relationships that
went into producing these commodities. Marx points out that all
commodities have a certain important property in common: they are the
product of a certain quantity of human labour. He argues that beneath the
surface of exchange-value lies something else, a thing that he calls simply
“value” and that this value reflects the human labour crystallised in the
commodity.

Labour, in this view, creates both specific use-values and simultaneously
creates value. The labour that goes into producing a commodity is, on the
one hand, a “concrete” labour process, having very specific and distinctive
qualities that lead to a particular type of use-value—a newspaper, a pint of
milk, etc. On the other hand, the same labour is also “abstract” labour, an
expenditure of human labour in general, which creates value.

The value of a commodity reflects the amount of abstract labour that
went into producing it. This means the value contained in a commodity can
be measured based on “labour time”. As Marx writes, “The quantity of the
value-forming substance, the labour contained in the article...is measured by
its duration...on the scale of hours, days, etc.”

But what exactly is value? To return to an analogy we used in the
previous chapter, here value is an abstraction. Consider the role that gravity
plays in Isaac Newton’s picture of the universe. We cannot directly see,
touch or smell gravity. However, the concept allows us to understand why



the planets go round the sun. The effects of gravity are real, as anyone
falling down a mineshaft realises. Of course, there is a difference. Value is a
product of human society, while gravity would exist regardless. But in a
capitalist society value appears as an eternal, natural law shaping the world
independent of our will, even though it is in reality bound up with a
particular period of history.

We cannot directly observe value but its effects are real. Value is the one
thing that can play the role of uniting all commodities because it reflects the
one social property that all commodities have in common—the human
labour that goes into producing them.

Already here Marx has made a radical point. Commodities do not
acquire their value because of the genius of the entrepreneur or the
machinery brought together by the capitalist in the factory; commodities
have value because workers create them.

Now, Marx is sometimes accused of failing to “prove” this labour theory
of value, but the accusation is misplaced. Marx never set out to prove the
existence of value or to derive the prices of particular commodities on the
market from first principles. His theory reflects what capitalism actually
does: it draws socially necessary labour together at different points in the
system and produces commodities that can be exchanged based on this
labour. It is from this perspective that Marx could begin to explore the
development of capitalism. The ultimate test of his labour theory of value is
its ability to explain the dynamics of the system. As Marx wrote of one
early critic:

The unfortunate fellow does not see that, even if there were no chapter on “value” at all in my book,
the analysis I give of the real relations would contain the proof and demonstration of the real value
relation. The chatter about the need to prove the concept of value arises only from complete
ignorance both of the subject under discussion and of the method of science.

Marx is also sometimes accused of ignoring the “laws of supply and
demand”, which, in mainstream accounts of competition, are used to
explain changes in prices. In fact Marx recognised the importance of supply
and demand, but realised that they could not account for value on their own.
In a speech in 1865 he explained:

You would be altogether mistaken in fancying that the value of...any...commodity whatever is
ultimately fixed by supply and demand. Supply and demand regulate nothing but the temporary



fluctuations of market prices. They will explain to you why the market price of a commodity rises
above or sinks below its value, but they can never account for the value itself. Suppose supply and
demand to equilibrate, or, as the economists call it, to cover each other. Why, the very moment these
opposite forces become equal they paralyse each other, and cease to work in the one or other
direction. At the moment when supply and demand equilibrate each other, and therefore cease to act,
the market price of a commodity coincides with its real value, with the standard price round which
its market prices oscillate.

Supply and demand make market prices oscillate around values. They
prevent these prices from deviating too far from the value, but they do not
explain value. Indeed, one of Marx’s main criticisms of existing economic
theory was its failure to explain the origin of value. Adam Smith and later
David Ricardo, the two greatest figures in classical political economy who
preceded Marx, came closest. For instance, Smith believed that in early
societies, where the barter of goods directly produced by individuals
predominated, exchange was explained by a labour theory of value.
“Labour”, wrote Smith, “is the real measure of the exchangeable value of
all commodities.” But, rather than follow the theory to its logical
conclusion, Smith retreated into a view that saw machinery as generating
“revenue” alongside labour. Ricardo came even closer to Marx’s position
but never developed his labour theory of value into a consistent approach
that could explain the dynamics of the system.

Later mainstream economists stepped back from trying to explain
capitalism as a system at all. By Marx’s lifetime capitalism had established
itself as the dominant system of production in key areas of the globe. Its
theoreticians were now far more interested in superficial fluctuations in
prices and in covering up the crimes of the system than in discovering its
fundamental laws of motion. This was reflected in a shift from the term
“political economy”, concerned with social and historical development of
the system, to “economics” concerned with seemingly eternal mathematical
laws of the market. It was left to Marx to build on and criticise Smith and
Ricardo’s political economy in order to develop a systematic labour theory
of value.

There is, however, another obvious objection to measuring value by
labour time: not everyone’s labour is the same. Some people work harder or
more efficiently than others. As Marx writes, “It might seem that if the
value of a commodity is determined by the quantity of labour expended to
produce it, it would be the more valuable the more unskilful and lazy the



worker who produced it, because he would need more time to complete the
article.” This problem is overcome if you instead consider “socially
necessary labour time”: the labour time needed by a society to produce a
commodity with the “average degree of skill and intensity of labour
prevalent in that society” at that point in history. It is this socially necessary
labour time that governs the amount of value represented by commodities.

This also reflects the kind of labour that capitalism seeks to draw
together. It increasingly creates a world in which all artistry is removed
from work by the application of machinery and the division of labour. It
creates a world of millions of “interchangeable” workers, each, from the
point of view of the capitalist, more or less the same as the others. Indeed,
the fact that capitalism is a system of competition forces capitalists to treat
labour in this way—failure to do so would mean the capitalists in question
losing out to their rivals.

It could be objected, though, that skilled labour exists under capitalism.
In the narrow sense of a worker who just happens to be more skilful than is
typical, this simply means they can produce a comparably larger amount of
value in a given time, as Marx suggests in the quote cited above, because
they produce a given commodity in a slightly reduced period of time. But of
course there are lots of forms of work under capitalism that are regarded, in
a qualitative sense, as skilled because they involve higher levels of
education or training. Yet this does not mean that they necessarily produce
more value, nor does the balance between mental and physical elements of
a job change its value-producing capacities. Provided a job can be
undertaken in a capitalist workplace by a large range of interchangeable
labourers it can be treated as abstract labour producing, on average, the
same amount of value as any other. Indeed, it is characteristic of the
capitalist labour process that the production of any given commodity is the
work of a whole collective of labourers with different positions in the
production process and different specialisms. In practice it is impossible to
distinguish between the different specialised workers whose labour goes
into producing the commodity.

However, Marx also discusses what he calls “complex labour”, not just
specialised forms of labour, but forms that have been developed in a
“special way”. These forms of labour operate, he writes, like “multiplied
simple labour, so that a smaller quantity of complex labour is considered



equal to a large quantity of simple labour”. Some of the issues raised by this
distinction between complex and simple labour, and the resulting “reduction
problem”, are addressed in an appendix to this work.

For now, it is sufficient to note that these forms of labour are highly
unusual and that there is a powerful tendency for particular types of
complex labour to be eradicated over time. Certain skills may start out as a
monopoly among a tiny minority, and that tiny minority may, for a time, be
strongly placed to force concessions such as better wages or conditions
from the system. The commodities they produce may indeed contain more
value than those produced by simple labour in the same period. But over
time capitalism tends to both reproduce workers with the skills it needs, for
instance by reorganising the education and training of workers, and,
simultaneously, reduce skilled operations to less skilled ones. For instance,
in the early history of the chemical industry the knowledge involved in
production was the province of a tiny number of highly educated
individuals. Today, such work can be carried out by a collective labourer
composed of chemistry graduates, engineers, lab technicians and so on,
often using advanced technology to simplify their work. Capitalism
constantly deskills the working class and refashions it; it breaks tasks apart
and recombines them, ensuring that the overall tendency is the
subordination of labour to the laws of capitalism and the replacement of
complex by simple labour is one consequence.

The vast majority of labour-power can, in this view, be seen as simple
labour, regardless of whether commentators happen to regard it as “skilled”
or “semi-skilled” or “unskilled”. All are drawn into the capitalist machine
and all produce value in the same manner, regulated by the socially
necessary labour time required to produce a given commodity.

Of course, there remain exceptions. Some rare skills that cannot be fully
integrated into capitalist forms of production will continue to be especially
valuable and prized. One obvious example is the labour that goes into the
production of expensive artworks. The value of a painting by Rembrandt
clearly does not reflect the time he took to produce it. But then the labour of
Rembrandt could never be reduced to socially necessary labour time
because it is not labour that could be performed by anyone else; it could
only have been performed by Rembrandt. What are prized in such artworks
are the specific, concrete characteristics of the labour that went into



producing it. The logic of capitalism is to subordinate everything to the
market—so a Rembrandt painting is turned into a commodity to be bought
and sold, but its price bears no relation to the labour time it contains.

Similarly Marx writes that the poet Milton “produced Paradise Lost in
the way that a silkworm produces silk, as the expression of his own nature”,
even if later “he sold the product for £5 and to that extent became a dealer
in a commodity”. Marx contrasts this with the “writer who delivers
hackwork for his publisher”. The “literary proletarian who produces books,
eg compendia on political economy, at the instructions of his publisher” is
subject to the laws of capitalist production, precisely because this kind of
work could be performed by any of thousands of other wage labourers.

As we shall see, from this foundation in his theory of value, Marx is able
to build an account of capitalism that has far greater explanatory power
regarding the overall development of the capitalist system than has been
achieved by mainstream economic theory.

Money makes the world go round

Returning to our example from the previous chapter, while it is true that a
pint of milk might have the same exchange-value as a newspaper, it is
unlikely that a newsagent would be inclined to swap a newspaper for a pint
of milk provided by one of their customers. Under capitalism a third
commodity, money, plays the role of the “universal commodity” and in
doing so makes the whole process of exchange even more mysterious, even
more divorced from the world of production. How does money come to
play this important role?

As we have seen, value is not something that we can touch or see
directly. No commodity is produced with its value stamped upon it. It is
measured indirectly by exchanging it with another commodity in a
particular ratio: “one pint of milk = one newspaper”; “one car = 10,000 bars
of chocolate”; “one stealth bomber = 500 million pints of milk”.

As commodities are exchanged, a particular type of commodity tends to
become a “universal equivalent” or money. This development in fact long
pre-dates the emergence of capitalism. Trade existed in earlier societies, but
only as a peripheral feature—a matter of communities exchanging a small



portion of what they produced with other communities, or peasants taking
whatever surplus food they were left with to market. The commodity that
became a universal equivalent might reflect the type of society it emerged
from. For example, in early communities that traded livestock, cattle could
become a universal equivalent due to its importance and the frequency with
which it was traded. In other cases salt, special shells or even beetle’s legs
were used. But generally precious metals such as gold and silver were
found to play this role most effectively. Such metals are of high value
relative to their weight. In other words, they require a large amount of
labour time to produce a given quantity. This means that a large amount of
value can be transported easily. Such metals are also hardwearing and
durable so they can act as a reliable store of value.

As capitalism developed it seized hold of existing forms of money,
making them central to its economic functioning and in doing so
transforming them. Under capitalism commodity exchange plays an
essential role in satisfying even the most basic human needs. This means
that money is no longer simply a matter of convenience, it is logically
necessary if the system is to function smoothly. Capitalism relies on the
emergence of a special money commodity that can serve as an equivalent
for all other commodities.

Money has many functions within capitalist societies but Marx argues
that they can be grouped under two particular headings: money serves as a
“measure of value” and a “means of circulation”.

Let us consider first how money acts as a measure of value. When we
assign a price to a commodity, we are engaging in an act of imagination in
which we attach a quantity of money to that commodity. In order for this to
be meaningful, there has to be some regulation of what Marx calls the
“standard of price”. For instance, I might say that a car I have built is worth
one kilogramme of gold (assuming that gold has been established as the
universal equivalent). However, it is quite another thing to say it is worth
£1,000. Someone has to enforce the idea that £1,000 reflects the value of a
certain quantity of gold. That someone tends to be the state. As Marx puts
it: “Since the standard of money is on the one hand purely conventional,
while on the other hand it must possess universal validity, it is in the end
regulated by law.”



States might first of all determine that a coin with a given amount of
gold in it represents a certain standard price. Ultimately, though, tokens
representing gold can replace gold itself. This can include coins made of
less precious metal. It can also involve paper money, first in the form of
bills that can be exchanged for gold or silver and then, later, in the form of
“inconvertible” bills. Such forms of money have no intrinsic value (other
than as pieces of paper) and depend on the authority, and solvency, of the
state or central bank that issues them. Ultimately, an electronic claim over
value can replace physical money altogether, as is the case when we use
debit cards to make purchases.

As prices are measured in money terms it is quite easy for them to
fluctuate even if the underlying value is unaltered. This fluidity of prices is
indeed quite useful for capitalism; “it makes this form the adequate one for
a mode of production whose laws can only assert themselves as blindly
operating averages between constant irregularities,” as Marx writes. If
monetary prices were replaced with values expressed in labour time this
would not be possible.

Along with its role as a measure of value, money is also a means of
circulation—it allows goods to circulate on the market. When a particular
commodity establishes itself as the “universal equivalent” it acquires
extraordinary power. It represents a general claim on “socially necessary
labour time” in whatever form. A £10 note can buy commodities of any
kind, up to the equivalent of £10 worth of labour time. It also means that the
process of circulation can break down. Just because I have sold something
for £10 does not mean that I will necessarily use that money to buy
something else. Implicit in the nature of money as a means of circulation is
the idea that this process can come to a halt with the outbreak of a crisis.

The centrality of money also has implications for the goals of capitalists.
Previous ruling classes might have been interested in simply hoarding
money to enrich themselves like misers. For the capitalist, as we shall see,
money must be harnessed as capital, it must be thrown into circulation in
order to expand. In fact, Marx defines capital as value that is set in motion
in an attempt to generate more value—to make a profit. In other words,
capital is “self-expanding” value. This drive to advance value in order to get
more back, the drive to make a profit, helps define capitalism as a system:



The possessor of money becomes a capitalist. His person, or rather his pocket, is the point from
which the money starts, and to which it returns... His aim is...the unceasing movement of profit-
making. This boundless drive for enrichment, this passionate chase after value, is common to both
the capitalist and the miser; but while the miser is merely a capitalist gone mad, the capitalist is a
rational miser. The ceaseless augmentation of value, which the miser seeks to attain by saving his
money from circulation, is achieved by the more acute capitalist by means of throwing his money
again and again into circulation.

To understand capitalism we will have to explore how it is that value can
be turned into capital—into value that expands by generating profit, a
process that as yet remains mysterious to us. But first we must look at the
two kinds of capital purchased by the capitalist to begin the production
process.

Living and dead labour

Earlier I set out Marx’s concept of value. The value of a commodity reflects
the amount of labour time required in its creation. However, commodities
are not simply produced by people. To return to an example we used
previously, a newspaper is not just the product of journalists and print
workers; machinery, computers, ink and paper are also needed in its
production. But these too are commodities and hence the product of earlier
acts of labour. So in capitalist production two kinds of labour come
together. The first is what Marx calls “living labour”, the labour put in
directly by workers adding to the value of a new commodity. The second is
“dead labour”, labour that was expended in the past and crystallised in the
form of raw materials and machinery used in the production process,
described by Marx as the “means of production”.

The value of the dead labour is transferred to the end product as the
means of production are used by living labour, so the resulting commodity
has a value reflecting the total amount of labour, past and present, required
in its production. Marx discusses the example of a spinner who uses cotton
and a spindle, which suffers wear and tear in the process, to produce yarn:

In determining the value of the yarn, or the labour time required for its production, all the special
processes carried on at various times and in different places which were necessary, first to produce
the cotton and the wasted portion of the spindle, and then with the cotton and the spindle to spin the
yarn, may together be looked on as different and successive phases of the same labour process. All



the labour contained in the yarn is past labour; and it is a matter of no importance that the labour
expended to produce its constituent elements lies further back in the past than the labour expended on
the final process, the spinning... Therefore the labour contained in the raw material and instruments
of labour can be treated just as if it were labour expended in an earlier stage of the spinning process,
before the labour finally added in the form of actual spinning.

However, even though both living and dead labour contribute to the final
value of the commodity, there is an important distinction from the
perspective of the capitalist. Consider a newspaper that is printed using one
hour of living labour (the labour of the print workers who work the presses)
plus two hours’ worth of dead labour (the value of raw materials consumed)
per issue. Here, for simplicity, I will ignore the cost of the machinery
involved or any other groups of workers such as the journalists. The total
value of each newspaper is three hours’ worth of labour time. I will assume
that the capitalist succeeds in selling all the newspapers.

So the capitalist receives a value equivalent to three hours of labour time
for each newspaper they sell. But the capitalist has to pay for the raw
materials used up in the production of the newspaper. They purchased the
ink and paper from other capitalists. So the newspaper-producing capitalist
has to pay two hours’ worth of value to other capitalists for each newspaper
printed. The newspaper-producing capitalist makes neither a profit nor a
loss on the raw materials that go into the production process (although the
ink-producing or paper-producing capitalists would naturally expect that
they would make themselves a profit by producing and selling these). The
value of this dead labour simply passes into the final product.

So how does the newspaper-producing capitalist make a profit? As
things stand at the moment, they have sold each newspaper for three hours’
worth of labour time and paid out two hours’ worth for raw materials. One
hour’s worth of labour time remains—the living labour added by the print
workers to each newspaper. But our capitalist has still not paid anything to
these workers. If, as Marx says, everything exchanges for its value, what is
the price paid to hire living labour? If the print workers took home as their
wage the full value they created (one hour’s worth per newspaper) the
capitalist would be left with nothing. However, we know from our
experience that this cannot be the case.

The solution to this problem is central to Marx’s whole analysis. He
rightly refers to it as “one of the best points” in Capital. The workers



produce new value worth one hour of labour time. But the capitalist does
not need to pay the workers the value they produce. Instead of paying the
workers for their labour, the capitalist is paying the workers for their
“labour-power”—for their capacity to labour. The value required to hire
labour-power, the wage, is simply the value needed to reproduce the labour-
power, to provide the worker with food, clothing, shelter and other needs. In
general this is far less value than the worker creates.

Let us consider how this works over a given day of labour. In our
example, if we assume that each print worker puts in eight hours of work
each day, it might take just four hours of labour time to produce enough
value to cover their wage. The other four hours do not produce anything for
the worker but they produce what Marx calls “surplus value” for the
capitalist—extra, unpaid for, value. This surplus value is the basis of profit.

The point deserves to be stressed. The capitalist gets a day’s labour but
only pays for a day’s labour-power. Of course, the whole process is hidden
behind a wage packet. It is not at all clear to the worker when they are
working for their wage and when they are working to generate profit for the
capitalist. As Marx puts it, “The fact that half a day’s labour is necessary to
keep the worker alive during 24 hours does not in any way prevent him
from working a whole day.” Marx describes the working day as being
divided into “necessary labour time”, producing the value of the wage, and
“surplus labour time”, producing surplus value for the capitalist.

I have considered the gap between the value created by the worker in a
day and the amount they take home in pay each day. I could equally look at
how much of the living labour that goes into each commodity is surplus
value and how much contributes to the wage. In our example, as half of the
day is spent producing surplus value, so half of the living labour embodied
in each newspaper (30 minutes’ worth of value) is surplus value.

Each newspaper:

Each newspaper = 3 hours’ labour time

1 hour’s living labour 2 hours’ dead labour

½ hr SLT ½ hr NLT 2 hours’ dead labour

slt=surplus labour time; NLT=necessary labour time



The secret of surplus value is the secret of the capitalist system. The
world around us is based on pumping surplus value out of over a billion
wage labourers.

Exploitation at the heart of the system

In earlier societies exploitation was a relatively straightforward thing. The
peasants in medieval Europe might work a few hours on their own land and
a few hours on the land of their lord. Or they might work all day on their
own land but have to surrender a portion of their product to the lord. It was
clear to everyone involved that exploitation was going on. The lord could
exploit the peasant because he was the political ruler as well as the
economic ruler. Exploitation relied openly on the use of violence or at least
the threat of it.

Under capitalism economics appears to be separate from politics. At
times the organised violence of the state might be used against workers who
resist exploitation—for instance the army or police might be mobilised to
break a strike. But in normal times the worker labours for the capitalist
through pure economic compulsion, rather than the use or threat of
violence. Those who have not inherited great wealth take it for granted that
they must get a job working for a capitalist to survive. How did this kind of
world come about?

The medieval peasant might have owned a plot of land or had access to
some common land. They might have possessed a few sheep or cattle, or a
plough and some grain. Under capitalism the worker owns none of the
means of production. The only thing they have to sell is their labour-power
—under capitalism labour-power itself becomes a commodity. Workers are
under no obligation to work; they are not slaves. So the workers are “free”
in a legal sense but, as Marx argues, they are also “free” in a second sense
—free of all of the things they would need to produce for themselves and so
free to starve if they refuse to work for a capitalist.

Towards the end of the first volume of Capital, in one of the most
accessible parts of the book, Marx writes of the “original accumulation”
(usually translated as “primitive accumulation”) that marked the dawn of
capitalism. This involved driving peasants from the land in countries such



as Britain, with common land enclosed and turned over to farmers who now
hired labourers and used capitalist methods. Such changes provided an
impetus to early capitalism, just as they are doing in some areas of the
Global South today. More importantly, they created a class of “free
labourers”, who drifted into towns and cities and were forced to find work
in the emerging capitalist enterprises centred there.

This situation did not come about through a natural process of evolution.
Marx writes that capitalism comes into the world “dripping from head to
foot, from every pore, with blood and dirt”.

Once founded, the capitalist system must base itself on the exploitation
of labour. The degree of exploitation might vary in different places and at
different times but it always features. Exploitation is not the same as
oppression and it is a misconception that workers in countries such as India
or China are necessarily more exploited than those in countries such as the
US or Britain. They probably have worse pay and conditions, and face
greater repression and degradation than workers in the most developed
industrial countries. But it is also possible that workers in the US or Britain
generate more surplus value for every pound that they are paid in wages.
Exploitation has, for Marx, a precise scientific meaning and is not simply a
synonym for the different degrees of misery that workers face under
capitalism.

One of the strengths of Marx’s theory is to show that exploitation is not
simply an exceptional condition faced by some unfortunate groups of
workers—rather it is a universal condition of capitalist production. It will
exist everywhere capitalism nestles and it will continue until capitalism is
overthrown. It is this that unites workers in Britain with those in India, or
those in the US with those in China.

The level of the wage may also vary. Contrary to what is sometimes
claimed, Marx did not believe in an “iron law of wages” that would see pay
reduced to the basic minimum needed for survival. Wages reflect the
different costs required to produce different groups of workers, which
varies in different areas of work, different societies and at different times.
They are also subject to the day-to-day pressure that workers can bring to
bear on capitalists through their struggles, and they vary in accordance with
changes in the labour market (for example, shortages of labour can drive
wages up for a time). They also contain what Marx called a historical and
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moral element, based on what workers have wrested out of capitalists in the
past and come to expect.

Under capitalism workers begin to organise, struggle and demand a
greater share in the wealth they create. But whatever the variations, the
workers must generally labour longer than the time taken to generate
enough new value to reproduce their labour-power. Without exploitation
there is no profit. Without an end to capitalism there can be no end to
exploitation. Fortunately one other feature of exploitation that marks it out
from oppression is that exploitation involves a two-way relationship of
dependence. The worker might depend on the capitalist for their livelihood,
but without the worker production is impossible. The very feature of
capitalism that sucks the life out of workers is also the key to their power to
challenge it.

The anatomy of capital

The capitalist does not think about production in the same way that Marx
did. As far as the capitalist is concerned, the dead labour of machinery and
raw materials is as much the basis of profit as the living labour put in by
workers in exchange for a wage. This misconception is reflected in much of
mainstream economic theory, which sees different kinds of capital as
“factors of production” each generating a return on investment for their
owner.

Capital from this perspective is simply value set in motion with a view
to gaining surplus value. The capitalist mobilises two different kinds of
capital, to which Marx attaches the labels “constant” and “variable”.
Constant capital is value advanced by the capitalist to purchase plant,
equipment and raw materials. During the process of production it does not
“undergo any quantitative alteration of value”—hence its name. Variable
capital is the value advanced by the capitalist to purchase labour-power.
This does “undergo an alteration of value” in the production process,
because “it both reproduces the equivalent of its own value and produces an
excess, a surplus value... I therefore call it the variable part of capital, or,
more briefly, variable capital.”



To return to our example of the capitalist producing newspapers, we
know that each newspaper represents three hours of labour time: two hours
of dead labour and one hour of living labour. To make things clearer we can
express values in money terms, rather than in terms of labour time. Say, for
example, that £1 happens to represent the value created by one hour of
labour time. Then each newspaper will be worth £3.

Let us look again at how the one hour or £1 of living labour in our
example is divided into surplus value and the value of labour-power. We
now know that the variable capital advanced by the capitalist goes to cover
the wages of the workers they exploit. Say that each print worker works an
eight-hour day and that the value of their daily wage, the variable capital
advanced each day, is four hours of labour time (ie £4). This would mean
that half of the new value created by living labour each day simply covers
the wage of the worker for that day; the other half is surplus value which
goes to the capitalist in the form of profit. Similarly, if we look at the
individual newspaper, half of the new value created by living labour and
embodied in it goes towards the workers’ wages and half of it is surplus
value.

So another way of breaking down the value of each newspaper is:

Each newspaper:

Each newspaper = £3

s=50p v=50p c=£2

s=surplus value; v=variable capital; c=constant capital

The capitalist gets £3 for each newspaper they sell but they pay out £2 in
raw materials (constant capital) and 50p in wages (variable capital). This
leaves 50p per newspaper in profits (surplus value).

There are other ways that we can look at the exploitation of workers.
Imagine there are 100 workers. They each work an eight-hour day, of which
four hours’ worth covers their wage. So the total amount of new value
created by the workforce in a day is £800 (800 hours with each worth £1).
We also know that £2 worth of dead labour is consumed for every £1 of
living labour. So, for the whole workforce:

Total value of day’s output



= 1,600 hours of dead labour + 800 hours of living labour

= 1,600 hours of constant capital + 400 hours of variable capital + 400 hours of surplus value

= £1,600 constant capital + £400 variable capital + £400 surplus value

= £2,400

In this example the capitalist invests £2,000 each day (the constant
capital paid for raw materials plus the variable capital paid in wages) and
receives £400 in profit each day.

Up to this point I have concentrated on the kind of constant capital that
is completely consumed during the production process—for instance the ink
and paper used in printing. What about other forms of constant capital such
as the printing press? Work would be unthinkable without vast
accumulations of machinery and computers, not to mention office blocks
and factories, which are used day in and day out without being fully
consumed.

Plant and equipment of this kind, when it is purchased in order to
generate surplus value, is a particular kind of constant capital, which Marx
calls “fixed capital”. He contrasts fixed with “circulating capital”. The
distinction Marx draws centres on the way that value circulates. Circulating
capital passes its value into the end product during the production process
and this value circulates with the commodity as it enters the market. Fixed
capital remains physically within the sphere of production and its value
only gradually circulates, bit by bit, as it is used up over many production
cycles. A printing press that costs £100,000 with a lifespan of ten years
would, all other things remaining equal, each year pass £10,000 of value
into the newspapers produced using it. Once we see how fixed capital gives
up its value gradually we can treat it in much the same way as paper and ink
in our examples.

It is not just the raw materials consumed in production that are
circulating capital—ink and paper in our example—but also the variable
capital (the capital advanced to purchase labour-power). So variable capital
is always circulating capital; its value (together with the surplus value it
creates) always circulates with its products, whereas constant capital may
be fixed or circulating. Marx criticised the mainstream economists of his
day who simply saw a division between fixed and circulating capital,
ignoring the more fundamental division between variable capital (whose



expansion can produce surplus value) and constant capital (which can never
produce surplus value whether it is fixed or circulating).

Although the division between fixed and circulating capital is less
fundamental than the division between variable and constant capital, the
concept of fixed capital is a useful way to understand a number of problems
faced by the capitalist. First, while circulating capital can be bought on a
regular basis by the capitalist at the beginning of each cycle of production,
fixed capital is characteristically bought once and then used over many
cycles of production. A printing press represents a huge investment, which
the capitalist must expect to last for several years or even decades. This
requires the capitalist to save large amounts of money over the preceding
period or, more likely, to raise the funds some other way (for example by
borrowing from a bank). The process of buying capital, producing and
selling commodities becomes a lot less smooth and regular than it initially
seemed.

Second, and related to this, what happens if the value of printing presses
changes during the lifetime of the press? We shall see later that values,
particularly those of fixed capital, are far from stable. Prices tend to fall
over time. This makes investment in fixed capital a risky business for the
capitalist.

Third, the dangers inherent in this kind of investment intensify the need
for the capitalist to squeeze the value out of fixed capital as rapidly as
possible—for instance running a night shift as well as a day shift or
ensuring that a factory is run 365 days a year.

Squeezing the worker

We have already seen how capitalism is founded on exploitation, which
allows the capitalist to obtain surplus value. In order to increase their profits
capitalists must maximise the amount of surplus value they squeeze out of
their workers. Already contained within Marx’s account of the extraction of
surplus value is the idea of a struggle between capitalist and workers.

One obvious way in which capitalists can increase their profits is by
getting workers to toil longer and harder. In other words, they can increase
the “absolute” surplus value produced by workers. If the worker covers the



value of their wage in four hours but works an eight-hour day, the capitalist
obtains four hours of surplus value. But if the worker works a ten-hour day,
the capitalist obtains six hours of surplus value. In Capital Marx charts the
battle over the length of the working day in England, which led to a series
of Factory Acts that limited the working day for women and children to ten
hours:

The English Factory Acts...curb capital’s drive towards a limitless draining away of labour-power by
forcibly limiting the working day on the authority of the state, but a state ruled by capitalist and
landlord. Apart from the daily more threatening advance of the working class movement, the limiting
of factory labour was dictated by the same necessity as forced the manuring of English fields with
guano [bird faeces]. The same blind desire for profit that in the one case exhausted the soil had in the
other case seized hold of the vital force of the nation at its roots. Periodical epidemics speak as
clearly on this point as the diminishing military standard of height in France and Germany.

In other words, the attempt by the factory owners to extend the working
day faced resistance from workers and threatened the health of the labourer.
While Marx praises the factory inspectors, who he quotes extensively, for
revealing the plight of the working class, from the point of view of the more
far-sighted among the capitalists limiting the working day was not a case of
philanthropy. It was a necessity if they were to have a working class to
exploit. In addition, the poor health of workers threatened the strength of
the military, which relied on workers to fight. This was unacceptable to
members of the ruling class who saw military strength as a means of
securing their interests abroad. Marx’s reference to the “diminishing
military standard of height in France and Germany” is backed up by
statistics showing that the minimum height for admission into the army had
been reduced and the number of soldiers rejected had grown as capitalism
had taken off.

Despite the existence of legal limits beyond which the working day
cannot be extended, the drive to increase the number of hours worked has
been an important factor in contemporary capitalism over the past couple of
decades. So in the US manufacturing workers put in a full two weeks more
a year in 2002 than they did in 1982—boosting profits in that country.
Capitalists also remain keen to reduce the amount of “rest” time in the
working day. One in five workers in Britain do not take a lunch break, and
accounts of “toilet breaks” and “coffee breaks” being monitored are
commonplace. One account of “lean working” in the US speaks of attempts



to increase the number of seconds worked in a minute to 57—three seconds
of rest each minute.

However, the limits to such attempts to increase the extraction of
absolute surplus value meant that increases in what Marx called “relative”
surplus value became more important as capitalism developed. Increasing
absolute surplus value means increasing the overall length of the working
day, while leaving the time required to cover the wage of the worker
unchanged. Increasing relative surplus value means decreasing the time the
worker needs to cover the cost of their wage, while leaving the overall
length of the working day unchanged. So, if a worker previously worked an
eight-hour day and covered the cost of their wage in four hours, the
capitalist can make more profit if the worker instead covers the cost of their
wage in two hours.

Increasing absolute surplus value

Increasing relative surplus value

One way the capitalist might achieve this is by arbitrarily cutting wages.
But, as in the case of extending the working day, there are clearly limits to
this: resistance and the possibility that workers will be too sick or underfed
to work. However, an increase in relative surplus value can occur gradually
if the value of the goods and services workers purchase with their wage
falls. For instance, if food and clothing become cheaper, in terms of the



amount of labour time that goes into producing them, then the share of the
value going to the worker can fall without the worker having to consume
fewer use-values. We will see later that technological change can indeed
cheapen commodities of all kinds.

In general, the motivation of the capitalist is not actually to innovate in
order to increase the relative surplus value of the entire class of capitalists.
In fact, as Marx points out, the individual capitalist is motivated by “the
coercive laws of competition”. I shall show in the second part of this book
that productivity-enhancing innovations can lead to an individual capitalist
receiving, in the short term and at the expense of rival capitalists, an extra
boost to their relative surplus value, which is then eroded as the innovation
becomes generalised across an industry. It is this competitive dynamic that
tends in the long run to reduce the real costs of commodities.

Productive and unproductive labour

Capitalist production creates use-values but when capitalists purchase
constant and variable capital they do so primarily in order to generate
surplus value, the source of profit, a process that Marx dubs “valorisation”.
Under capitalism all sorts of work also takes place that does not directly
generate surplus value, and the scale of this kind of work has expanded as
capitalism has developed. To understand such work Marx begins by making
a distinction between what he calls “productive” and “unproductive” labour.
He writes:

Capitalist production is not merely the production of commodities, it is, by its very essence, the
production of surplus value. The worker produces not for himself, but for capital. It is no longer
sufficient, therefore, for him simply to produce. He must produce surplus value. The only worker
who is productive is one who produces surplus value for the capitalist, or in other words contributes
towards the self-valorisation of capital... The concept of a productive worker therefore implies not
merely a relation between the activity of work and its useful effect, between the worker and the
product of his work, but also a specifically social relation of production, a relation with a historical
origin which stamps the worker as capital’s direct means of valorisation. To be a productive worker is
therefore not a piece of luck, but a misfortune.

The question of whether the commodity is a material thing or an
intangible service is irrelevant. Workers in the service sector, provided they
create some kind of use-value, material or otherwise, may well be



producing surplus value. Marx takes the example of a teacher in a private
school run for profit:

If we may take an example from outside the sphere of material production, a schoolmaster is a
productive worker when, in addition to belabouring the heads of his pupils, he works himself into the
ground to enrich the owner of the school. That the latter has laid out his capital in a teaching factory,
instead of in a sausage factory, makes no difference to the relation.

In his Theories of Surplus Value Marx contrasts a clown employed by a
capitalist with a self-employed tailor whose services are used by the same
capitalist:

An actor, for example, or even a clown...is a productive labourer if he works in the service of a
capitalist...to whom he returns more labour than he receives from him in the form of wages; while a
jobbing tailor who comes to the capitalist’s house and patches his trousers for him, producing a mere
use-value for him, is an unproductive labourer.

Marx points out that in this example the clown’s labour is exchanged
with capital in order to renew and expand that capital through a production
process. The self-employed tailor, by contrast, merely receives some of the
surplus value that the capitalist has already gained through their
exploitation of the clown. Of course, if a different capitalist employed the
tailor for a wage, and so gained surplus value from the business of repairing
trousers, then the labour would be productive for that capitalist.

As well as narrowing down the concept of productive labour to those
involved in the production of surplus value, Marx also expands it to account
for the changing nature of work—involving a “collective labourer” with
individuals performing a variety of coordinated tasks:

With the progressive accentuation of the cooperative character of the labour process, there
necessarily occurs a progressive extension of the concept productive labour, and of the concept of the
bearer of that labour, the productive worker. In order to work productively, it is no longer necessary
for the individual himself to put his hand to the object; it is sufficient for him to be an organ of the
collective labourer, and to perform any one of its subordinate functions.

In other words, all those individual workers who form a collective
labourer, producing a good or service that contains newly created surplus
value that can be appropriated by the capitalist, are part of a productive
labour process.

What about those workers, such as doctors and teachers employed by the
state, who do not directly produce surplus value for a capitalist?



Such workers are clearly exploited in one sense. In general, the amount
of labour they provide exceeds the labour time represented by their wage,
just as is the case for productive workers. Furthermore, the conditions of
labour of most such workers, including teachers, nurses, low ranking civil
servants and junior doctors, are dictated by conditions in the wider working
class. Indeed, the experience of working in a large school, hospital or job
centre is little different from working in a factory or private-sector service
workplace. These workers are subject to the same pressures and are equally
capable of resisting them. They are also potentially powerful because they
are essential to the production of surplus value in the wider economy.

For instance, they play a vital role in reproducing labour-power. So
Marx writes in his Theories of Surplus Value:

As to the purchase of such services as those which train labour-power, maintain or modify it, etc, in a
word, give it a specialised form or even only maintain it—thus for example the schoolmaster’s
service, in so far as it is “industrially necessary” or useful; the doctor’s service in so far as he
maintains health and so conserves the source of all values, labour-power itself—these are services
which yield in return... a commodity...namely labour-power itself, into whose costs of production or
reproduction these services enter.

Immediately after this passage Marx points out the limited extent of
such expenditure in the capitalism of his day. The same is not true of
contemporary capitalism, in which state expenditures on health and
education constitute a large chunk of the economy in many countries.

Such labour is not productive in the strict sense. For instance, it is
generally paid for through state revenue generated out of wages, profits and
other taxable income—rather than paying for itself and generating surplus
value through a process of capitalist production and the subsequent sale of
commodities. And there is no exploitation in the narrow sense of surplus
value being extracted from their labour and ending up in the hands of a
capitalist. Nonetheless it is a vital prerequisite for production to take place
at all.

The reserve army of labour

For many in capitalist society the one thing worse than being exploited is
not being exploited. The poverty faced by many pensioners, who are no



longer useful to the capitalists, or those whose health, mental or physical,
makes them less useful to the capitalists is an indictment of a system built
around the extraction of surplus value. But capitalism also creates vast
numbers of unemployed who are perfectly willing and able to work, and
who are potentially useful to capitalism in creating surplus value.

Mechanisation and automation, which replace workers with machinery,
the ebbs and flows of the “business cycle”, and attempts by capitalists to
make existing workers work harder (part of the process of “downsizing”) all
create pools of unemployment. Some earlier writers had argued that
biological factors—the uncontrolled growth of the population—were the
key to explaining this “overpopulation”. So Thomas Malthus, an influential
economist in Marx’s time, argued that population would always grow faster
than the food supply, leading to the impoverishment of a section of the
population.

Marx, by contrast, argues that the process of capitalist development
itself creates a “surplus population” expelled from production. At the same
time, this surplus population becomes a “lever” for the future development
of capitalism:

It forms a disposable industrial reserve army, which belongs to capital just as absolutely as if the
latter had bred it at its own cost. Independently of the limits of the actual increase of population, it
creates a mass of human material always ready for exploitation by capital in the interests of capital’s
own changing valorisation requirements.

The existence of this “reserve army” of labour also disciplines employed
workers. Wages tend to fluctuate around average levels, Marx argues, with
the ebb and flow of various branches of production. This helps draw
workers into expanding areas while expelling them from those that are
contracting. But the threat of unemployment places limits on the average
level of wages:

If, for example, owing to a favourable conjuncture, accumulation in a particular sphere of production
becomes especially active, and profits in it, being greater than the average profits, attract additional
capital, then of course the demand for labour rises, and wages rise as well. The higher wages draw a
larger part of the working population into the more favoured sphere until it is glutted with labour-
power, and wages at length fall again to the average level of below it, if the pressure is too great...
The industrial reserve army, during the periods of stagnation and average prosperity, weighs down
the active army of workers; during the periods of overproduction and feverish activity, it puts a curb
on their pretentions. The relative surplus population is therefore the background against which the



law of demand and supply of labour does its work. It confines the field of action of this law to the
limits absolutely convenient to capital’s drive to exploit and dominate the workers.

Of course, from the standpoint of meeting human needs, the existence of
unemployed workers who wish to work is completely irrational. If there is a
mass of unused bricks and mortar, unemployed labourers and people who
require somewhere to live, from a socialist point of view the solution is
simple indeed. But within a system built on profit and the extraction of
surplus value from workers, unemployment is perfectly rational.

A world of alienation

Capitalism degrades the worker—and not simply through the injustice of
exploitation, which was, in a different form, also the fate of the peasant in
feudal England or the slave in ancient Rome. Long before he wrote Capital,
Marx had a number of insights into “human nature” that form a crucial
complement to his later work.

Most earlier thinkers, if they considered human nature at all, imagined it
to be a fixed, unchanging thing. Marx saw it as rooted in a process that gave
rise to change and dynamism—labour. Human beings become distinct from
animals once they consciously labour on their environment to meet their
needs. This process of labour is collective and social. Humans enter into
“definite social relations independent of their will” to produce. So the
earliest hunter-gatherers, if they were to be successful in hunting, had to
cooperate and develop forms of communication. This is not simply a
genetic impulse or instinct, even if humans’ particular biology makes it
possible. Some animals (bees or ants) build complex colonies, but these are
fixed in advance by their genetic make-up. Humans, by contrast, can
change how they labour through a conscious and reflective process. So
Marx writes:

A spider conducts operations that resemble those of a weaver, and a bee puts to shame many an
architect in the construction of her cells. But what distinguishes the worst architect from the best of
bees is this, that the architect raises his structure in imagination before he erects it in reality.

Humans are in tension with the rest of nature. They have to labour to
transform it in order to survive. But the process also transforms humans as



society develops. Labour, for Marx, is, along with nature, the foundation of
society. But the development of the labour process—the relationship
between humans and nature—is far from straightforward. At a certain point
in history, Marx argues, classes develop. A section of society frees itself
from the necessity to labour directly and begins to control any surplus
wealth generated by society. This group eventually establishes itself as a
ruling class.

Accompanying this process of class division is another called
“alienation”—the systematic distortion of the labour process. This in turn
means the distortion of the relationship of humans to nature and of
relationships among humans. Under capitalism alienation takes on a
particularly extreme form. For example, the worker, as we have seen, is
compelled to sell their labour-power to a capitalist. The process of labour
and the object of labour become “alien” things. The worker no longer has
any control over the conditions of their labour or the commodities their
labour produces.

Because the labour process is central to what constitutes human beings,
alienation also means that the worker is alienated from their own nature.
Indeed, the worker is dominated by alien products of labour—machinery,
computers, and so on. This process of alienation is closely connected to
another of Marx’s concepts that we have already encountered: commodity
fetishism, the way that real relationships between humans present
themselves as market relationships between things.

Some Marxists have argued that, while alienation was of interest to the
“young Marx”, the “mature Marx” who wrote Capital was more interested
in the objective laws of the capitalist economy. But the theme of alienation
is present in Capital and also in the draft known as the Grundrisse. In the
latter text Marx writes of “the alien quality of the objective conditions of
labour that confront living labour capacity, which goes so far that these
conditions confront the person of the worker in the person of the capitalist
—as personification with its own will and interest”. The worker’s labour
“appears as alien labour”; the products of past labour take on the form of
“things, values”, which appear to the workers “in an alien, commanding
personification”.

This process degrades workers because:



the worker emerges not only not richer, but emerges rather poorer from the process than he entered.
For not only has he produced the conditions of necessary labour as conditions belonging to capital;
but also the value-creating possibility... which lies as a possibility within him, now likewise exists as
surplus value...in a word as capital, as master over living labour capacity, as value endowed with its
own might and will, confronting him in his abstract, objectless, purely subjective poverty.

Marx does not develop these notions in order to show that workers are
somehow permanently trapped in a prison of alienation and commodity
fetishism. His central point is that this condition arose at a point in history
and can be changed in the future. Indeed, capitalism, for the first time,
provides the possibility for humans to overcome alienation and exploitation.
Capitalism provides the basis for socialism: a world of unalienated labour,
under democratic control, in which production is geared towards meeting an
expanding range of human needs.

It provides the basis for this in two senses. First, it is the most dynamic
society ever. It creates the wealth sufficient to abolish scarcity and so the
necessity of class division. The potential exists today for a world in which
human’s ever-expanding needs—cultural and intellectual needs as well as
basic material needs—could be met, even if this potential is constantly
undercut by the reality of a system based on class division and market
competition.

Second, it creates a global working class composed of billions of people
in fairly homogeneous conditions, forced to struggle against their
exploitation, who through their own actions could create a socialist society.

Workers can hold ideas that run contrary to their collective interests,
such as racism or sexism. But these are always in tension with another set
of ideas generated by collective experiences of struggle. Racist ideas, for
example, can be transcended if white workers are forced to fight alongside
and in solidarity with black colleagues. Groups of unskilled women workers
in Britain at the end of the 19th century challenged sexist preconceptions
through a series of militant strikes. Women workers striking in Egypt in
recent years have done the same.

Not only does class struggle under capitalism overcome divisions
between workers; it also lays the basis for a novel way of running society.
Working class struggle has a different character to that of earlier struggles.
In the feudal world peasants could rise up, seize the land (the source of
most wealth) and divide it up to farm in the old way.



Under capitalism class struggle takes on a different form. You cannot
divide up a supermarket, factory or hospital. The solutions discovered by
the working class tend to be democratic and collective solutions. This is the
essence of socialist revolution—it is the self-emancipation of workers
through their own collective, conscious struggle. Capitalism opens up the
historical possibility that alienation can be transcended. Not only that, but
the frequent crises thrown up by the capitalist system during its frenzied
development call its continued existence into question.

The next section of this work will explain why capitalism has such great
dynamism and consider how this generates repeated economic crises.



PART 2

Dynamics of the system

The circulation of capital

So far I have focused on the “sphere of production”—the realm in which
workers are exploited, values produced and surplus value embedded in
commodities owned by the capitalist. I have done so in a way that
“abstracts” from the surface appearance of the system to grasp its innermost
laws. For Marx what happens in production is crucial to the overall
dynamics of the system, even if capitalist commentators do not realise this.
They tend instead to be fixated on the spheres of exchange (the purchase
and sale of commodities on the market) and distribution (in which surplus
value is shared out and redistributed among capitalists). The second volume
of Capital deals with the circulation of capital, how it reproduces itself
through the marketplace, while the third volume draws these different
aspects together, developing a more concrete picture of the system as a
whole.

Marx views capitalism as a constantly evolving process in which capital
circulates through the system. In analysing this circuit, it is possible to start
at any point. If the starting point is money, then this money must be
advanced to purchase commodities—labour-power, raw materials,
machinery, etc. These commodities are then used in production. The
process of production creates new commodities and these are then sold for
money. Marx represents this cycle using symbols. For example:

M—C..P..C’—M’

M = money at start; C = commodities used in production;
P = production process; C’ = produced commodities;
M’ = money at end; solid lines represent commodity exchange



Starting from money, or M, gives one particular window on how
capitalism works. From the point of view of the capitalist the important
thing is that M’ is greater than M. The capitalist wants to end up with more
money than they started with. Here the process of production (where
surplus value is actually created) seems almost incidental. It appears as if
the capitalist could equally buy products cheap and sell them dear to make
money. This is similar to the way that merchants operate, which was
important early in the history of capitalism. They could exploit price
differences in different areas to make a profit, especially if they were able to
transport commodities over large distances, for instance spices brought
from the Far East by ship. This would be represented by: M—C—M’. Note
the similarity to the circuit above. From this standpoint, looking simply at
circulation, everything is mystified.

To take an even more mystifying example, the capitalist could simply
take their money and lend it to earn interest. This could be represented by M
—M’. It appears as if capital is expanding of its own accord. This is a
particularly extreme version of the “fetishism” discussed at the beginning of
this book. We will see later how this mysterious expansion is actually a
redistribution of surplus value from one point in the system to another.

There are other ways of looking at the circuit. For instance, Marx points
out that the classical political economists, such as Smith and Ricardo,
tended to view the circuit as starting and finishing with production:

P..C’—M’—C..P

This focus on production means that exchange now seems like an
“interruption” to the overall process. However, it also conceals somewhat
the expansion of capital that is made obvious when we start and finish with
money. An alternative view is to start and finish with commodities:

C’—M’—C..P..C’’

Because this form of the circuit starts and finishes with commodities, it
is a good way to look at how the different circuits interweave with one
another across the social terrain, as capitalists produce with commodities
purchased from other capitalists.



Returning to the first version of the circuit, we can ask the question of
what happens to the expanded portion of capital, the extra money that M’
constitutes over and above M—a reflection of the surplus value pumped out
of workers.

Marx considers two possibilities. The first is what he calls “simple
reproduction”. Here Marx assumes that capitalists personally consume all
of the surplus value they pump out of workers. He further assumes that
capitalists buy the same kind of wage goods that workers buy. In this model
the economy can therefore be divided into two “departments”. Department
1 produces means of production—the raw materials, machinery, etc—which
are purchased by capitalists to use as constant capital. Department 2
produces “means of consumption”—the basic consumption goods that
workers buy with their wages (and, in this model, capitalists also buy using
the surplus value they have grabbed). It is possible to work out a precise
mathematical relationship between the different sectors of this economy
that would allow it to reproduce itself over and over again.

In the second, more complicated, model, “expanded reproduction”,
Marx assumes that the surplus value is used by the capitalists to purchase
more means of production and expand their output. Again it is possible to
look mathematically at how the two departments would have to coexist in
order to allow production to expand in a smooth, orderly manner.

These two “reproduction schemas”, as they have become known, should
be treated with great caution. Marx is not attempting to show the conditions
for the harmonious development of capitalism. The schemas are more
“abstractions”. They show the way that capitalism must draw complex
individual processes together into a cycle of production and exchange in
order to reproduce itself, and they show the instability of the system. The
exact proportions required for even, steady growth are never achieved,
because capitalism is an unplanned and anarchic system of market
competition and uncoordinated decisions taken by individual capitalists and
states. And it is a system that changes over time, disturbing any possible
equilibrium long before it is achieved.

The reproduction schemas and the circuit of capitalism that Marx
sketches in the second volume of Capital also indicate the possibility of
capitalism “breaking down”. The circuit could potentially break down at



any of several points. Commodities could remain unsold (C’—m’ breaks
down). Or the capitalists could panic about whether they can make a profit
and refuse to purchase inputs, preferring to invest their money elsewhere (M

—C breaks down). Or, equally, some problem in the process of production,
say a strike, can interrupt the circuit. Already we see the abstract possibility
of economic crisis; later we will see how the laws of motion of capitalism
lead the system towards such a crisis again and again.

In showing this abstract possibility of crisis Marx is challenging the law
developed by Jean-Baptiste Say, an earlier French economist. As Say put it,
“A product is no sooner created, than it, from that instant, affords a market
for other products to the full extent of its own value.” Say’s law was
interpreted by many economists as saying that supply creates demand. The
more capitalists produce and sell goods, the greater the demand for inputs
becomes. As John Stuart Mill wrote, in his attempt to popularise Say’s law:

All sellers are inevitably, and by the meaning of the word, buyers. Could we suddenly double the
productive powers of the country, we should double the supply of commodities in every market; but
we should, by the same stroke, double the purchasing power.

And so, for Say and Mill, a glut of unsold commodities is impossible
and there can be no “generalised overproduction”. But, as Marx argues, the
capitalist is not exchanging products for products: “It is not only a question
of replacing the same quantity of use-values of which capital consists, on
the former scale or on an enlarged scale...but of replacing the value of the
capital advanced along with the usual rate of profit (surplus value).” Marx
writes:

Nothing could be more foolish than the dogma that because every sale is a purchase, and every
purchase a sale, the circulation of commodities necessarily implies an equilibrium between sales and
purchases... No one can sell unless someone else purchases. But no one directly needs to purchase
just because he has sold.

If the sale and purchase of commodities become too disconnected, “their
unity violently makes itself felt by producing—a crisis”.

For example, any fall in the prices of commodities, for whatever reason,
can curtail the reproduction of capital. And the fact that money plays its
role in circulation means there is little incentive for the capitalist to invest in
these circumstances:



surplus value amassed in the form of money...could only be transformed into capital at a loss. It
therefore lies idle as a hoard... The same hold up could occur for the opposite reasons, if the real
prerequisites of reproduction were missing... There occurs a stoppage in reproduction, and thus in the
flow of circulation. Purchase and sale get bogged down and unemployed capital appears in the form
of idle money.

Once this sort of situation takes hold, it can spread from sector to sector
of the economy. If a newspaper proprietor cuts production, that in turn
affects paper suppliers and printing press manufacturers; if workers are laid
off, it affects capitalists who produce basic foodstuffs and clothing, and so
on. Generalised overproduction, the production of too much output,
becomes possible. This is another irrational aspect of capitalist production.
One factor in a crisis that broke out in South East Asia in 1997 was
overproduction of computer equipment. It did not mean that everyone who
wanted a computer had one. Overproduction merely means that nobody
wishes to buy goods at the price they command or that they do not have the
money to back up their need. Under capitalism it is value rather than need
that counts.

Marx did not stop once he had shown that it was possible for crisis to
spread through the capitalist system. It still remains to show how crisis
develops, what form it takes, and so on. Much of the rest of this book will
examine this.

Considering the circulation of capital also leads us to another question—
that of the “turnover” of capital. The time taken for capital to turn over is
the time it spends in the spheres of production and of circulation. “It is the
period of time from the moment of the advance of capital-value in a definite
form to the return of the functioning capital-value in the same form.”
Obviously this will vary vastly under different circumstances.

In our example of newspaper production, the ink and paper should (in
good market conditions) turn over relatively quickly. They are purchased
and thrown into the production process. They circulate through the value
they add to the newspaper. Once the newspaper is sold money returns to the
capitalist. The capitalist can then advance the money as capital to purchase
more ink and paper. However, the value of the printing press will turn over
much more slowly, taking years or even decades to complete. In general,
fixed capital will turn over more slowly than circulating capital. It gradually
returns to the capitalist in the form of money. So the circulating capital will



turn over several times during the period required for the fixed capital to
turn over.

This raises some problems in comparing different capitals. Marx points
out that the two different capitals can be compared if one looks at the
amount of capital turned over in a given period in money form. For
example, suppose the fixed capital is £80,000 and its period of reproduction
ten years, so that £8,000 is annually returned to its money form (so it
completes one tenth of its turnover each year). Suppose further the
circulating capital is £20,000, and its turnover is completed five times per
year. The total capital would then be £100,000. The turned over fixed
capital is £8,000, the turned over circulating capital five times £20,000, or
£100,000. Then the capital turned over during one year is £108,000 or
£8,000 more than the advanced capital. 1 + 2/25 of the capital has been
turned over. Obviously, this complicates real world applications of Marx’s
theory if we wish to go beyond the kind of simple examples given in this
book.

The turnover time of capital is of crucial importance to the capitalists.
The faster they can make their capital turn over, the more rapidly they can
begin another cycle of production and thus generate more surplus value.

Consider two capitalists engaged in identical processes of production
employing equal quantities of capital. The first turns over all their capital in
six months, the second in a year. Over the course of the year the first
capitalist can turn over twice as much capital. Thus they can extract twice
as much surplus value. Clearly there will be great pressure on capitalists to
decrease their turnover time—in other words, to turn over their capital as
frequently as possible in a given period of time.

Capital’s self-expansion

There is no virtue in the capitalist getting £1 million in profit a year if they
have to invest £1 billion in capital to get it. At that rate it would take 1,000
years to acquire enough profit for them to double the size of their business.
Capitalists are not primarily interested in the amount of profit; they are
interested in the return on investment—how many pennies they get back for
each pound they invest. This is what Marx calls the “rate of profit”. It is the



rate of “self-expansion” or valorisation of capital, the rate at which it grows.
Based on the assumptions made so far, we can easily work this out. It is
simply the surplus value pumped out of workers in a given period, divided
by the amount of capital invested in labour-power, means of production and
so on:

Rate of profit = surplus value / (constant capital + variable capital)

Returning to the example of the newspaper manufacturer we considered
earlier, we learned that, in a day, the total value produced was £2,400 and
that this could be broken down into surplus value, constant capital and
variable capital (recall that we are assuming that one hour of labour time is
worth £1):

Total value of day’s output

= 1,600 hours of constant capital + 400 hours of variable capital + 400 hours of surplus value

= £1,600 constant capital + £400 variable capital + £400 surplus value

= £2,400

So, in this example, the rate of profit for the day is:

Rate of profit

= surplus value / (constant capital + variable capital)

= 400 / (1600+400)

= 1/5

= 20 percent

In other words, here the capitalist’s rate of profit is 20 percent, or 20p in
profit for every £1 they invest.

The rate of profit is in one sense a slightly strange way of looking at
things. Surplus value is compared to both constant capital (raw materials,
machinery, etc) and variable capital (wages). But we know that it is only
living labour (paid for by wages) that creates surplus value. This is another
example of “fetishism”—the mystified way that capitalism presents itself—
because it appears to the capitalist as if all of their capital is creating surplus
value. Nonetheless this is exactly how the capitalist sees things. The rate of
profit is the rate of self-expansion of capital, which, as we shall see, is
central to the logic of capitalism.



Accumulate, accumulate!

About two thirds of the way through the first volume of Capital Marx
writes, “Earlier we considered how surplus value arises from capital; now
we have to see how capital arises from surplus value. The employment of
surplus value as capital, or its reconversion into capital, is called
accumulation of capital.”

This process, the accumulation of capital, is among the most important
aspects of the capitalist system and it is crucial to understanding its
dynamic. We have already seen how capitalism is distinguished from earlier
societies by the special way that surplus value, unpaid for labour time, is
extracted from workers. But this is not the only unique feature of
capitalism. Capitalism is also a system of market competition. Production is
geared towards the market and this forms the terrain for competition
between different capitalists. In other words, there are two key divisions in
capitalist society: one between workers and capitalists, and another dividing
the capitalists from other capitalists. And there is another difference with
previous forms of society. Under capitalism the drive to exploit workers,
extract surplus value and use it to expand production—to accumulate—is
unlimited. In precapitalist societies the limits of exploitation were imposed
by the walls of the rulers’ stomachs. Once the luxury consumption of these
rulers and the basic needs of those they ruled over were met, there was no
great drive to produce more. But under capitalism this is not so, because
much of the new value created is accumulated—it is ploughed back into the
production process with the aim of creating ever more profit.

This process of competitive accumulation of capital is both the central
driving force of capitalism and the source of many of its problems—making
it both dynamic and prone to crises.

Accumulation itself is a simple enough concept. Capitalists turn some of
their surplus value into new capital. This might mean a simple expansion of
production in which the capitalist uses some of the surplus value to hire
more workers and buy more machinery and raw materials, ie purchasing
more of the same kinds of constant and variable capital. But it might also
mean investment in new technology that makes production more efficient.



This is an extremely important form of accumulation because it allows
capitalists to compete more effectively with rival capitalists.

Marx writes in Capital, “The battle of competition is fought by the
cheapening of commodities. The cheapness of commodities depends...on
the productivity of labour.” As more and better technology is set in motion
by each worker, so more commodities can be produced with less labour
time—and because value reflects labour time, the cost of those commodities
will fall. Let us see how this works in practice.

In an earlier example we used, we imagined that newspapers produced
by a capitalist had a value of three hours’ worth of labour time. If each hour
is worth £1, the newspaper is worth £3. Now imagine that the capitalist
finds a way to make workers more productive without having to invest any
more, meaning that now ten newspapers can be produced in the same
period. Now each is only worth 30p—the same labour time, and so the
same value, is split between a greater number of commodities. The
capitalist with the most productive workers can produce the goods most
cheaply and undercut rival capitalists.

In practice, raising productivity generally means bringing in new, and
typically more expensive, technology, which is still to the advantage of the
capitalist provided the boost to productivity outweighs the increased costs
of production. Often this process also means getting rid of workers. This
pattern first became clear in Britain’s Industrial Revolution. For instance, in
the textile industry the invention of Samuel Crompton’s spinning “mule” in
1779 made it possible for one spinner to produce as much thread as 200
workers had previously produced, destroying the jobs of hand spinners.
Later, from 1813 onwards, mechanical looms began to drive out hand
weaving in a similar way.

Marx is interested in the way different types and quantities of living
labour (the labour of workers) and dead labour (machinery and raw
materials) are brought together in factories and other workplaces. He refers
to the way they are brought together as the “technical composition of
capital”. This is simply a comparison of different use-values, for instance,
200 spinners brought together with 200 spinning wheels and 200 yards of
thread, or one spinner brought together with one spinning mule and 200
yards of thread.



How can the impact of changes in this technical composition of capital
on the dynamic of the system be measured? The answer is by looking at the
values set in motion—what value of labour-power is brought together with
what value of machinery and raw materials. Marx develops two different
ways of measuring this. The most straightforward is what he calls the
“value composition” of capital. This is simply the ratio of the value of all of
the inputs of constant capital to the value of the inputs of variable capital.

Value composition = constant capital / variable capital

Let’s say that Crompton’s spinning mule costs £1,000, an old fashioned
spinning wheel costs £8, unspun thread costs £1 per yard and labour costs
£10 per worker over the period taken to spin the thread. Consider spinning
200 yards of thread in a given period using the old and new methods.
Before Crompton developed his spinning mule:

c = [value of 200 spinning wheels] + [value of 200 yards of thread] 
= [200 × 8] + [200 × 1] = £2000

v = [value of 200 wages] 
= [200 × 10] = £2,000

c = constant capital; v = variable capital

The initial value composition is:
2000/2000 = 1

After the spinning mule is developed:

c = [value of one spinning mule] + [value of 200 yards of thread] 
= [1,000] + [200 × 1] = £1,200

v = [value of one wage] 
= £10

The new value composition is:
1200/10 = 120

In other words, the value composition has risen dramatically. A far
greater value of dead labour, or constant capital, is set in motion per worker.
The expensive investment makes sense because the spun thread is cheaper
—less labour time is embodied in each yard of thread. (In this case, if half
the working day is taken up with surplus value production, a simple



calculation shows the price of one yard of thread has fallen from £30 to
£6.10p.)

But Marx is also aware that the value composition of capital is a very
unstable quantity. The thread used in the spinning process and the spinning
mule or spinning wheels are themselves commodities, bought by the
capitalist. We can expect that these things will also get cheaper as
capitalism develops. We can also expect the wage to contain less and less
value as the goods bought by the worker cheapen. This means that the value
composition will change over time, even if exactly the same techniques are
used in the industry under investigation.

Marx is interested in being able to measure the changes that come about
simply as a result of technological innovation in a particular industry. In
other words, he wants to be able to measure just those changes brought
about by alterations in the technological composition of capital, not the
fluctuating price of raw materials, machinery and wage goods. In order to
do this he introduces a different measure, which he calls the “organic
composition of capital”. This is the same as the value composition except
that it ignores changes in the prices of the inputs into the production
process. In other words, the organic composition mirrors directly changes to
the technical composition, while the value composition also reflects wider
changes taking place in other branches of the economy. As Marx writes:

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 constant capital, or the value of the means of production, and
variable capital, 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.
This latter composition is determined by the relation between the mass of the means 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 technical 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 the changes of the latter, the organic
composition of capital.

We will see later why the distinction is important. But for now we will
imagine that the two measures of the composition of capital are the same as
we consider the impact of raising the organic composition of capital
through investment.



The falling rate of profit

How does the rising organic composition of capital brought about by
accumulation affect the capitalist? Let us consider another example from
the print industry. The technology used in printing presses has changed
considerably in recent decades. Each worker operates an ever greater
accumulation of dead labour. Thirty years ago this book could have been
produced on a printing press that cost £350,000, operated by one printer.
Today this press has been replaced by one costing £2 million, still operated
by a single printer. The capitalist invests much more but the new press is
more productive so it can print more books and at a faster rate, reducing the
value embodied in each individual book. If each book is cheaper, the
capitalist can compete successfully with rivals who are still using old
technology.

A hypothetical example (with simplified quantities of money) will
demonstrate this. Imagine that a number of capitalists are involved in
producing books. Each of them has to put forward £10 constant capital
(machinery, raw materials, etc) and £10 variable capital (wages) each day.
And imagine they get £10 surplus value (profit) from the exploitation of
their workers each day. Finally, they each produce ten books each day. Then
the total value of commodities to be sold each day is £30. There are ten
books, so each book has a value of £3.

Now, what happens if one of these capitalists invests in new technology?
They still pay £10 wages and get £10 surplus value, but now they pay £20
instead of £10 in constant capital. But their new technique is far more
productive—instead of producing ten books they produce 100 each day.
Now the capitalist who innovated is producing £40 of value each day
instead of £30. But they have 100 books, not ten. So less value is embodied
in each individual book. Each book is now worth just 40p (instead of £3). In
the short term the capitalist making this investment wins out over their
rivals. They can flood the market and charge slightly less than £3 per book
but much more than the 40p of value embodied in it. This is the incentive
for the innovation. It makes perfect sense because the innovating capitalist
will, at first, massively expand their relative surplus value. Say, for the sake
of argument, that they decide to sell the books for £2.50 and that they



manage by undercutting rivals by 50p to sell all the books. They will obtain
£250 from their day’s production—a huge £210 of which is profit.

But eventually the other capitalists will be forced to try to innovate and
pretty soon they too will be involved in price cutting to compete. Over time
the price of each book will fall to somewhere around its value of 40p. In the
process some of the capitalists, presumably the ones who fail to innovate
rapidly enough and therefore cannot cut their prices, will be driven out of
business.

This is how competitive accumulation works. But if we look closely at
the figures at the end of this process, something strange has happened. With
the old technology the capitalists got £10 surplus value from £20
investment (£10 wages and £10 constant capital). Their rate of profit using
the old technique was, therefore, 50 percent. With the new technology, once
prices fall to the new values, they still get £10 surplus value, but their
investment is now £30. So their new rate of profit is 33⅓ percent.

The process of accumulation has driven down the rate of profit. Why is
this? The capitalists raised productivity by raising the organic composition
of capital—by making each worker harness a greater value of constant
capital, or dead labour. But the amount of living labour stayed the same. A
greater and greater mass of dead labour is used compared to living labour.
Machinery and computers replace workers or, at the least, their use grows at
a more rapid pace. Living labour is expelled from the production process
relative to dead labour. But we have learned that living labour is the
ultimate source of all surplus value. So the capitalist, in the struggle to get
more profit, drives out the very thing that generates profit.

Why would any capitalist behave in this way? First, we should note that
capitalists do not know where their surplus value comes from. For them it
seems to come as much from printing presses as it does from workers.
Second, for the first capitalist who innovates it makes perfect sense. They
can carry on selling their books just below the old price even though there
is far less value embodied in each one. In other words, for a time they will
enjoy an incredibly high rate of profit. It is only in the long term, when
other capitalists innovate and competition forces prices down, that the
overall impact of accumulation is felt.

This is a contradiction at the heart of the capitalist system—the perfectly
rational decisions of individual capitalists, taken to satisfy their short-term



interests, when copied by other equally rational capitalists, lead to utterly
irrational long-term consequences for the system as a whole.

The great irony is that surplus value is what allows capitalists to
accumulate, but accumulation in turn leads to falling profit rates and makes
further accumulation difficult.

This revelation was, for Marx, “in every respect the most important law
of modern political economy”. He called it the “law of the tendency of the
rate of profit to fall” and it plays a central role in his theory of capitalist
crisis. As Marx writes:

A fall in the profit rate, and accelerated accumulation, are simply different expressions of the same
process, in so far as both express the development of productivity... In view of the fact that the rate at
which the total capital is valorised, ie the rate of profit, is the spur to capitalist production...a fall in
this rate...appears as a threat to the development of the capitalist process; it promotes overproduction,
speculation and crises.

The threat to accumulation comes from accumulation itself:

The important thing in their [capitalist thinkers] horror at the falling rate of profit is the feeling that
the capitalist mode of production comes up against a barrier to the development of the productive
forces which has nothing to do with the production of wealth as such; but this characteristic barrier in
fact testifies to the restrictiveness and the solely historical and transitory character of the capitalist
mode of production; it bears witness to the fact that this is not an absolute mode of production for the
production of wealth but actually comes into conflict at a certain stage with the latter’s development.

Once the rate of accumulation slows, the system as a whole struggles to
consume all that it creates. If workers cannot afford to purchase the output
of the system, because their consumption is restricted by the level of their
wage, and capitalists do not expect to make enough profit to justify
investing, the result can be generalised overproduction and a breakdown in
circulation.

Escape seems impossible for the capitalists because the system contains
at its heart a drive to accumulate. Capitalists do not squeeze workers and
pump the surplus value back into production out of personal malice or
greed—although it is perfectly possible for both to motivate particular
capitalists. They do so because if they do not they will be driven to the wall.
The competition between capitalists forces them to behave as capitalists.
This is one fundamental reason why “ethical capitalism” is a dead end—in
a world of competitive accumulation the capitalist is forced to stop being
ethical or stop being a capitalist.



The drive to accumulate makes capitalism dynamic and destructive in a
way never seen before. It is dynamic because there is a constant battle to
raise the productivity of labour. As Marx and Engels wrote in their
Communist Manifesto of 1848, “The bourgeoisie cannot exist without
constantly revolutionising the means of production.” This massive growth
in the potential material wealth of society was, for Marx, one of the things
that made a socialist world an objective possibility.

But accumulation is also a destructive force. Anything that poses an
obstacle to accumulation must be destroyed—whether it is the cost of
pensions for retired workers, workplace safety laws or even the
environment. As Marx puts it, “Accumulate, accumulate! That is Moses and
the prophets... Accumulation for the sake of accumulation, production for
the sake of production.” As if this were not bad enough, accumulation is
now seen to be self-defeating, a barrier to further accumulation. Capitalism
is not simply an inequitable and unpleasant system; it is one riven with
internal contradictions.

Counteracting influences

If the rate of profit simply dropped like a stone, capitalism would have long
since collapsed. Clearly other forces are at work. Marx is sometimes
portrayed as a kind of prophet of doom—predicting the system’s inevitable
descent into an inescapable economic crisis and the equally inevitable rise
of a socialist society on its ruins. In fact neither is inevitable. And Marx,
immediately after developing his “law of the tendency of the rate of profit
to fall” in volume three of Capital, describes the “counteracting influences”
that will tend to restore profit rates or even increase them for a time. It is,
for Marx, these counteracting factors that turn the “law” of the falling rate
of profit into a mere “tendency”:

If we consider the enormous development of the productive powers of social labour over the last 30
years [1835-1865] alone, compared with all earlier periods...then instead of the problem that
occupied previous economists, the problem of explaining the fall in the profit rate, we have the
opposite problem of explaining why this fall is not greater or faster. Counteracting influences must be
at work, checking and cancelling the effect of the general law and giving it simply the character of a
tendency.



Marx lists a whole number of possible counteracting influences, but
some are particularly important. One we have already encountered. This is
for the capitalists to simply increase the degree of exploitation of their
workers. This could mean lengthening the working day or cutting pay, or it
could take place through the gradual cheapening of the goods the workers
buy with their wage. We encountered these as examples of increasing
“absolute” and “relative” surplus value.

However, as we saw, there are limits to these processes. The working
day cannot be longer than 24 hours (and it cannot even be that long without
destroying the worker’s capacity to work). Similarly, there are limits to the
process of cheapening labour-power and so increasing the share of the
working day going to the production of surplus value. The mathematical
limit for this is for the workers to produce a whole working day’s worth of
surplus value and nothing towards their wages, but again there are physical
limits (such as the starvation of the worker) before this point is reached.

There is another important counteracting influence: the cheapening of
the constant capital used in production. We have seen how productivity
rises brought about by accumulation have two effects. They tend to reduce
the rate of profit and they also reduce the price of commodities. Some of
these commodities, for example machinery, are also means of production.
This is why Marx distinguishes the organic composition of capital (which
ignores this cheapening of the inputs) from the value composition (which
takes it into account). By focusing on the organic composition, Marx can
concentrate on the tendency for the rate of profit to fall; turning to the value
composition, he can look at the counteracting influences.

To show how the cheapening of inputs can raise the rate of profit we can
go back to the example we used earlier. We considered a book manufacturer
who advanced £10 variable capital and £10 constant capital, and received
£10 of surplus value produced by the workers. This gives the capitalist a
rate of profit of 10/20 = ½ = 50 percent. Now, if the cost of the constant
capital falls to £5 because of technical progress in a different branch of the
economy, the new rate of profit is 10/15 = ⅔ = 66 ⅔ percent.

However, the devaluation of machinery and raw materials has a
contradictory impact on accumulation for two reasons. First, boosting profit
rates in this way means that a greater amount of surplus value is freed up.
But where does that surplus value go? We have already seen how capitalists



are driven to accumulate their surplus value. So, having invested in cheaper
means of production, the temptation for the capitalists will be to invest what
is left over in yet more accumulation. Often this will mean simply raising
the organic composition of capital in new ways. It is relatively easy for all
capitalists in a given sector of the economy to take advantage of techniques
that require cheaper means of production. But the most successful
capitalists will be those who also have access to all those techniques that
require more expensive means of production. The number of such
innovations and techniques is potentially unlimited.

In practice, most capitalists realise that they will be more competitive if
they are able to make large-scale investments. So a June 2007 article in the
Financial Times lamented a decline in the “amount of capital that European
and US companies are willing to spend on factories and equipment”. Such
spending, it continued, has been “the traditional engine of profit and
economic growth”.

The drive to invest surplus value in search of more surplus value means
that for the cheapening of constant capital to have a sustained restorative
impact on profit rates it is necessary to have some kind of outlet that draws
off the surplus value freed up. Some kind of “leak” out of the capitalist
circuit of production is required—some way of destroying, wasting or
hoarding this value, so preventing it from being reinvested in another round
of accumulation.

The second problem with this counteracting influence is that it often
hurts particular capitalists as much as it helps them. For instance, if a
capitalist has just bought a £2 million printing press, and someone comes
along and develops a £1 million version of the same machine, it does not
help the capitalist who has already invested. They still have to pay for their
£2 million machine. Their competitors, meanwhile, who were slower to
invest, will enjoy the benefit of a cheaper machine. And these competitors
will be able to produce commodities even more cheaply, undercutting the
capitalist lumbered with the £2 million press. This sort of process, which
Marx called the “moral depreciation” of capital, becomes as painful for the
capitalist as the falling rate of profit.

In fact neither the law of the tendency of the rate of profit to fall nor the
counteracting tendencies give rise to smooth, gradual and predictable



trends. Instead the system develops through chaotic expansion interrupted
by sudden crises.

Indeed, historically the most effective way of restoring profit rates has
been the crises that resolve the tensions and contradictions that build up in
the economy. During a crisis wages tend to fall as workers become
unemployed. More importantly some capitalists are driven out of business.
Those that remain can grab their unused capital at bargain prices.
Commodities are piled up in warehouses and can be bought at a fraction of
their value. Large amounts of surplus value are destroyed, but what remains
is shared between fewer capitalists.

For instance, in 2008 the venerable British high street chain Woolworths
went bust. An unsuccessful plan was announced to sell the entire chain of
807 stores for a nominal £1. The deal was not as good as it sounds as there
was also about £385 million of debt, nonetheless the stores had been
making an annual profit of £80 million just seven years earlier. This could
have represented a potentially highly profitable investment for a capitalist
able to survive the crisis and integrate the remnants of Woolworths into a
viable business. In the event, Woolworths’ banks pulled the plug on the firm
before a deal could be agreed with a potential buyer. Still, many of the
stores saw their fittings and fixtures bought by rivals. The Iceland
supermarket chain bought 51 of the premises; Tesco took 23. Another 558
were bought by a variety of retailers, discount chains and so on.

Now, imagine such a process of destruction and devaluation carried on
across an entire economy on a much bigger scale.

Crisis devalues capital on a vast scale, allowing the system to restore or
even raise its profitability, at least for a time. As Marx writes: “These
contradictions lead to explosions, cataclysms, crises, in which by
momentaneous suspension of labour and annihilation of a great portion of
capital the latter is violently reduced to the point where it can go on.” It is
this kind of violent devaluation of capital, rather than the gradual
cheapening of inputs into production, that is most effective in restoring
profitability and allowing capitalism to continue driving forwards. We must
now look at how capitalist crises develop.

Capitalism and crisis



There are three basic approaches to understanding economic crises. The
first is the position of the classical theorists of the 19th century who first
sought to understand the workings of capitalism. They held that the system
was essentially self-regulating, leading to some kind of equilibrium. Adam
Smith, one of the greatest of these classical theorists, spoke of the capitalist
being led as if by the “invisible hand” of the market: “By pursuing his own
interest he frequently promotes that of the society more effectually than
when he really intends to promote it.”

The neoclassical economists who followed, and reigned supreme right
through to the 1930s, rejected Smith and David Ricardo’s attempts at a
labour theory of value. Instead they based their theories on the ideas of
marginalism that concentrated on fluctuations in market prices driven by
changes in supply and demand, which could be understood through
mathematical techniques. But they accepted much of the classical picture of
automatic equilibrium mechanisms. This included Say’s law, which we
encountered earlier in this book. As the economist John Maynard Keynes
wrote of the law in 1936, “The doctrine is never stated today in this crude
form. Nevertheless it still underlies the whole...theory, which would
collapse without it.”

Unfortunately from the classical period through to the 1930s there were
regular economic crises, recessions and slowdowns in the major economies.
For instance, the National Bureau of Economic Research in the US gives 16
periods of economic contraction from 1854 through to 1919. How were
these to be explained?

Often economists turned to external factors, outside of the economy
itself, to explain crisis. Perhaps they could be put down to some
abnormality of human psychology. Perhaps the problem was the
interference of the state in markets—a principle revived by the International
Monetary Fund and World Bank in the structural adjustment programmes
they imposed on parts of the Global South in the 1980s. One economist,
William Stanley Jevons, thought that crises might be caused by sun spots
(indeed “sun spots” is the phrase many economists use today to describe
how “non-economic” events might cause crises). In all these cases, the
economy is seen as a natural, self-regulating system. Some later economists
integrated boom and bust into their account by talking about a “business
cycle”. Capitalism is still self-regulating, but now it goes through a cyclical



pattern every ten or so years, rather than simply growing over time.
Increasingly such cycles are seen as “natural” phenomena. So one article in
the Observer in July 2008 described the pattern of recent booms and slumps
and went on to talk about the “natural ‘business cycle’”, as if it could be
compared to the turn of the seasons or the tides of the sea.

It was the crisis of the 1930s, which lasted an entire decade, that
challenged much of the old orthodoxy. Only mass unemployment,
bankruptcy, drastic intervention by states, the carnage of the Second World
War and the drive to rearm eventually dragged the system out of the slump.
Increasingly a new orthodoxy replaced the old one. This was based on the
theory developed by Keynes. Keynes accepted much of the marginalist
picture when dealing with the economy at what is today called “the
microeconomic level” (the action of individual capitalists and consumers).
But he differed in his approach at the “macroeconomic level” (the
behaviour of the economy as a whole). According to him, the system tended
towards equilibrium, but that equilibrium could be one based on mass
unemployment and stagnation or full employment and growth. States had to
intervene in the economy by directly investing and stimulating demand to
smooth out the business cycle and ensuring the right level of equilibrium.

In the decades following the Second World War it was claimed that
“boom and bust” had been eradicated. Unfortunately, from 1945 to 1975
there were seven slowdowns in the US alone, and by the 1970s the world
economy was again facing major difficulties. Keynesian solutions, which
had not actually been needed for most of the 1950s and 1960s, proved
ineffectual in the face of the crisis. Stimulating demand and raising state
borrowing to fund investment seemed simply to create spiralling inflation.
The Keynesian orthodoxy was ditched. Economists and politicians
eventually flipped back to new versions of classical and marginalist theories
—monetarism, neoliberalism and so on. Again “boom and bust” were said
to be finished. Since then there have been recessions in the US in 1980-2,
1990-1, 2001-3 and 2008-9. The impact of the last of these has led to a
revival of interest in Keynes’s ideas among some commentators, although a
full-scale return to Keynesianism seems unlikely.

Marx’s theory suggests a different understanding of crisis. For Marxists,
capitalism is an unplanned system, based on profit rather than need and
competition rather than cooperation. It has internal contradictions that lead



to a cycle of boom and bust. But there are also long-term tendencies that
can make the booms shorter and shallower, and the recessions longer and
more serious. And while Keynesian and classical economics both see
capitalism as an eternal system, Marxists, by contrast, see it as a system that
emerged at a certain point in history and can end at another—either
catastrophically amid poverty, war and environmental collapse, or with its
overthrow and the establishment of a socialist society.

According to the Marxist picture, the contradictions of capitalism are not
worked out smoothly. They lead to recurrent crises, followed by new
booms. The business cycle is written into the fabric of capitalism. While the
economy is booming, memories of the preceding recession vanish and
politicians rush to take credit for a new “golden age”. Workers are sucked
into jobs, wages can rise as unemployment falls and investment grows. But
the boom begins to create conditions for the bust. Competitive
accumulation leads to aggressive price-cutting. The least efficient capitalists
can be driven under, as can those who invested too early and paid too much
for their equipment. At the height of the boom rising labour costs can hit
profits and shortages of some goods can create problems, while others, in
profitable areas, are overproduced and cannot be sold.

At first just a few companies panic about their profit margins and cut
production back. But capitalism is a system in which different producers are
linked together through chains of market interactions. What affects one
capitalist eventually spreads to the others. As the first capitalist starts
cutting back, this hits their suppliers. Eventually companies start laying off
workers and demand for consumer goods falls too, hitting more companies.
So, for instance, a crisis that begins with a large car firm going bust will
first spread to its suppliers, the manufacturers of components such as
seatbelts and wing mirrors; then to producers of plastics, metal and glass;
and then to supermarkets, bread makers and newspaper printers that
depended on all these groups of workers to buy their goods.

But things do not end there. The developing recession creates the
conditions for the next boom. As workers are sacked and wages fall, and
unprofitable companies are driven under, capital is devalued. Some
capitalists go bust or have to sell off goods they have produced at a fraction
of their expected price. Workers’ wages go down as they face the threat of
unemployment. The capitalists that remain can buy up machinery, raw



materials and unsold goods, and even take on labour-power much more
cheaply than before. Eventually the remaining companies feel confident
enough to invest and a new boom gets under way.

More astute supporters of capitalism are well aware of the possibilities a
crisis presents. A Financial Times article by Howard Davies, director of the
London School of Economics, in autumn 2008 counselled capitalists on
how to deal with the coming recession:

Current management will need to relearn the fine art of survival. Is all this just a counsel of despair?
Not quite. There are positive things that can be done under cover of darkness, so to speak. Companies
can more easily generate support for cost-cutting. They can position themselves well for the upturn
when it comes, as it will.

In other words, attack workers to boost profits, try to survive the
recession and then buy up your rivals as they go under.

The detail of each cycle is different, so to understand each crisis it is
necessary to wade through the statistics, data and commentary produced by
mainstream economists and government agencies. But it is also important to
grasp that boom and bust are based on problems intrinsic to capitalism
rather than external factors. The “stop-go” pattern is also a feature of the
system when it is in a reasonably healthy state. So during the long boom of
the 1950s and 1960s, often referred to as the “golden age” of capitalism,
there were still cycles in which the economy grew and then slowed down,
even if these were less destructive than at other times.

Sometimes the kind of crisis required to restore the system to “health” is
very severe indeed. The rate of profit might be partially restored in a crisis,
but usually not to its rate during the preceding boom. So, while profits rise
and fall during the cycle, the average profit rate can decline from cycle to
cycle, as happened in the period after the Second World War as the organic
composition of capital grew steadily over two decades. A full restoration of
profit rates might require a very serious crisis, for instance the deep slump
of the 1930s, which saw the destruction of vast amounts of capital through
economic collapse and global war. Only this, together with the increased
state control of economies as they armed for and engaged in the war, could
pave the way for a recovery of the rate of profit and provide the basis for a
new boom.



An ageing system

There is another reason why the cycle of boom and bust does not simply
repeat itself over and over again. As capitalism ages it changes. Over time
the units of capital, the companies involved, tend to get bigger. The revenue
of the 500 biggest corporations in the world is now over US$27 trillion,
equal to the gross domestic product (GDP) of all but the richest eight
countries. These giants, many of them multinationals with a global reach,
represent a vast accumulation of wealth in a tiny number of hands. Many of
the corporations at the top of the league share the same personnel on their
boards of directors, making the concentration of wealth and power even
greater.

There are two processes that allow firms to get bigger. The first is what
Marx calls the “concentration of capital”. This is a straightforward result of
accumulation through which the units of capital grow over time. Consider,
for instance, a capitalist with a rate of profit of 10 percent. After ten years,
all other things remaining equal, they have grabbed enough surplus value to
cover their total initial investment. If they simply saved all this surplus
value they could now begin the same production process but on twice the
scale as before. Concentration of capital tends to be a gradual process,
taking place continuously over many years.

The “centralisation of capital” is a much faster process, and one that
tends to leap forward in each economic crisis. In this process existing
companies are drawn together into a single company, for instance through
takeovers or mergers. The development of financial systems and the stock
market can accelerate this process, as we shall see when we consider these
topics. The centralisation of capital is an important feature of economic
crises because surviving companies will often be able swallow up those that
go bust at a fraction of their value.

Both processes, the concentration and centralisation of capital, promote
more of the same. Big companies can consolidate different stages of the
production process previously performed by different companies, get hold
of raw materials at preferential rates, cut transport costs and make other
savings. Because of their size they can afford to make the huge investments
needed to acquire the most advanced machinery and technology. They can



also seek markets on a far greater scale. For many giant firms the market for
their commodities is not simply located within a single country, but may
have a regional or even global scope. Large firms can also bring greater
pressure to bear on governments by lobbying for special treatment, and
often there is a “revolving door” between the boards of these companies
and the corridors of state power. These advantages of scale can force the
competitors of a giant firm to merge in order to survive.

This process can be seen at work in many sectors of the economy. In the
pharmaceutical sector four of the biggest companies are Johnson &
Johnson, Pfizer, Bayer and GlaxoSmithKlein. Johnson & Johnson lists ten
major mergers or acquisitions since the Second World War on its website.
For the same period Pfizer lists five, Bayer ten, and GlaxoSmithKlein 16.
The history of these giant companies is a saga of purchasing other
companies to enter new markets, merging to grab more market share and
invest on a bigger scale, and expanding geographically and taking
advantage of crises to acquire less successful competitors.

While new, smaller companies are constantly being created, with many
going bust and a few surviving, it is large firms that dominate the economy
today. And often lurking behind seemingly small “footloose” companies are
much bigger organisations. To take an extreme example, the Linux
operating system, “open-source” computer software that competes with
Microsoft’s Windows, is often viewed as being developed by volunteers
with a completely different ethos and business model to that in commercial
software development. But almost all of those involved in its development
were workers released by other computer giants such as Hewlett-Packard,
Xerox and Sun, who sought to gain a competitive advantage over
Microsoft.

Those few small companies that do find a niche and begin to break
through either tend to become new giants or are bought up by existing ones.
From 2011 to 2015 Facebook bought up 50 smaller companies, Microsoft
47, and Google an enormous 113.

As capitalism ages, new problems emerge. The scale of corporations
today makes it far harder for an economic crisis to restore the health of the
system. We have already seen how the collapse of one firm can trigger a
chain of collapses throughout the economy. The collapse of a large
multinational, even an unprofitable one, can do this on a much bigger scale



than the collapse of a small company, as was seen when the giant Wall
Street bank, Lehman Brothers was allowed to go under in autumn 2008.
The danger is that such collapses turn a mild recession into an economic
meltdown. WalMart, the biggest corporation in the world, has US$160
billion in assets and makes US$12 billion in profit each year. Its annual
turnover is about the same as the GDP of Norway. The collapse of a giant
such as this would create a huge hole in the economy, threatening to throw
its two million employees out of work and dragging down scores of
suppliers with it.

Throughout the 20th century, and especially in the postwar period, states
intervened to protect big corporations through bailouts or nationalisations.
The temptation to do so grows as the units of capital grow, raising the
stakes for the system. Politicians who may have preached the neoliberal
dogma that there is no alternative to the market, claiming to hold the view
that capitalism is a self-regulating system best left to its own devices, are in
practice forced to attempt to rescue their system. Bailouts, especially in
banking, were a regular feature of the recession of 2008-2009.

However, bailing companies out is no solution to the fundamental
contradictions of the capitalist system. We have seen how crisis can restore
some level of “health” to the economy. If states are too terrified to let large
firms to go bust, then problems continue to accumulate for the future.
Preventing a big crisis today can simply lead to an even bigger crisis
tomorrow—and prolonged stagnation as unprofitable “zombie companies”
lumber on.

One final feature of ageing capitalism deserves comment. Large
corporations do not simply represent huge concentrations of wealth and
power. They also bring together huge concentrations of workers. In the US
in 2007, 45 percent of workers were in workplaces with over 100
employees. Contrary to much of the “common sense” on the left, which
talks of the emergence of a “new economy” based on small, high tech
companies, these figures have been stable over the past three decades. In
Britain, too, almost half of the workforce is employed in workplaces with
100 or more employees. Similar figures hold for most advanced economies.

The centralisation and concentration of capitalism potentially simplify
the task facing those workers. They create a world ripe for socialism in



which the key strategic goal is drawing together the workers in these
fortresses of capital and taking control of the vast resources they command.
The task of “planning”, a much maligned but very necessary feature of a
socialist economy, is simplified because multinationals already plan on a
huge scale. The problem is to overcome the type of planning under
capitalism: planning for private profit rather than democratic planning to
meet social needs.

The distribution of surplus value

Until now I have assumed that all surplus value becomes profit for the
capitalist who controls the production process. This is a useful abstraction if
we wish to understand where surplus value originates and how it is pumped
back into production through competitive accumulation. But in reality only
a portion of the surplus value squeezed out of workers becomes profit for
capitalist producers. Other important uses of surplus value include rent,
taxation and interest payments.

Rent is surplus value captured by landowners. Marx’s theory of rent is
developed in one of the most concrete and complex parts of Capital, and is
presented towards the end of the third volume. I provide a basic summary
of the theory in an appendix to this work.

Surplus value may find its way into the state’s coffers through various
means such as the direct taxation of profits. For instance, corporate profits
are currently taxed at 20 percent for large companies in Britain, even if
“creative accounting” allows many capitalists to avoid this. But the state is
not simply a drain on surplus value. It is also centrally important to the
reproduction and accumulation of capital, just as many forms of labour are
vital for capitalism even though they do not directly produce new surplus
value. To see the state sector as in some sense “non-capitalist” or “outside
capitalism” is to ignore the range of institutions and types of labour that
capital requires to support the production and accumulation processes.

Finally, in order to understand the development of capitalism and its
crises, it is vital to understand the role of interest—and more generally the
credit and financial system, which plays a central role in contemporary
capitalism. This is our next task.



The world of finance

Earlier I described how money, a “universal equivalent”, emerges
historically, allowing goods to be exchanged and value to circulate through
the economy. However, not every transaction requires the actual exchange
of gold or even paper money issued by states and representing gold. Indeed,
if every purchase was based on a capitalist handing over a pile of money, in
whatever form, the business world as we know it could not function.

As capitalism develops, individual producers, connected together as
suppliers and markets for each other’s commodities, extend credit to each
other. This leads to the creation of systems of “bills of exchange” and
“credit notes”, issued privately and passed between businesses. As they
circulate, some of the credit and debt represented by these will cancel out,
while traditional forms of money can, when payment is due, be used to
settle what debts remain. This system of credit makes the circulation of
capital far more rapid and efficient. Already in Marx’s time the volume of
this “credit money” being circulated outstripped the amount of paper money
being used in England.

Of course such a system of credit money relies on the confidence that
capitalists have in each other’s businesses—and this in turn depends on the
ability of capitalists to produce goods and sell them to someone at a healthy
price. We have already seen that this is by no means automatic. Credit
money can rapidly lose its value and debts are not always paid. Greater
fluidity and efficiency come at a price.

The earliest bills of exchange represented specific goods being traded.
The system of credit money is modified as banks emerge. Banks can
replace the numerous forms of credit money issued by private producers
with their own standardised banknotes, unrelated to any particular good or
transaction. And they can guarantee the quality of money, at least insomuch
as the bank remains solvent and capable of fulfilling its obligations. In the
process banks also have to decide which capitalists are creditworthy and
which are not.

Banks play a key role in creating money through expanding credit (a
point overlooked by crude monetarist theories that claim the state can
regulate the money supply). Typically banks hold a certain portion of their



deposits as reserves—cash in their vaults or deposits with a central bank—
and often the precise ratio is regulated by law. So in the US, where 10
percent of deposits must be held as reserves, for every US$100 a bank
receives in deposits it can lend out US$90. If that US$90 ends up in another
bank account, that bank can in turn lend out US$81, ensuring it keeps US$9 in
its reserves. As this process continues the initial deposit creates potential
credit of US$1,000. It appears as if money is simply created from thin air.
But, as we shall see, this rests heavily on the confidence that capitalists
have in the process of value creation in the wider economy.

Banks are a key component of the monetary system. But there are
significant limitations to this private system of credit. As Geoffrey Ingham
has pointed out:

Early private credit networks were unstable; they were only as strong as the networks of commerce in
which they were embedded. Defaults on repayments broke the chains in the banking system’s
expansion of credit by causing bankruptcies and triggering recessions... Greater stability [was]
achieved when the private banking networks were integrated with the public currency and sovereign
debt of the most powerful and secure states.

This historic development laid the basis for the emergence of central
banks, such as the Bank of England or the Federal Reserve in the US, which
drew together traditional monetary systems (such as those based on gold or
tokens representing gold) with the growing system of private credit. Central
banks are typically backed by the authority of the state, even when they are
legally constituted as private institutions. By securing the system of credit,
connecting it to the authority of the state and allowing banks to settle
accounts with one another, central banks become the pivots around which
national financial systems revolve. They guarantee the quality of money,
decide which banks are creditworthy and issue the most universally
accepted legal tender. These forms of money, for instance the notes issued
by the Bank of England, generally become the form used for making small
payments (although in Scotland, for example, banknotes issued by three
large private banks are still widely used). Marx often assumes that the
money in circulation is convertible to gold. However, he also talks of
“inconvertible paper money issued by the state and having compulsory
circulation”—or “fiat money”, whose role is legally enforced by
governments.



In advanced capitalism only a relatively small amount of money
circulates in the form of paper notes, let alone gold. Once capitalists begin
depositing their money in banks (so loaning the money to the bank) they
can make payments through the banking system instead. So money passes
from the account of one company to that of another, or from the company’s
account to that of an employee as wages. Today even the day to day
purchases made by workers are likely to be made with credit or debit cards,
rather than physical coins or notes.

If banks settle accounts between businesses and central banks settle
accounts between banks, how are accounts settled between different states
with different currencies and banking systems? Huge imbalances can and
do develop between states. Exchange rates between different countries
fluctuate and become an area of speculation as currency traders bet on these
changes. Global finance is, therefore, a very unstable and fluid system.

In practice, the most powerful states, and since the Second World War
this meant the US in particular, tend to dominate this world financial
system. From 1945 to 1971 the Bretton Woods Agreement saw the US
dollar fixed in value against gold (and most of the world’s gold was, at least
at first, held by the US). This allowed the dollar to function as the universal
equivalent on a world scale: other currencies were fixed against it. But the
devaluation of the dollar in 1971, as other economies began to challenge the
US’s dominance and the US government ran up a huge deficit as it pumped
money into the Vietnam War, severed this link—just as the earlier “gold
standard” based on the strength of sterling had collapsed in the 1920s. The
system of floating exchange rates that succeeded it came under pressure in
turn due to further shifts in the balance of economic power.

Financial disorders are not simply a peripheral feature of capitalism.
Credit plays a central role in the most basic processes of capital
accumulation and it lies at the core of Marx’s account of the system.
Capitalists, as we have seen, compete by investing some of their surplus
value to accumulate more capital. What happens when capitalists do not
have an immediate outlet for their profits or if they need to invest but have
not yet saved sufficient money to do so? Banks and other financial
institutions provide a means of financing investment for some capitalists,
while providing an immediate outlet for the profits of others. They draw



money together in all its different forms and make it available as a form of
capital.

For example, a capitalist might save money in a bank account hoping to
invest it later. The bank can then lend it to a different capitalist who wants
to invest now. And in general banks will gather money from whatever
source they can, including the savings of workers, the rent of landowners
and so on, in order to harness it all as capital. This directly exposes workers
as well as capitalists to the disorders associated with finance.

Lending and borrowing give an added impetus to accumulation, as well
as the centralisation of capital, but are also a source of increased instability.
If there is a sudden fall in profit rates or a loss of faith in the market, panic
can spread rapidly through the system as debts are called in. Finance
accelerates all the processes associated with capitalism—making it both
more dynamic and more destructive and crisis-prone. Capital can flow
much faster in and out of different areas of the economy when it exists as
money than when it exists as machinery or the commodities produced by a
factory. Credit is a powerful lubricant for the system, for better and for
worse. As Marx puts it, “Banking and credit thus become the most potent
means of driving capitalist production beyond its own limits—and one of
the most effective vehicles of crises and swindle.”

Marx notes another feature of this credit system. The money lent by
financial institutions such as banks is a special kind of capital, which he
calls “interest-bearing capital”. When it is lent to a capitalist, interest-
bearing capital is an instance of capital itself becoming a commodity. We
know that commodities must have a use-value and an exchange-value. The
use-value of interest bearing capital is simply its ability to “expand”, to
increase in value. But its exchange-value—the interest it earns—is, in
Marx’s words, “irrational”. It bears no direct relationship to the process of
production. It makes no sense to try to measure the labour time to create the
purest representation of value (money) while it is in the process of
expansion.

There is, therefore, no “natural” rate of interest. Unlike the rate of profit,
the rate of interest cannot be understood simply through an appeal to
underlying laws of motion of capitalist production. Interest rates are shaped
by the supply of and demand for interest-bearing capital, and the
competitive relationship between those capitalists specialising in lending



money and those who need to borrow it. (Often the distinction between
these two groups is blurred because, in practice, large numbers of
“industrial capitalists” are also involved in finance, for example car
manufacturers who extend credit to buyers.) This irrationality of interest
rates holds even if central banks can intervene in money markets, for
instance by setting the rate at which they lend to other banks, to influence
interest rates. For all their power, central banks still operate within the
limits shaped by capitalism more broadly.

The rate of interest will tend, therefore, to change through the course of
the business cycle as the demand for interest-bearing capital fluctuates. The
movement of interest rates can shape the course of both the boom and the
bust. Finance, therefore, coordinates capital on a national and global level,
drawing together disparate and uneven patterns of accumulation into a
single rhythm. This is one reason why so many of the crises of
contemporary capitalism appear in the form of financial crises.

Often for the capitalist what is important is not just profit but what Marx
calls “profit of enterprise”, which he defines as profit minus interest
payments. This is obviously the case when the capitalist is operating with
borrowed capital that must be repaid with interest. But even when
capitalists are operating with their own capital they are interested in what
they earn over and above the going rate of interest. This is because interest
increasingly appears as the money that capital automatically earns, for
instance while sitting in a bank account. This is an extreme form of
commodity fetishism that obscures the real source of capital’s self-
expansion: the exploitation of living labour. Ultimately, this is where any
profits derived in the sphere of finance must originate.

Fictitious capital

Often credit is advanced against a potential future value. For example, a
capitalist who intends to print books might issue £1 million of bonds—
pieces of paper entitling the purchaser to a share of the income produced by
the capitalist. Investors can then buy these bonds. The capitalist might then
buy a printing press using the £1 million raised and produce the books.
After the books are sold the capitalist repays the investors (plus any



additional payments agreed between them). Anything left over is the profit
of the capitalist.

Now, in this example, the capitalist has used the £1 million raised as
capital in its “real” sense: it has been invested to generate surplus value. But
the bond investors simply hold pieces of paper, the bonds they have
purchased, entitling them to a share of the value produced. These bonds are
not capital in the sense in which we have encountered it so far. The capital
does not exist twice—once for the capitalist and once for the investor.
However, our investor might then trade these bonds; indeed, a whole market
in similar bonds might exist, and they shift in value according to their
supply and demand or the imagined prospects for future earnings. This is a
market in “fictitious capital”.

Marx used this term to describe a whole range of claims on value that
are traded. In general, a claim on property of a certain value is
“capitalised”—it is turned into a stream of income typically based on the
going rate of interest. Marx writes:

The formation of a fictitious capital is known as capitalisation. Any regular periodic income can be
capitalised by reckoning it up, on the basis of the average rate of interest, as the sum that a capital
lent out at this interest rate would yield.

For instance, if I hold a piece of paper that entitles me to receive £1 each
year, and the prevailing rate of interest is 10 percent, I might envisage my
piece of paper to be a (fictitious) capital worth £10 earning the prevailing
rate of interest. Of course, in this topsy-turvy world of fictitious capital, if
the interest rate fell to 1 percent, I could now attribute a value of £100 to
my fictitious capital.

One important market in fictitious capital is the stock market.
Companies floated on the stock exchange issue shares in order to raise
money. These shares then form fictitious capital that can be bought and sold
by traders. The prices of shares are not directly linked to the production of
values but instead fluctuate according to their own laws. The values of
shares may soar way above the value they initially represented—and may
come crashing down again as the stock market collapses.

For instance, during the late 1990s in the US the “dot-com” bubble saw
a huge increase in the share prices of high technology and internet-based
firms, many of which had never generated a profit. The ratio of stock prices



to profits rose to at least twice its historic average before the bubble
suddenly burst in 2001.

But fictitious capital is generally, however tenuously, connected to
productive capital, even if it follows different laws. For instance, those who
hold shares might hope to earn dividends that the company pays out to
shareholders. In other words, shares are a claim on surplus value and thus
participate in the redistribution of surplus value I discussed earlier. But
shares are titles of ownership on real capital, rather than capital itself. If I
buy shares in a company and they later become worthless in a crash, the
company still has the value I paid, which it may have invested and used as
real capital. No real capital has been destroyed by the stock market crash.
Value has merely been transferred from me to the company.

Of course, a stock market crash can still have “real” consequences. For
instance, firms that specialise in trading shares could cancel the purchase of
office buildings or throw employees out of work, cutting their consumption.
And if a firm’s shares collapse in value it can destroy confidence in that
firm, making it hard for its owners to raise funds. Finally, if a worker’s
pension fund or savings are invested in shares that decline in value, the
effects on the worker can be very real. But this is still not a destruction of
value; it is the transfer of money from the pension fund (and ultimately the
wages of the worker) to the person who sold the shares to the fund.

Along with the growth of the credit system comes the growth of any
number of new forms of fictitious capital—mortgages representing a claim
on future rent, government bonds representing claims on future tax revenue,
“futures” representing claims on the future values of commodities such as
grain or oil, and so on. The trade in this fictitious capital does not in itself
create new value or expand production, but it gives new fluidity to
capitalism, as markets seem to spring up overnight and vast quantities of
money are mobilised for speculative purposes. It can fixate and fascinate
the financial commentators as it seems to, as if by magic, generate untold
riches, at least until the market comes crashing down.

A second look at crisis



The development of a complex financial system and markets in fictitious
capital modifies our understanding of economic crises. For one thing,
entirely new kinds of banking or stock market crises are now possible,
which have a complicated, mediated relationship to the underlying “real”
economy. But it is also possible for finance to exacerbate and shape the
booms and busts that are intrinsic to capitalism.

Marx traces the general pattern in Capital. As a new boom gets under
way there will be a large quantity of money capital with very few outlets.
For the reasons set out earlier, the interest rate will therefore tend to be low.
At first capitalists may have their own unused reserves of cash left over
from the preceding recession that may fund their investments. But as the
boom develops they will be increasingly dependent on external sources of
finance. Demand for money capital grows and interest rates begin to rise.

As the boom in accumulation is beginning to create problems for the
“real” economy, it also begins to create many kinds of speculative activity.
New forms of fictitious capital are created; stock market prices can soar
ahead of the real profits generated by companies. Credit, in all its forms,
expands. Banks look for ever riskier lending opportunities as the number of
established borrowers dries up. Falling profit rates can make speculation
seem far more lucrative than investing in the “real” economy. Asset prices
can shoot up, forming speculative “bubbles” that can burst just as rapidly,
sending investors into a panic and destroying confidence in the economy as
a whole.

As the crisis breaks, the problems in the underlying economy begin to
assert themselves. Credit, as we have seen, helps to drive capitalism beyond
its limits. If capitalism is like a balloon with the various firms painted on its
surface, credit is like the air pumped inside it. As the balloon expands the
surface tension grows. Chains of debt bind the companies and banks
together ever more tightly. And a pin prick at any point can burst the whole
balloon. Extending credit ultimately relies on the health of the “real”
economy, where goods are produced and services provided, and credit
cannot lose touch entirely with the production of new value. If you want to
keep pumping air into the balloon, eventually you need a balloon made
from a greater amount of rubber.

As the economic crisis begins to break, investors start to panic about the
quality of the credit they have extended and look to return to the security of



money. Existing debts must be settled and demand for money—gold or the
high quality money issued by central banks—grows. Interest rates shoot up.
The developing financial and monetary crisis now accelerates the
underlying contradictions in the economy. It also spreads the crisis as
chains of borrowing and lending that helped fuel the preceding boom are
severed.

A second transformation in the nature of capitalist crisis occurs with the
modern system of finance. Once traditional commodity money such as gold
or silver was replaced by paper and credit money it could, in periods of
expansion and growth, be issued in far greater quantities than the gold it
represented. Indeed this was necessary in order to speed circulation of
capital on an ever-expanding scale. But in a crisis there is a rush towards
the most secure forms of money. Those who have extended credit, in
whatever form, seek money as payment. Those with money will, if the
money is convertible into gold, seek gold.

Governments and central banks that issued money could be forced to
suspend its convertibility and the paper money could, therefore, fall in value
with, for example, each £10 note representing less and less value (in terms
of the labour time it commands). Once the connection between gold and
money issued by central banks is completely severed, as has happened in
most modern economies, new money can be issued with great flexibility,
but now the state’s authority is the only thing securing its value. So as
economic crisis broke out in 2008, the value of the dollar rose as fearful
investors poured their money into what they perceived as the most secure
currency, backed by the largest and most powerful state.

In the course of accumulation the amount of value circulated expands.
Money and credit must expand accordingly. But if this expansion proceeds
faster than the expansion of value in the economy, inflation—a sustained
rise in the prices of commodities—becomes a possibility. Hyperinflation is
always possible if states simply “print” (or, more likely, electronically
generate) large amounts of money to cover their costs or repay debts.
However, outside these situations, inflation is not an automatic response to
the expansion of money and credit. For example, it is perfectly possible for
production to expand sufficiently to mop up the extra money in circulation
or for money to be hoarded. What happens in the wider economy plays a
role in determining the rate of inflation.



While it is still true that the value of commodities—the labour time
embodied within them—tends to fall during the process of accumulation,
their price in money terms can simultaneously rise. This can, for a time,
even offset the tendency of the rate of profit to fall. Yet this also impacts on
the subsequent round of production, as capitalists now have to pay more to
purchase the goods they need in production and workers have to pay more
to purchase the things they consume. Prices cannot return to their old levels
without cutting profit rates even more sharply, and a new wave of price
rises will tend to follow to maintain high profit rates. So inflation in one
cycle tends to encourage more inflation in the next. Ultimately only the
devaluation of capital through crisis can resolve these problems.

Spiralling inflation of this kind simply postpones the crisis, and
generally exacerbates underlying imbalances and contradictions in the
economy. It tends to spread the impact of the crisis across society as a
whole. For instance, it reduces the value of debts and diminishes the value
of savings, eradicating distinctions between more and less prudent
businesses. Inflation can also increase pressure on workers to fight to
maintain their “real” wage as they find their pay packet can purchase less
and less.

Most economies have experienced some inflation for most of the 20th
century, and a low level of inflation is consistent with a growing economy.
But crisis might also see “stagflation”, a combination of inflation with
economic stagnation, as happened in the 1970s. In this period capitalists
sought to offset falling profitability by maintaining or raising the prices of
the goods they produced. The temptation to do this is greatest when the rate
of accumulation is still high, driving up overall demand, but the rate of
profit is falling. The tendency is exacerbated with the development of
monopolies, which can arbitrarily raise prices with less fear of competitors
undercutting them. States can also strengthen this tendency by stepping in
to purchase unsold goods and increase overall demand across the economy.

An economic crisis might also be deflationary—as was the Great
Depression of the 1930s. Then prices fell as firms desperately sought to sell
their goods in collapsing markets and credit dried up as banks failed.
Deflation has also been the trend in the wake of the recent crisis and in the
long period of stagnation faced by Japanese capitalism from the 1990s. This



is characteristic of prolonged periods of bursting financial bubbles and
slack accumulation.

The rise and fall of the value of a currency can also disturb the
international financial structure as currencies shift in value relative to each
other, placing pressure on exchange rates and weakening the position of
some states in the wider financial hierarchy—although a weaker currency
can also boost exports by making them cheaper for overseas buyers.

Phenomena such as inflation, fictitious capital and the development of
crises are fiendishly complicated even when considered in the context of a
particular national economy. These complexities are multiplied once the
world system made up of competing national economies is taken into
account. Marx’s theory contains the seeds of an understanding of such
phenomena. But none of these problems are by any means “solved” and
much work remains for Marxists attempting to get to grips with the
contemporary capitalist system. Some of the further reading suggested at
the end of this book grapples with these problems, which are merely
touched upon here.

Prices and the general rate of profit

As we have already noted, in the third volume of Capital Marx develops a
more concrete picture of capitalism, building on the work of the preceding
volumes. It is here that he outlines his ideas on credit and rent, and his
approach to economic crisis. But as Marx moves towards a more concrete
picture of the system, he is also forced to drop many of the simplifying
assumptions he had made in order to understand capitalism’s basic laws of
motion. One consequence is that the relationship between prices and values
is substantially altered.

We have already seen that prices can differ from values. Now Marx
shows how prices of commodities must systematically deviate from their
values—rather than simply oscillating around values due to fluctuations in
supply and demand, as he assumes in the first two volumes of Capital.
Although this process is somewhat complex, to really comprehend Marx’s
political economy it is necessary to contend with it. In this chapter I outline
Marx’s argument. I comment on the intense and ongoing controversy



around these issues that has become known as the “transformation
problem” in an appendix to this book.

First let us recap what Marx writes about value in the first volume of
Capital. For Marx, the value of a commodity reflects the amount of living
labour expended by workers in its creation, plus the amount of dead labour
transferred to it during the production process. The value can be measured
as a sum of money reflecting the socially necessary labour time required to
produce the commodity under normal conditions with the average prevalent
skill and intensity. The capitalist has to purchase the dead labour and makes
no profit from this. The source of profit is living labour. The capitalist
receives a day’s labour but only has to pay enough, in the form of a day’s
wages, for the reproduction of the labour-power of the worker. The gap
between this value of labour-power and the new value created by the
workers provides surplus value for the capitalist, and this is the basis for
profit. We also defined the rate of profit as the ratio of surplus value to the
total capital advanced in wages and inputs of dead labour. It appears to the
capitalist that their profit is based on both living and dead labour, even
though this is not the case. Finally, we saw that, all else remaining equal,
the rate of profit falls as the organic composition of capital rises.

This analysis allows Marx to discover the origin of surplus value in the
exploitation at the heart of the capitalist production process. But when Marx
begins to consider a more concrete capitalist economy, with many different
coexisting branches, a problem emerges.

Different branches of the economy have different organic compositions
of capital, unless they happen to coincide by chance. This implies that each
branch should also have a different rate of profit. But in capitalism as it
actually exists, profit rates tend to equalise across economies, tending
towards a “general rate of profit”. How does this general rate of profit come
about?

Capitalists will naturally try to maximise their profitability by investing
in those branches with the highest profit rate. Marx argues that capital can
flow between branches of the economy, from those with high organic
compositions of capital (and hence low rates of profit) to those with low
organic compositions (and high rates of profit). Commodities in branches
with a high rate of profit will be produced in greater quantities, lowering
their prices, while those in branches with a low rate of profit will become



scarce and their prices will rise. Over time these changes in price will tend
to equalise profit rates between branches. This process is the
“transformation” of value into what Marx calls “prices of production”.

Some commentators have argued that in this analysis Marx is ditching
his theory of value (and have either praised or criticised him for doing so,
depending on their personal predilection). In fact, prices of production are
simply a more complex expression of value. The surplus value pumped out
of living labour is effectively redistributed to different capitalists in such a
way as to form a general rate of profit. In order for the rate of profit to be
the same in each branch of the economy, the capitalists would each have to
receive the same amount of surplus value per pound of capital they invest.
It would really appear as if all their capital was generating surplus value,
rather than just the living labour.

In other words, their total input costs, their “costs of production” in
Marx’s phrase, would be marked up according to the general rate of profit.
It appears as if the capitalist simply receives from society a share of total
surplus value reflecting their total investment. So, if the total cost of
printing a newspaper to the capitalist in the print industry was £1 in wages,
machinery, raw materials, etc, and the general rate of profit was 10 percent,
the price of a newspaper would be £1.10p.

To show how this works using some simple mathematics, consider an
economy consisting of just two branches with different organic
compositions of capital. Capitalists in the first branch invest £40 constant
capital, £60 variable capital; in the second they invest £60 constant capital,
£40 variable capital. We will imagine that half of the time workers are
covering the value of their wage and half the time they are generating
surplus value (so that the surplus value for each capitalist is equal to the
variable capital they invest).

Before transformation

Branch 1 2

Constant capital (c) £40 £60

Variable capital (v) £60 £40

Surplus value £60 £40

Organic composition (c/v) 40/60 = ⅔ 60/40 = ½



Rate of profit 60/100 = 60% 40/l00 = 40%

Value of output £40 + £60 + £60 = £160 £60+ £40 + £40 = £140

In this example, the branch with the highest organic composition (branch
two) has a lower rate of profit. Capital would flow between branches,
changing the prices of the output of each. Eventually the rate of profit
would tend towards the general rate, which is simply the ratio of total
surplus value to total capital invested:

General rate of profit

= (Total surplus value) / (total constant capital + total variable capital)

= 100/(100 + 100)

= ½

= 50 percent

Now if both types of capitalist invest a total of £100 in capital, they
would both get a return of £50 profit (ie a 50 percent rate of profit). So:

After transforming values to prices

Branch 1 2

Constant capital (c) £40 £60

Variable capital (v) £60 £40

Surplus value £60 £40

Organic composition (c/v) 40/60 = ⅔ 60/40 = 1½

New rate of profit 50% 50%

Cost of production (c+v) £40 + £60 = £100 £40 + £60 = £100

Amount of profit ½ × £100 = £50 ½ × £100 = £50

Price of production £150 £150

This is a very simple example. In reality the capital actually consumed in
the period being considered would not be the same as the total capital
invested because some of the constant capital would be fixed capital, used
again and again. This means that two different values of constant capital
would be involved in the calculation of the price of the output. The capital



consumed would give the cost of production, while the profit would be
calculated on the total capital advanced by the capitalist.

These subtleties aside, one thing should be clear from the example. The
total amount of surplus value in the first table (£100) is the same as the total
amount of profit in the second. Similarly the total value of the output is the
same as the total price of the output. This is an important point. According
to Marx’s analysis, prices of production are a complex form assumed by
value. It does not alter the fact that exploitation forms the heart of
capitalism. The total amount of value created in the economy is always the
same as the total price of all the goods and services produced. The total
profit of the different capitalists is always the same as the total surplus
value pumped out of the working class. All that has happened is that some
of the surplus value has been redistributed among the capitalists so that
each tends to receive a share in proportion to the capital they invest.

Marx added in his analysis that, once this redistribution is taken into
account, certain groups of capitalists who do not produce surplus value
might also grab their share (aside from the other claims on surplus value we
considered earlier, such as rent and interest). In particular those involved in
money dealing (bookkeeping and so on) or merchants, who perform roles
that could equally be performed by productive capitalists themselves, can
expect to acquire profit at the general rate based on their investment.

Finally, Marx is not attempting to develop an equilibrium theory giving
stable prices for commodities. Perfect equilibrium, with every sector of the
economy receiving exactly the general rate of profit and prices of
production all settled at the “correct” levels, never comes about. Market
prices now oscillate about prices of production (rather than values); capital
attempts to flow between sectors, but cannot do so instantly and often faces
impediments—not least the fact that capital is embedded in particular
factories and machinery. The dynamism of the economy, the process of
accumulation, competition, the rising organic composition of capital and its
regular devaluation all act to disturb the “equilibrium” before it is ever fully
established.

Politics of the crisis



“A recession—great!” “A slump—wonderful!” This is the caricature of the
socialist response to economic crisis. Capitalism starts to fall apart, workers
realise that socialism is the answer and the revolution gets under way. Red
flags are unfurled and barricades built.

Of course, nothing could be further from the truth. There is no direct
correlation between economic patterns and class struggle or political
consciousness. A deep depression, causing poverty and mass
unemployment, can just as easily demoralise workers and throw them onto
the defensive as send them out to the barricades.

Marx and Engels had their first direct experience of revolutionary
struggle during the wave of revolt that swept Europe in 1848. It followed
hot on the heels of an economic crisis in 1847, though this was merely the
immediate trigger for the revolts, which had other underlying political
causes. After the revolutionary wave a new period of capitalist prosperity
began, which lasted for more than two decades. The Russian revolutionary
Leon Trotsky, commenting on this in 1921, noted:

Engels wrote that while the crisis of 1847 was the mother of revolutions, the boom of 1849-51 was
the mother of triumphant counter-revolution. It would, however, be very one-sided and utterly false
to interpret these judgements in the sense that a crisis invariably engenders revolutionary action while
a boom, on the contrary, pacifies the working class.

Trotsky contrasted Marx and Engels’s experience with the period
immediately after the 1905 Revolution in Russia:

The 1905 Revolution was defeated. The workers bore great sacrifices. In 1906 and 1907 the last
revolutionary flare-ups occurred and by the autumn of 1907 a great world crisis broke out...
Throughout 1907 and 1908 and 1909 the most terrible crisis reigned in Russia too. It killed the
movement completely, because the workers had suffered so greatly during the struggle that the
depression could act only to dishearten them.

The struggle in Russia, culminating in the 1917 Revolution, only
recovered when the economy began to pick up and workers became more
confident. These examples alone show that the exact relationship between
economics and politics is complex, and that vague general principles will
not suffice.

Another myth is that the utter impoverishment of workers is a necessary
precondition for socialist revolution. Again, there is no correlation between
the degree of suffering of workers and their willingness to fight. It is not



true that the degree to which much of Africa has been hurled back
economically in recent decades has led to it automatically becoming a
hotbed of revolution, though there have been heroic struggles in certain
countries at certain times. Some of the recent high points of struggle have
taken place in relatively wealthy areas of the world—Venezuela and
Argentina (two of the richer Latin American economies), South Africa and
Egypt (wealthy by African standards), and Greece—as well as much poorer
countries such as Bolivia or Nepal.

Some kind of crisis is a factor in creating a revolutionary situation,
although this can equally be a political crisis, for instance one produced by
a disastrous war. But crisis does not automatically lead to a revolution. As
Lenin put it, a revolution is possible “only when the ‘lower classes’ do not
want to live in the old way and the ‘upper classes’ cannot carry on in the
old way”. Crisis can help create such a situation because workers can
suddenly question whether they will lead a better life or enjoy a certain
level of wages to which they have become accustomed. This in turn can, in
the right circumstances, stimulate political debate and struggle as old
certainties dissolve. Crisis can also crack apart the confidence and
coherence of the ruling class, preventing them from ruling “in the old way”.

Our rulers might have a common interest in exploiting workers, but the
capitalist class are also run through with internal divisions as they engage in
competitive accumulation. An economic crisis can sharpen the struggle
between capitalists and workers as the capitalists struggle to squeeze more
wealth out of their employees. It can also exacerbate tensions in the ruling
class as they fight among themselves over the surplus value remaining,
attempt to shift the burden onto each other and put forward different
policies to try to claw their way out of the crisis. All this creates cracks at
the top of society and provides space for those at the bottom to put forward
their own demands and their own solutions. The very dynamism of the
capitalist system leads to political instability and, often quite unexpectedly,
explosions of popular anger.



PART 3

The changing system

The classical period

Marx’s world was shaped by two revolutions. The great French Revolution
of 1789 had broken the political rule of the old feudal aristocracy far more
decisively than the English Revolution a century earlier or the Dutch Revolt
before that. The emerging capitalist ruling class could only destroy the
power of the old rulers by harnessing the power of the mass of people for a
moment behind slogans such as “Liberty, Equality, Fraternity”. As
capitalism strengthened its grip on society it became clear that liberty meant
the liberty of workers to sell their labour to capitalists, equality meant
meeting as “equals” in the marketplace and fraternity meant the
brotherhood of the new rulers as they exploited the growing mass of
workers.

Over subsequent decades a new antagonism came to the fore, that
between workers and capitalists. Future “bourgeois revolutions” would be
carried out from the top down by sections of the old elite, who had no
desire to risk violent revolutionary change that might see workers settle
scores with their new exploiters along with the feudal ruling class.

The second great revolution shaping Marx’s world was the industrial
revolution centred on Britain, which gathered pace towards the end of the
18th century. Already Britain had experienced a bourgeois revolution of its
own. Already the old feudal way of doing things had begun breaking down.
Traditional agriculture was transformed into capitalist farming based on
wage labour; merchants were increasing the levels of trade and speeding the
establishment of towns as centres of commerce and handicraft production.
Where wool merchants had once delivered wool to peasant families to be
spun and then collected the thread to sell on to weavers, they now drew



labour together directly in “manufacturies” and oversaw this process from
beginning to end. In such manufacturies they could establish a “division of
labour”, dividing complex tasks into several simple ones to accelerate the
production process. As these kinds of labour became more central to
society, labourers were increasingly paid in money. The market received
another boost as labourers had to pay for their basic needs, rather than
producing the bulk of their own means of subsistence in their own
household. Society as a whole was being drawn into a web of market
relations.

It was only a small step from the manufacturies of the 17th and early
18th centuries to the factories of the industrial revolution. Now individual
tasks, already subject to the division of labour, could be performed by
machinery operated by workers. The development of water power and later
steam power drove the productivity of labour forward. The world of
industrial capitalism was born. As we have seen, capitalism is capable of
rapid expansion and accumulation. It is the most dynamic system ever seen.
Marx and Engels’s words in the Communist Manifesto capture this:

The bourgeoisie...has accomplished wonders far surpassing Egyptian pyramids, Roman aqueducts
and Gothic cathedrals; it has conducted expeditions that put in the shade all former exoduses of
nations and crusades... The need of a constantly expanding market for its products chases the
bourgeoisie over the entire surface of the globe. It must nestle everywhere, settle everywhere,
establish connections everywhere...

The bourgeoisie, during its rule of scarce 100 years, has created more massive and more colossal
productive forces than have all preceding generations together. Subjection of nature’s forces to man,
machinery, application of chemistry to industry and agriculture, steam navigation, railways, electric
telegraphs, clearing of whole continents for cultivation, canalisation of rivers, whole populations
conjured out of the ground—what earlier century had even a presentiment that such productive forces
slumbered in the lap of social labour?

The classical capitalism of Marx’s day already contained the seeds of its
own transformation. As the passages quoted above make clear, capitalism is
a global system. The world is, potentially, its market. The dynamism of the
system allows it to settle everywhere and nestle everywhere. But it is also
an uneven system. It develops with different speeds in different areas of the
globe. It broke through first in Britain, the Low Countries, France and a few
other areas of Europe and North America—later it spread across the Earth’s
surface. But this did not simply replicate the development of British or
French capitalism. As capitalism developed it changed.



The second factor involved in the transformation of capitalism, along
with its global spread, is the state. A capitalist economy requires a capitalist
state. This is not necessarily a state directly run by capitalists themselves.
Indeed, as the interests of different groups of capitalists clash, this might not
be the best solution for the capitalist class as a whole. But it must be a state
that is run in the interests of capital. It must ensure the functioning of
markets, repress workers if they get out of hand, protect trade networks and
so on. The state’s monopoly of organised violence, for instance its control
over armies, also makes it the perfect weapon for the forcible expansion of
capitalism into territories where the new system has not yet broken through.

So the uneven spread and development of capitalism, and the centralised
violence of the capitalist state came together to allow countries such as
Britain and France to seize the first colonies—often in areas of the world
that had been far more advanced just a few centuries earlier. This gave a
further impetus to the early capitalist powers as they made use of the
resources they plundered and the people they conquered.

Once this process of capitalist development and globalisation unfolded
—once much of the world had been drawn into the capitalist system, either
by independently developing its economy, by being conquered or by being
pulled into the sphere of influence of one of the great powers—capitalism
entered a new stage.

The birth of imperialism

Towards the end of the 19th century a new form of capitalism took shape.
The centralisation and concentration of capital, accelerated by the growth of
finance, led to the creation of vast corporations, trusts and cartels,
monopolies and multinationals. Increasingly, the interests of a particular
state were identified with the interests of the capitalists based there. And, as
the units of capital grew in size, their own national market was no longer
sufficient. Raw materials were required from across the globe, workers in
many countries could be exploited and any population became a potential
market for goods and services. So particular states and the corporations
intertwined with them began to clash on the world stage.



But capitalism was, and still is, a system of “uneven and combined
development”, as the Russian Marxist Leon Trotsky put it. Those states that
lag behind (a product of the unevenness of the system) feel compelled to
introduce the most modern forms of industry, skipping intermediate stages
of development. This means that different patterns of labour, forms of
industry and technology are combined, drawn together in a particular
context. So Russia before the 1917 Revolution was one of the most
backward areas of Europe. Most people still lived on the land; those in the
cities were first generation workers, still bound by a thousand connections
to the old agricultural system. Yet the Russian city of St Petersburg housed
the biggest factory in the world—the giant Putilov steel works. Today if you
fly into Hyderabad airport in India, you will see the slums of the city from
one window of the aeroplane and the enormous shining complex known as
“Cyber Towers”, housing some of the world’s biggest computing giants,
from another. Elements of advanced capitalism can jostle with antiquated
forms of agriculture, vast accumulations of wealth alongside obscene
poverty.

The uneven and combined development of capitalism leads to conflict.
While some countries struggle to break through at all, others manage to
develop, sometimes very rapidly, and clash with established capitalist
powers. This process sets the scene for imperialist rivalry as competition on
a world scale takes the form of a struggle between states operating in the
interest of rival groups of capitalists.

Imperialism is not simply the domination of colonies by the great
powers—it involves clashes between the great powers themselves as they
seek to redivide the globe at the expense of their rivals. So the rapid
development of Germany late in the 19th century brought it into conflict
with existing powers such as France and Britain, leading to the First and
Second World Wars.

Once the imperialist system was established it provided a further drive
to develop capitalism. Those nations that did not make the breakthrough
faced domination by those that had already done so. This gave an even
greater impetus for accumulation and for states to develop military
machines to defend their capitalists’ interests and threaten their rivals.
Indeed, during the First World War states intervened in the economy in
unprecedented ways, revealing a tendency for private capitalism, the state



and the military to fuse together into a “state capitalism” to compete with
rival “state capitalisms”. Although this was a short-lived affair—most states
subsequently scaled back such intervention in the economy after the war
had ended—it was to prefigure important developments in the next period.

The slump and state capitalism

The period of classical capitalism and the growth of imperialism saw the
expansion of world trade and economic output. But, as we have seen, the
growth of capitalist productivity through accumulation puts pressure on
profit rates and threatens the system’s continued expansion. This had
already begun to take its toll by the 1920s. According to some estimates
profit rates fell by about 40 percent from 1880 to 1920 in the US. But crisis
did not break out at once. Instead vast areas of unproductive expenditure
sprang up: these included the luxury consumption of the rich, a huge
expansion of lending and borrowing, and the growth of stock markets and
other markets for fictitious capital. These contributed to continued
optimism and even speculative frenzy. However, by 1929 unemployment
was already rising in Europe and manufacturing had been in decline in both
the US and Europe for some time.

The underlying problems became more obvious in October 1929 with
the great stock market crash on Wall Street. The economic problems spread
rapidly through the financial system as debts were called in, banks started to
fail and those that remained raised interest rates in the face of growing
demand for “good” money. The greatest slump in world history was under
way—and the process of “creative destruction” that had previously restored
the system to health seemed ineffective as unemployment grew and
economies stagnated.

Eventually each of the great powers turned to some form of the “state
capitalism” foreshadowed by the First World War. In the US the New Deal
sought to give limited state backing to the private economy and to boost
demand—and for a time this led to some recovery until 1937, when the US
tipped back into recession. Ultimately it was only with the mobilisation for
war, involving a far more dramatic level of intervention, which pulled the
US out of the slump.



In Nazi Germany, as in the US, major capitalist firms were left intact.
But under Hitler their investment decisions were subordinated to the drive
to rearm and prepare for war, even when such investment was not
particularly profitable. The state stepped in to organise investment and
finance. While in France and Britain the level of state involvement was
more limited, late developing powers such as Japan rushed to follow the
German example.

The Soviet Union saw state capitalism carried to its logical conclusion.
By the time of the Wall Street Crash the gains of the 1917 Russian
Revolution had already been reversed under the rule of Joseph Stalin. The
Russian Revolution had been premised on the spread of workers’ power
across Europe. Its leaders, in particular Lenin and Trotsky, took it for
granted that the prerequisites for socialism—highly developed means of
production and a mass working class—did not exist on a sufficient scale in
Russia itself. International revolution was required. For a period after the
First World War it appeared as if revolution might spread to any number of
European powers but by the late 1920s the revolutionary tide had ebbed.
This paved the way for the rise of Stalin, who argued for “socialism in one
country” rather than international revolution.

As Stalin wiped out the remnants of workers’ control and democracy he
began developing in practice “state capitalism in one country”. A tightly
controlled state bureaucracy governed every major area of the economy.
Human needs were subordinated to the need to accumulate and compete
militarily with the other great powers, mirroring what was taking place in
the “free market” economies elsewhere. In backward Russia the rush to
accumulate took on a particularly savage form. Stalin argued in 1931, “We
are 50 or 100 years behind the advanced countries. We must make good this
lag in ten years. Either we do this or they crush us.” Imperialist rivalry with
other countries, rather than spreading the revolution, became the order of
the day. In other words, imperialist competition between states enforced
accumulation and exploitation in Russian state capitalism—just as free
market competition had traditionally forced private capitalists to function as
capitalists. The whole economy functioned like one giant factory, in
competition with other giant factories.

The result of these developments was a world of state capitalisms—each
with differing blends of “free market” and state control. World trade



declined, falling sharply in the early 1930s and only much later recovering
to the levels of the early 1920s.

By 1939 the imperialist tension produced by the uneven growth of
capitalism, and the high levels of arms spending and militarisation of the
1930s, sharpened into war. Ultimately it was the destruction of capital in the
Second World War, combined with arms spending and the forcible
reorganisation of capitalist production by the state, that ended the great
slump and prepared the way for the long boom that followed the war. The
capitalism that emerged from the war was dramatically different from the
system that existed in the 1920s. State involvement in the economy peaked
during the war but never fell back to anything like its old levels.

The long boom

The period following the Second World War saw the greatest sustained
boom in history. It was a “golden age” for capitalism. This is often put
down to the triumph of Keynesian economic theory, state planning or some
compromise between capital and labour. In fact the “clearing out” and
reorganisation of capital that accompanied slump and war paved the way
for the boom. But to understand why the boom lasted until the mid1970s we
have to understand something more about the nature of inter-imperialist
rivalry in this period.

The US and the Soviet Union emerged from the war as the world’s great
superpowers, with the US considerably larger than its rival and able to exert
its influence over a far greater geographical area. Both spent massively on
arms, not least through building up stockpiles of nuclear weapons. This
arms spending, along with that of the key military powers in Nato and the
Soviet-dominated Warsaw Pact, helped to stabilise the capitalist system as a
whole. Mike Kidron, who produced a series of pathbreaking essays on this
topic, wrote:

In so far as capital is taxed to sustain expenditure on arms it is deprived of resources that might
otherwise go on further investment; in so far as expenditure on arms is expenditure on a fast wasting
end product it constitutes a net addition to the market for consumer or “end” goods. Since one
obvious result of such expenditure is full employment, and one result of full employment is rates of
growth amongst the highest ever, the dampening effect of such taxation is not readily apparent. But it



is not absent. Were capital left alone to invest its entire pre-tax profit, the state creating demand as
and when necessary, growth rates would be very much higher. Finally, since arms are a “luxury” in a
sense that they are used neither as instruments of production nor as means of subsistence, in the
production of other commodities, their production has no effect on profit rates overall.

The first part of the argument is straightforward—weapons production is
a drain on the surplus value extracted by capitalists. They are taxed and the
government takes their tax revenue and pumps it into weapons production.
This can slow the level of investment by those capitalists, reducing the
tendency for the organic composition of capital to rise and thus the decline
in profit rates.

The second part of the argument is that weapons spending is like the
“luxury” spending of the rich. While wage goods and means of production
feed back into capitalist production—forming the value of variable and
constant capital respectively—the luxury goods consumed by capitalists do
not play this role. They form a “leak” out of the capitalist system. Weapons
are either stockpiled in arsenals or used in war. Either way they are not
consumed productively: they play no part in the production of future
surplus value.

Finally, raising the organic composition of capital in the arms
manufacturing industries will cut the profit rate in this sector, which will
slightly reduce the general rate of profit. But we know that capital will then
be reallocated across the system—flowing from the arms sector into other,
productive, sectors with a lower organic composition. Prices of production
will increase in the arms industries and fall in other sectors as a result. This
will cheapen constant and variable capital, again slowing the decline of the
general rate of profit. In principle, any “luxury” spending can play this role.
In practice, the military competition of the Cold War provided the terrain on
which arms spending could stabilise the system.

However, the “permanent arms economy”, as Kidron called it, contained
the seeds of its own demise. First, while the tendency for the rate of profit
to fall was slowed, it was not stopped altogether. By the mid-1970s it had
fallen considerably. Second, certain economies were spared the burden of
arms spending, notably Japan and Germany, whose military budgets were
restricted after the Second World War. The arms spending of the biggest
powers stabilised the system as a whole, but Japanese and German
productive investment could run ahead of US and Soviet investment. This



ultimately increased pressure on profit rates in these economies but it also
cut the prices of their output. Japanese and German manufacturers could,
therefore, compete far more effectively on world markets through their
exports and generate excess profits in these areas. The rise of these and
other non-militarised state capitalisms led to a smaller share of the world
economy being devoted to arms expenditure.

Meanwhile the US and the Soviet Union struggled with the immense
costs of their weapons spending. The vast burden of the US’s unsuccessful
war against Vietnam was matched by the Soviet Union in Afghanistan.
Arms spending today can still help stimulate an economy by providing
employment and boosting demand. But it does not have the sustained
stabilising effect it once had, and indeed it is a burden on the states that
undertake such spending—unless they can find a way of using their
weapons to strengthen their economic position.

Alongside the expansion of Japan and Germany during the post-war
boom, and the increased pressure on the Cold War superpowers, came the
rise of a whole series of smaller industrialising nations. In the period after
the Second World War most former colonies won their independence and
many set about building their own industrial base—typically using some
variety of state capitalism. While there is nothing automatic about new
capitalist powers being able to break through, it is untrue to say that they
can never do so. Some of the larger states, such as Brazil and India, built up
significant industrial bases. Some, such as Taiwan, South Korea and
Malaysia, emulated the Japanese technique of state-led, export-orientated
growth. While many of these economies have suffered periodic setbacks,
the overall picture of capitalism changed in the post-war period. Alongside
the great powers that dominated the world economy there were now a series
of “sub-imperialist” powers that sought to play on a local level the role that
the US and Soviet Union could play on a global level.

By far the biggest shift has been the rise of the Chinese economy to the
status of the second largest in the world. This involved a nine-fold increase
in output from the late 1970s through to 2008. This growth involved
blending centralised state-directed economic methods with an opening up to
the world market, often through forming links between Chinese firms and
Western multinationals. Chinese expansion rested on extremely high levels
of exploitation combined with extraordinary rates of accumulation—by the



2000s about half of national output was being pumped back into the
economy.

The return of crisis

The gradual fall in the rate of profit in the 1950s and 1960s led to a
succession of deep economic crises in the 1970s. The Keynesian methods
that had become the “common sense” in the preceding period proved utterly
incapable of solving what now seemed like intractable problems.
Eventually most politicians, of whatever political stripe, ditched the
Keynesian ideology in favour of some version of the older economic ideas.
Monetarism and neoliberalism were now the order of the day. However, the
change in ideology did not alter the continued role of the state, or the
hierarchy of competing states shaping the world system. According to the
Argentine Marxist Atilio Boron, writing in 2005:

Ninety six percent of [the biggest] 200 global and transnational companies have their headquarters in
only eight countries, are legally registered as incorporated companies of eight countries; and their
boards of directors sit in eight countries of metropolitan capitalism. Less than 2 percent of their
boards of directors members are non-nationals, while more than 85 percent of all their technological
developments have originated within their “national frontiers”. Their reach is global, but their
property and their owners have a clear national base.

And state budgets still made up a massive chunk of most countries’
economies. Indeed, they grew in countries such as the US and Britain,
despite rhetoric to the contrary. States still waged war on behalf of their
capitalists and still stepped in to bail out failing companies when crisis
threatened the system. The rhetoric of free trade has often been most
important in attacking workers or imposing goods and services from
powerful states on the weaker ones.

The world at the end of the long boom was certainly more globalised
than it was at the start. Trade returned to and then exceeded its level in the
1920s, flows of finance became global as never before, and production was
also increasingly organised across borders. These developments put
pressure on states such as the Soviet Union, which had limited access to
world markets and the global division of labour, and which therefore
struggled to accumulate sufficiently to keep up with its rivals. Eventually



the struggle to keep pace with the US broke the Soviet Union’s economy.
The uprisings that subsequently broke out in both the Soviet Union and its
allies in Eastern Europe ended with the old “state capitalist” regimes being
overthrown and replaced with systems closer to Western-style capitalism.

The end of the Cold War, which had fixed imperialism into a system of
two competing camps, created the possibility of new imperialist rivalries
emerging. Some countries had by now built up sufficient industrial bases,
often using state capitalist methods, to begin to compete on a world scale.
Others had been sucked into the world of capitalism and then thrown back,
lacking the resources and muscle to compete. Such has been the fate of
many African countries.

Increased globalisation has not altered the unevenness of the world
economy. Some areas remain far more “important” (from a capitalist
perspective) than others.

Of course, capitalists are happy to exploit workers wherever it is most
convenient and profitable. The attraction of many economies in the Global
South for multinationals and the companies that supply them is that they
provide vast pools of cheap labour. But it is not true that industry can
simply “up and move” to the Global South. Capitalists still tend to invest
where investment has already taken place. Here there are bigger and more
lucrative markets, infrastructures based on decades of state and private
investment, trained and healthy workforces, and networks of suppliers.
Capitalism remains centred on Western Europe, North America, Japan, plus
regions of China and a few other industrialised countries such as South
Korea.

Comparing the GDP of particular countries or regions with total world
GDP can indicate the relative importance of different parts of the world
system. In 1969 the US, Europe and Japan together accounted for about 80
percent of world GDP. By 2007, after 38 years of “globalisation”, they still
accounted for 70 percent of world GDP. Of this 10 percent slide, over half
was made up by the growth of China. The size of the Latin American,
African and Middle Eastern economies, relative to the system as a whole,
had changed very little.

Patterns of trade also reflect the importance of different areas of the
world and the extent of globalisation. To take the biggest economy in the
world, total US imports in the mid-2000s were the equivalent of about 18
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percent of its GDP—although its net imports (imports minus exports) were
just 5 percent of GDP. Trade had grown, tripling over the preceding 15
years. But two thirds of the US’s imports still came from the European
Union and Japan, Canada (the US’s northern neighbour), Mexico (the US’s
southern neighbour) or China. In fact these countries represented a growing
share of US imports. By far the biggest change was the growth of Chinese
imports, but these represented the equivalent of just 2 percent of US GDP in
2005. They were more important to China, making up about 10 percent of
Chinese GDP. They were also of great importance to the wider East Asian
economy. Some 70 percent of US imports from China contained
components or materials from other economies in the region.

If by globalisation we mean that more production is organised across
national boundaries and some significant new centres of capital
accumulation have emerged, then globalisation is a reality. If, however,
globalisation is held to be a tendency towards the abolition of uneven
development and the nation-state’s role as an economic actor, then this has
certainly not happened.

It is also a myth that globalisation and the rise of multinationals make it
impossible for workers to fight. Multinationals do often rely increasingly on
a global division of labour and “just in time” production methods. But this
can give workers in one part of the world tremendous power. For example,
when 3,500 US workers who make vehicle axles took strike action in
February 2008 their action rapidly closed down a whole series of General
Motors plants they supplied. Another strike in 2008, by Boeing machinists,
concentrated in one of the company’s factories, cost the multinational over
US$100 million a day. The strike’s impact was felt among suppliers as far
away as Japan (Fuji Heavy Industries) and France (Safran), as well as in
other US companies.

If myths abound about globalisation, this is even more the case when it
comes to the nature of the modern working class. Some countries have seen
a decline in certain industrial jobs. During the ten years from 1997 about
1.5 million manufacturing jobs were lost in Britain—causing great hardship
for these workers. In the same period a similar number of financial sector
jobs were created. Some were highly paid positions but the bulk were
routine menial jobs in call centres or sitting at a computer processing data.



While this may not look like a traditional factory, the drudgery, pay and
conditions, and management bullying are the same. In general, the
surprising thing about the world of work is not how much it has changed
but how little. The same process of exploitation and accumulation,
identified by Marx 150 years ago, is still central to the dynamic of
capitalism. Exploitation is still centred on the workplace, where managers
can bully and cajole workers, and bring them together with accumulations
of dead labour.

This is true whether workers are producing goods or services. The
worker who assembles a computer in Indonesia can, in general, identify
something in common with a worker who assembles a Big Mac hamburger
in Britain. Their lives appear a world apart, yet the common experience of
alienation and exploitation lays the basis for solidarity between them.

In some ways the conditions faced by workers in recent years have
become worse. Ruling classes the world over responded to the return of
crisis in the 1970s by restructuring and increasing exploitation to drive up
profit rates. This assault was undertaken very effectively in Britain under
Margaret Thatcher and in the US under Ronald Reagan. Breaking powerful
groups of unionised workers and encouraging bosses to go on the offensive
helped to increase the share of wealth going to the ruling class, and their
attempts were echoed elsewhere. This, and a clear-out of some unprofitable
units of capital, may have somewhat boosted profit rates from the late
1980s.

However, the neoliberal offensive has certainly not restored the system
to good health. For instance, the US suffered recessions in 1973-1975,
1980-1982, 1990-1991 and 2001-2003, even before the crash of 2008. The
attempts to drive up profit rates also created new problems. If wages are
held down, how does the capitalist system ensure that all of its output is
purchased and consumed, avoiding the problem of overproduction? If profit
rates were high, capitalists could simply purchase the outputs of other
capitalists. There may be little rationality to such a process of endless
accumulation but it makes sense in capitalist terms. When the profit rate is
not high enough to sustain such high levels of accumulation, the output of
capitalism must be consumed in other ways. From the 1990s through to the
mid-2000s levels of personal debt increased at enormous speed as workers
increased their consumption without wage levels growing at anything like



the same rate. So in the ten years to 2007 personal debt in the US grew from
about 2.5 times the country’s GDP to about 3.5 times. The equivalent of an
entire year’s economic output was accumulated as debt over that period.
Such an expansion of debt can only continue up to a point, the point at
which workers panic about their indebtedness and their future prospects,
and those lending to them panic about getting their cash back.

A second factor also disguised underlying economic problems. As Marx
puts it: “If the rate of profit falls...we have swindling and general promotion
of swindling, through desperate attempts in the way of new production
methods, new capital investment and new adventures, to secure some kind
of extra profit, which will be independent of the general average and
superior to it.” Once accumulation slows, those capitalists with money to
spend cannot find obvious outlets in the productive economy. Instead they
tend to look to the financial system and markets in fictitious capital to
generate profits. This can mean lending to governments or banks, or it can
mean speculating on asset prices such as those of shares or property. It can
mean gambling on increasingly sophisticated financial instruments, ever
further disconnected from the production of useful goods and services. The
recent period has witnessed an expansion in the financial sector without
precedent in world history. For a while such financial exuberance could
give the appearance of growth and prosperity.

Indeed, what the world experienced in recent decades, running up to the
2008 crisis, was the emergence of a series of bubbles—in commodity
prices, housing and a range of exotic financial assets—and underlying them
what the Financial Times’s Martin Wolf has called “a mega-bubble of
credit”. He wrote in 2010: “Quite simply, the financial system has become
bigger and riskier. The UK case is dramatic, with banking assets jumping
from 50 percent of GDP to more than 550 percent over the past four
decades... A large part of the financial system seems to be a machine to
transfer income and wealth from outside to inside, while increasing the
fragility of the economy as a whole.” He concluded that the financial
system produced “illusory gains on the way up and real pain on the way
down”.

In 2007 the subprime mortgage market in the US began to unravel. This
was sufficient to trigger a major world recession, whose impact continues to
be felt a decade later. When the crisis erupted many mainstream



commentators accepted the view that this was simply a financial crisis or a
crisis based on insufficient demand by consumers. Yet for a minority of
Marxist authors the underlying cause was precisely the period of sustained
low profitability that had developed since the end of the long boom.

The deep-rooted nature of the problems explains why none of the
measures taken by those presiding over the system have led to a clear path
out of crisis. Today even mainstream figures such as former US Treasury
Secretary Larry Summers talk about the possibility that the world is stuck in
a period of “secular stagnation”. Occasionally, the mainstream press offers a
glimpse of the real problems faced by capitalism. So a column in the
Financial Times in 2010 lamented the collapse of the “return on capital”,
roughly equivalent to Marx’s “rate of profit”. It pointed out that after the
Second World War this held up at about 15 percent in the US. By the 1980s
it was 10 percent, and today it is just 5 percent. A mass of unprofitable
capital was weighing down capitalism.

Ultimately, a far greater destruction and devaluation of capital is
required to pave the way for a new boom of capitalism—and such a painful
process is made more difficult by the scale of capitalist firms and the way
they are intertwined with the state and financial system. In other words, the
twin problems of falling profitability and the concentration and
centralisation of capital, described by Marx 150 years ago, can illuminate
our understanding of the nature of economic crisis today.

Instead of the needed clear-out taking place in the wake of the 2008
crisis, the system was placed on life support, both through bailouts of
financial firms and through policies such as quantitative easing and ultra-
low interest rates implemented by central bankers. This was sufficient to
keep the system moving forwards, but levels of investment in productive
areas of the economy have remained in the doldrums, at about 25 percent
below pre-crisis predictions for advanced economies, according to the
International Monetary Fund. And new distortions have been introduced
into capitalism as central banks have injected money into the financial
system, notably the so-called “search for yield” in which increasingly
speculative investments, often in economies of the Global South, created
yet more unsustainable bubbles.

Even in China, the great hope for the world system a few years ago,
things seem to have gone awry. The high levels of investment before the



crisis were premised on high levels of exploitation and ever-expanding
consumer markets abroad. As the latter declined, the state unleashed a wave
of credit to continue the expansion. However, today the extraordinary mass
of unprofitable capital that has built up in the Chinese economy is
beginning to weigh it down—even as workers demand increased wages and
credit-fuelled expansion produces instability in areas such as the property
market and the stock market. Again, Martin Wolf offers a description that
might almost have come from a Marxist author: “In response to the 2008
financial crisis, China promoted a huge rise in debt-fuelled investment to
offset the weakening in external demand. But underlying growth in the
economy was slowing. As a result, the ‘incremental capital output ratio’—
the amount of capital needed to generate additional income—has roughly
doubled since the early 2000s... At the margin, much of this investment is
likely to be lossmaking. If so, the debt associated with it will also be
unsound.” In other words the country is experiencing its own crisis of
profitability, bowed down by over-accumulation and bad debt.

While it is still possible for areas of the system to expand in the current
period, it is difficult to see a return to the generalised boom and high profit
rates of the post-war decades unless there is a further destructive clearing
out of capital and a “deleveraging” of some of the mass of bad debt that has
grown up over the recent period. A sharp and severe economic crisis
erupting in the years to come is one possibility. Another is a long period of
stagnation, stretching many years into the future. Another is war. Although
capitalists never pursue war as a deliberate mechanism to destroy
unprofitable capital—that would require too great an understanding of their
own system—the imperialist instability of the world is becoming
increasingly clear. New economic powers such as China, will want to play
the game of global imperialist conflict on an even footing with other
powers. Economic crisis threatens to raise the tension between rival ruling
classes as they struggle to shift the burden of the crisis onto one another and
struggle to grab what surplus value they can. The relative decline of US
economic power—from close to 30 percent of global GDP in the post-war
years to less than 20 percent today—exacerbates this, though with over 35
percent of global arms spending the US remains the most dangerous
imperialism in the world today.



Finally, the ecological destructiveness of capitalism as it drives to
accumulate, in particular the way that carbon-based fuels have become its
lifeblood, poses new problems. Global warming will hit workers and the
poor hardest, leading to struggles over food supplies and clean water, for
example. It will also be another potential factor in the struggles between
rival states and groups of capitalists.

If the tensions between capitalists can lead to horror, they can also create
the conditions in which workers step forward and attempt to impose their
solutions. Cracks at the top of the system can lead to ideological uncertainty
and splits among our rulers. Simultaneously, the tensions between
capitalists and workers can threaten to spill over into open conflict. There is
nothing inevitable about workers’ revolt. It is a political question, and it
requires, among other things, an organised political response from those
who are convinced of the need for a socialist alternative to capitalism in
order for them to win over those who are not yet convinced. But while
socialism is far from inevitable, the constant tussle between capital and
labour—sometimes hidden, sometimes open, as Marx put it—will continue
for as long as capitalism continues. In that conflict lie the seeds of
something very different: a world structured according to the needs of its
population, rather than the drive for profit; run democratically from below,
rather than from on high by capitalists and their supporters; a world of
socialism rather than a world of barbarism.



Appendices

Appendix 1: The “reduction problem”

Marx writes in Capital:

More complex labour counts only as intensified, or rather multiplied simple labour, so that a smaller
quantity of complex labour is considered equal to a larger quantity of simple labour... A commodity
may be the product of the most complicated labour, but through its value it is posited as equal to the
product of simple labour, hence it represents only a specific quantity of simple labour.

But on what basis does this multiplication take place? And what
qualifies something as complex labour? These questions have led to what
has been called the “reduction problem”, to which there are about as many
different solutions as there are Marxists writings about political economy.
Here I offer, briefly, my own view on this vexatious issue.

We are aware that the value of a given commodity is regulated by the
socially necessary labour time required in its production. Marx writes:

Socially necessary labour time is 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.

Before we come to complex labour, there are already three ways in
which actual labour might deviate from the social average. The first is the
productivity of labour. The conditions of production vary across society, for
instance due to technological innovations that characteristically reduce the
amount of socially necessary labour time crystallised in each commodity.
The second is the intensity of labour, which is established historically as an
average for each branch of industry, and across a given society more
generally, but which can still be greater or less than average in a specific
instance, leading to more or less value being crystallised in a given period.



The third is what Marx calls skill in the preceding quotation. Marx here
seems to be referring to a typical distribution in talent, knack and acquired
abilities that one would expect to encounter across a workforce, which he
distinguishes from what he calls complex labour.

Then there is a quite separate distinction between simple and complex
labour. Complex labour is not simply a deviation from the norm, resulting
in a deviation in the amount of value produced in a given time by an
especially effective or ineffective labourer. Such deviations also apply to
simple labour.

Simple average labour, it is true, varies in character in different countries and at different cultural
epochs, but in a particular society it is given... It is the expenditure of simple labour-power, ie of the
labour-power possessed in his bodily organism by every ordinary man, on average without being
developed in any special way.

One important implication, which we will return to below, is that,
conversely, complex labour is precisely “developed in a special way”.

Returning to Marx’s initial elaboration of complex labour, he adds an
infuriating passage:

The various proportions in which different kinds of labour are reduced to simple labour as their unit
of measurement are established by a social process that goes on behind the backs of the producers;
these proportions therefore appear to have been handed down by tradition.

But he remains silent as to the precise nature of this social process.
One superficially attractive solution would be to argue that complex

labour-power is more costly to hire and as a result of this creates greater
value. This would seem to be supported by Marx’s only other major
discussion of the issue in Capital:

All labour of a higher, or more complicated, character than average labour is expenditure of labour-
power of a more costly kind, labour-power whose production has cost more time and labour than
unskilled or simple labour-power, and which therefore has a higher value. This power being of a
higher value, it expresses itself in labour of a higher sort, and therefore becomes objectified, during
an equal amount of time, in proportionately higher values.

The French theoretician Jacques Bidet points out that this passage
contains two occurrences of the word “therefore”, neither of which seems to
stand up to scrutiny. The first links the value of labour-power to its
“production cost”. However, the value of labour-power is just the value that
must be advanced to reproduce a labour-power. Training might impose



costs on capital, but it is not clear why prior costs of training labour would
necessarily be embodied in the cost of the reproduction of labour-power
once the worker has been trained. Capitalists do not pay higher wages to
cover the cost of training workers had in the past; they pay what they need
to pay in order to get them back to work the next day. There is no
straightforward relationship between the cost required to “produce” a
labour-power and the cost of its reproduction.

The second “therefore” is even more problematic because it seems to
connect this more costly labour-power to the production of a
proportionately greater value. This violates Marx’s own presentation of
value theory, which systematically separates the cost of reproduction of
labour-power from the extent to which that labour-power creates new value.
If this kind of approach is adopted, each complex labour-power would
contain a ghostly apparition of prior labour-power, that of its trainers,
standing behind it and giving it greater value-producing qualities.

According to Bidet, the second “therefore” was not contained in the
original German text for Capital. That text used a “but”, which renders the
passage extremely vague. It was Engels who turned the “but” into a
“therefore” in the fourth German edition, making the text more coherent at
the cost of cementing Marx’s vagueness into error. The 1872 French
edition, which Marx oversaw, reasserts the vagueness.

Bidet offers two key ideas that can help us make our way through this
tangle. The first is to move to a more concrete analysis of capitalism in
which capitalist production is not undertaken by isolated weavers, spinners
or jewellers but by a collective labourer. An amalgam of labour-powers is
coupled together with machinery in order to expend labour that is at once
abstract and concrete, creating use-values and value. While there may be
specialised functions within the capitalist workplace, argues Bidet,
“Nothing authorises us to assign specialised labour a greater share of the
value produced.”

The second stage of Bidet’s argument is that we can deal with different
skilled forms of labour through a consideration of the productivity of
labour. While a new amalgam of specialised labourers might be more
productive, “the theory does not authorise any specific consideration
concerning the increase in value that this skilled labour might produce as
such”. It is analogous to the extra surplus value captured by a capitalist who



introduces new machinery, prior to the innovation becoming generalised in
a particular industry. We know that this innovating capitalist will be able to
make a greater profit than their rivals by selling commodities below their
socially established value, but we do not have a method of calculating how
much more. Empirical investigation would be required to determine this.

Bidet’s approach limits the scope of complex labour considerably.
However, there are still points at which complex labour proper, as opposed
to certain forms of specialised labour capable of raising productivity,
resurfaces.

The discussion in Capital has a major assumption, namely that the
capitalist system provides an adequate basis for the emergence of a world
regulated through value. This comes to fruition only with what Marx calls
the “real subsumption of labour under capital”, the stage at which the
capitalist steps into the labour process to revolutionise it, rendering it more
productive through its reorganisation and through the introduction of
machinery.

It is the combination of the reorganisation of the process of production,
including mechanisation, and the creation and reproduction of a class of
propertyless wage labourers sufficiently interchangeable to fulfil the various
roles required that creates the world of labour that is at once concrete and
abstract, producing use-values and value in the manner that Marx describes.

This does not require that any worker can do any job, merely that there
are sufficient workers that capital can move into a field of production by
taking up and exploiting already existing labour-power. Nor does it mean
that no training at all is required to do the work of simple labour, as we can
assume that most jobs will require at least some training. The question is
whether the labour-power requires special development over and above the
range that might be typical in a given society at a given historical juncture.

The overwhelming bulk of work performed under capitalist conditions is
in the sense given here simple labour and can be treated as such. The
category of complex labour applies solely to workers whose particular skills
and talents are not readily available at any given moment because they do
require special development. Because they are not readily available, capital
cannot simply move into spheres requiring complex labour by taking up the
labour-power generally available to it and, on the basis of typical amounts
of training, setting it to work.



These are the knots in the more-or-less smooth fabric of capital. The
knots can be unravelled in two ways. First, capital can oversee the
redevelopment of the labour process, perhaps utilising new technology, to
allow simple labour to take on the work previously performed by complex
labour. Second, sufficient quantities of the complex labour can be generated
through special education or training such that it is ultimately rendered
interchangeable and homogeneous enough to lose its exceptional, complex
character and becomes submerged into the ocean of simple labour.

Appendix 2: The “transformation problem”

Marx’s account of the transformation of values into prices of production,
which I described in the chapter “Prices and the General Rate of Profit”, has
proved remarkably controversial, spawning the debate surrounding what is
known as the “transformation problem”. The various positions on this
debate are too numerous and complex to summarise in an introductory work
such as this. Instead I shall briefly, and as simply as possible, summarise
two promising approaches and criticise one poor approach.

The controversy springs from the question of the “transformation of
input values”. In the examples he gives in the third volume of Capital,
Marx shows how commodities that are produced with certain values end up
with certain prices of production. But it appears as if the inputs into
production are purchased by the capitalist at their values rather than their
prices of production. Marx comments in Capital:

We had originally assumed that the cost price of a commodity [ie the cost to the capitalist of
producing it] equalled the value of the commodities consumed in its production. But for the buyer the
price of production of a specific commodity is its cost price, and may thus pass as cost price into the
prices of other commodities. Since the price of production may differ from the value of a commodity,
it follows that the cost price of a commodity containing this price of production of another
commodity may also stand above or below that portion of its total value derived from the value of the
means of production consumed by it.

One interpretation of this passage is to say that the inputs must also be
transformed, a rather complicated mathematical procedure. According to
this interpretation, the fundamental role of Marx’s transformation is to show
that prices of production are a complex form of value. Marx was not



particularly interested in a detailed theory for calculating the prices of
commodities; he was more interested in showing how prices emerge and
how surplus value is redistributed through the system. However, once the
new step of transforming the inputs is taken, there are essentially two
separate systems—prices and values—one measuring the passage of labour
time through the system, one measuring the amounts of money exchanged
to purchase commodities at various stages.

A second family of interpretations, known as “single-system”
interpretations, began to emerge in different forms in the 1980s. According
to these interpretations prices of production are simply the amount of value
that the capitalist must advance in order to purchase inputs. Prices of
production are the way that values express themselves once the different
sectors of the economy are taken into account. So prices can still be
measured in either money or labour time, just as values were in the first
volume of Capital. Many of the more advanced works in the suggested
reading at the end of this book set out different solutions to the
“transformation problem”. I am particularly sympathetic to the “temporary
single-system interpretation” outlined by Guglielmo Carchedi, Andrew
Kliman and other authors.

One unhelpful but influential way of solving the problem is the tradition
founded by Ladislaus Bortkiewicz and others at the start of the 20th
century. This began with an approach similar to the first interpretation I
have described above. But Bortkiewicz went further by establishing a series
of “simultaneous equations” linking together the inputs and outputs of
production for the economy. There is a huge problem with such an
approach. It assumes that in any given cycle of production the price of a
commodity at the beginning, when used as an input, is the same as at the
end when it emerges as an output. So if we take a year as our cycle of
production, in Borkiewicz’s system the price of a printing press bought by a
capitalist on 1 January 2009 would be identical to the price of the same
printing press produced by the manufacturer on 31 December 2009, 364
days later. But one of the central features of Marx’s economics is that the
economy is not in equilibrium. Prices change; capitalists accumulate and
compete. In order to calculate the price of an input into a cycle of
production it is essential to look at the price it has when it leaves the
previous cycle of production. Ignoring this straightforward point may allow



complex systems of equations to be constructed, but it destroys the essence
of Marx’s theory.

Appendix 3: Marx’s theory of rent

Marx’s theory of rent shows how capitalist accumulation proceeds in the
presence of landowners capable of capturing some of the surplus value
squeezed out of workers. Here I will merely provide a brief, and somewhat
simplified, summary of Marx’s account. (This appendix assumes that the
reader is familiar with the concept of prices of production and costs of
production outlined in the chapter “Prices and the General Rate of Profit”.)

Marx begins with a simple illustration of the concept of rent. He
considers what would happen if a capitalist built a factory on land with a
waterfall capable of driving a water-wheel and providing power. Assuming
that this could achieve everything that rival capitalists achieved with steam
power, the capitalist with the waterfall would have an advantage. If the
price of production of the output of the factory was £120 and the cost of
production using steam power was £100, the profit received by the
capitalists using steam power would be £20. If the cost of production for the
capitalist using a water-wheel was just £80, they would instead receive £40
in profit. It is not that the waterfall creates any new surplus value. The point
is that access to this natural phenomenon reduces costs of production
relative to those of other capitalists. Up to this point it is assumed that the
capitalist with the waterfall gains all of the excess profit. But Marx then
writes:

Now let us assume that the waterfalls, along with the land to which they belong, are held by
individuals who are regarded as owners of these portions of the earth, ie who are landowners. These
owners prevent the investment of capital in the waterfalls and their exploitation by capital. They can
permit or forbid such utilisation. But a waterfall cannot be created by capital out of itself. Therefore,
the surplus-profit which arises from the employment of this waterfall is not due to capital, but to the
utilisation of a natural force which can be monopolised, and has been monopolised, by capital. Under
these circumstances, the surplus-profit is transformed into ground-rent, that is, it falls into the
possession of the owner of the waterfall.

He then seeks to apply to agriculture this general concept, in which
landowners capture excess profits by controlling capital’s access to land. He



also suggests that a similar method could be used more generally, for
instance by applying it to mining and building sites.

Marx analyses agricultural rents through three different categories. The
first he calls “differential rent I”. This is rent that arises when “equal
quantities of capital and labour are applied on equal areas of land with
unequal results”. This might be due to the natural fertility of the soil or due
to an exceptionally good location of the land, although Marx focuses on the
former. Here some or all of the excess profits generated by capitalist
farmers with access to land of greater fertility can be captured by
landowners—provided they are sufficiently powerful to do so.

“Differential rent II” considers the impact of changing the amount of
capital invested on different plots of land, or indeed on the same plot of
land in successive periods.

If the yield produced simply doubled each time investment doubled, the
situation would be unchanged. But what if, say, the doubling of investment
doubled the yield of low quality land, while quadrupling the yield of the
best quality land; or if the first doubling of investment on a particular plot
quadrupled the yield but a subsequent doubling of investment only doubled
the yield? Differential rent II analyses the additional rent that might be
captured by landowners in such situations.

Marx stresses that differential rent II cannot be understood in the absence
of differential rent i, because different capitals are always applied in the
context of uneven qualities of land in differing locations. And indeed, the
question of what constitutes good or bad land is shaped historically by the
availability of different farming techniques and scientific methods. The two
forms of differential rent cannot simply be added together. They must
instead be studied in their various historically fashioned combinations.
Marx provides detailed examples of some possible combinations.

Finally, “absolute rent” is a consequence of differences between the
agriculture sector and other sectors of the economy. If agriculture had a
lower organic composition of capital we would expect capital to flow into
this sector, lowering prices of production below the value of the output and,
eventually, leading to an equalisation of profit rates between the different
sectors. But if this flow of capital is impeded, agricultural goods will be



sold above their prices of production—and landowners can capture the
difference as absolute rent, in addition to any differential rent.

As this brief account suggests, rent is one of the most concrete and
complicated subjects dealt with in Capital. The reading list at the end of
this book points to more detailed works that cover this topic. Ben Fine and
Alfredo Saad-Filho’s Marx’s Capital gives an excellent and succinct
summary of Marx’s theory. David Harvey’s ambitious book Limits to
Capital, along with his later works, seeks to generalise Marx’s theory of
rent to construct an elaborate theory of the spatial organisation and
development of capitalism, and to understand how this modifies patterns of
economic crisis.
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(www.socialistreviewindex.org.uk). The YouTube channel SWPTVUK contains a range of videos
from Marxist economists presenting their ideas (https://www.youtube.com/user/swpTvUk).
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Manifesto; Socialism: Utopian and Scientific; Wages, Prices and Profits; and The Civil War in
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understanding of alienation. Two good collections are David McLellan’s Karl Marx: Selected
Writings (Oxford University) and Robert Tucker’s Marx-Engels Reader (Norton).
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treated similarly. The sections on finance and fictitious capital here draw on Harvey’s presentation.
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Rereading Capital by Ben Fine and Lawrence Harris (Macmillan) is a very good account of Marx’s
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The account of the organic composition and value composition of capital given here derives from
Fine and Harris’s work.
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capitalism’s “golden age”.
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