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INTRODUCTION

This handbook is not, of course, a substitute for the study of Marxist political
economy, but an aid to that study. It will perhaps prove most useful as an aid to
review. It was first developed for the Fourth International’s cadre school in Europe.
It was subsequently also used by the Democratic Socialist Party in its cadre school.
Along the way, many of the definitions and explanations were modified to take
account of students’ difficulties or further questions.

It may be asked, however, whether thereisany longer any purposein the study of
Marxist economics. Is not Marx’s analysis discredited by the collapse of the
“communist” states of Europe and China's somewhat slower but no less determined
path in the direction of capitalism? Have not Marxist economics been superseded
by Keynesianism, or monetarism, or neo-liberalism?

Infact, Marx would have changed littleif anything in the pages of Capital even if
he had somehow been able to know of the fate of “communism” in the late 20th
century. Thefounders of scientific socialism saw their primary function as providing
the proletariat with the intellectual tools it needed in order to overthrow capitalism;
predicting the course of that struggle in anything but the most general sense was no
part of their project, because the outcome of the struggle was not predetermined.

Marx and Engelswerewell awarethat the revolutionary surge may befollowed by
ebb: they studied carefully thelessons of the 1848 revol ution and of the Paris Commune,
aswell asof countlesslesser battles. The Commune — thefirst workers' government
intheworld — lasted amere 70 daysbeforeit was crushed by capitalist reaction. The
second workers' government, established by the October Revolution, lasted more
than 70 years. Therewill befurther revolutions, which will bethe stronger for learning
from those who have gone before.

We can be certain of more revolutionary outbreaks for the same reason that
Marx’s political economy is still so relevant. The fundamental “laws of motion” of
capital that Marx began investigating a century and ahalf ago continue to operatein
modern capitalism, despite the myriad changes in capitalism’s surface features and
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the rare more substantive developments (the most important of which was the
development of imperialism). Indeed, the student who approaches Capital for the
first time is invariably struck by the insights it provides into modern phenomena;
thisisitself atestimony to how deeply and accurately Marx’s analysis penetrated.

As for aternative schools of economics, most do not rise above what Marx
dismissively characterised as “vulgar economics’. This is the non-science that
concernsitself, not with the explanation of underlying causes, but with systematising
the impressions created in the mind of the capitalist by the surface features of the
production process. It typically beginswith eternal and a-socia “factorsof production”
— or, even worse, with isolated individuals possessing only “needs’ — and never
getsbeyond debating empirical rulesfor observed rates of wages, profits, interest and
rents.

The enduring superficiality of modern non-Marxist economics is most clearly
demonstrated by its inability to overcome the “micro-macro” divide: for individual
and aggregate behaviour, this woul d-be science possesses two quite different sets of
analysis and explanation, with no way of connecting the two. In Marx’s analysis, of
course, thereis no such divide.

Itisworth recalling that Marx has been declared “ outdated” for at least a century
by economists most of whose names and ideas are now known only to specialists. It
isasafe bet that Marx’s epochal work will aso outlast the more recent fads.

Allen Myers
June 1998



MARXIST ECONOMICS

A HANDBOOK OF BASIC DEFINITIONS

1. COMMODITIES

A commaodity isaproduct of human labour which satisfies, first of all, aneed of the
human being and which, secondly, is not produced for one’s own individual
consumption, but rather for the purpose of exchange (selling).

Commodity production is older than capitalist production. In the period of
decomposition of feudal society, simple commodity production formed the basis for
the birth of capitalist production.

Theingredients of simple commodity production are:

e A socia division of labour with independent producers who are specialised in
a given production;

e The existence of private ownership of the means of production and of the
product of labour.

Thereisadifference with capitalist production: simple commodity production is
based on the individual labour of those who produce the commodities. But the
reliance on private ownership leadsto the acquisition of wealth by part of the peasants
and craftsmen and to the ruin of others. Simple commodity production (petty
commodity production) can thus be found at the root of the development of capitalist
relations.

In the capitalist system, commodity production is predominant in a generalised
form. The product of labour, the means of production and labour-power have all
become commodities.

Since Marx studied capitalism as generalised commodity production, he gave
someindication about the operation of pre-capitalist societies (where petty commaodity
production existsto a certain degree, for instance) and about post-capitalist societies
where commodity production has not yet compl etely withered away.
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2. USE-VALUE

The properties which make an object fulfil one or another need of ahuman being
makethisobject into ause-value. Use-val ue representsthe material content of wealth,
whatever social form it may take. However, not everything that has a use-valueis a
commodity. In order for an object to become a commaodity, it must be a product of
labour designed to be sold. Thus in a market economy, it can be said that the use-
value contains the exchange val ue of acommodity.

For example, acobbler working in the service of afeudal lord will make shoesfor
him. The cobbler may receive a salary. Nonetheless, the cobbler does not produce
commodities. The products of his or her labour are not sold on the market. He/she
produces only a use-value (but no value is produced, and no surplus-value).

In order to be able to be exchanged, a product must have a use-value. However,
this can be realised only as aresult of the exchange of a product.

3. VALUE

In a market economy, the exchange value appears first of all as a quantitative
relation in which two distinct use-values are compared (a pair of shoes to a sack of
potatoes, for instance). When the pair of shoesistested on the market for the purpose
of exchange against asack of potatoes, thismeansthat it isworth as much asthe sack.

However, the use-values of different commodities cannot be directly submitted to
aquantitative comparison because they are qualitatively different. The only common
feature which makes these use-values comparable at the time of exchange isthe fact
that they are all the product of labour. One therefore finds at the root of the equality
between apair of shoesand asack of potatoes, the social labour which was expended
in order to produce them. The value is thus an indirect measure of the social labour
which is necessary to produce the commodities.

The exchange value of acommodity is the form of expression of its value.

4. CONCRETE LABOUR AND ABSTRACT LABOUR
A commodity thus displays a dual character: use-value and value. This dual
character is determined by the dual character of the labour that isworked into it.
The types of labour are as different from each other as the use-values. Thus each
use-value represents a determined type of labour. Labour, when it is expended in a
determined form, represents concrete labour (thereisthusacorrespondence between
concrete labour and use-value: cobbling corresponds to shoes, farming to potatoes).
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When an exchange occurs, the comparison between the commoditiesimpliesthat
different forms of concrete labour are “assimilated” and considered equivalent.
Therefore the different forms of concrete labour possess a common feature. The
common denominator for al concretelabour isexpressed by asmall or large expenditure
of energy. Thelabour of those who produce the commaodity, taken as an expenditure of
the labour-power of people in genera (abstracting from its concrete form) is called
abstract labour. Abstract labour determines the value of the commodity.

In asociety where the private ownership of the means of production prevails, this
dual character of labour (all labour is both abstract and concrete) reflects the
contradiction between the private labour and the social labour of the producers.
Private property separates individuals (the labour of each producer istheir “private
business’). The labour of the different producers is not coordinated on the scale of
society as a whole. However, the social division of labour fosters the creation of
multiple links between the distinct, separate producers. The greater the division of
labour, the greater the diversity of activities on the part of the different producers, the
greater the interdependence that exists between them.

The labour of the “separate”, isolated producer is therefore a social labour. It
constitutes part of the labour of society as a whole. Due to the isolation (the
fragmentation linked to private property) of the producer, the social character of the
labour of the producer remains hidden. It expressesitself only at thetime of exchange.
It isonly in the act of exchange that the labour of a producer is given or denied the
“agreement” of society (the market determineswhether or not thislabour isneeded by
society).

Abstract labour, which produces the value of the commaodity, is a historical
category. Thisisthe specific form taken by social labour in the market economy. The
movement of labour from one branch to the other — afluctuation that isunprecedented
in history — shows concretely that the notion of abstract labour underliesthe concrete
capitalist reality.

Under feudalism, social labour didn’t take the form of abstract labour. The feudal
lord deprived the serfs of the surplus product (either in the form of alabour rent or as
arent in kind) in a direct fashion (through the work performed or in products). The
social character of labour was expressed in a concrete form. In commodity society
(petty commaodity production and generalised commaodity production) the products
are made for the market (and not designed primarily for consumption). The socia
character of labour is thus expressed in the market through a process which occurs
outside the knowledge of the producer. The concrete forms of labour are regulated
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through the abstract labour which constitutes the value of the commodity.

5. SIMPLE LABOUR AND COMPLEX LABOUR

Complex or compound — or skilled — labour. This is labour whose power is
developed above the social average by other elements of labour which are
incorporated init. Labour which requiressocial trainingisacomplex labour (compound
or skilled labour).

Inthe sametime span, compound labour createsagreater value than simplelabour.
The value of a commodity produced by complex labour also contains that part of
labour which was dedicated to the training of the worker and the improvement of the
worker’sskills. Complexlabour thus acquiresthe meaning of multiplied simplelabour.
In the case of commodity production based on the private ownership of the means of
production, all the different types of complex labour can be expressed as multiples of
simplelabour. The size of the value of acommodity isthen determined by the quantity
of simplelabour that is socially required for its production.

In order to calculate the quantity of productivelabour whichis*enclosed” in each
commodity, the length of labour time required is shown to be the criterion in history
itself (and not solely in the heads of Marxists).

The production performed by workerswith various skillsinvolvestheintervention
in the production process of technicians, skilled workers and production engineers.
Thetraining required in order to acquire the skills represents an expenditur e of energy
both for thelearner and for theteacher. If thisexpenditureisnot immediately productive,
itisworked into productive labour in oneform or another when the productive labour
is performed. We thus arrive at the following notions:

Smple labour: Marx defines this as “the expenditure of the simple power with
which everyoneis generally endowed without undertaking any special development
of their physical organism” (the job rotation of unskilled workers thus gives us a
concrete idea of this* expenditure of the simple power of everyone”).

Complex or compound labour: Labour in which elements of previously performed
labour can be found and which has developed its power above the social average.
Thisin the last analysis is nothing more than the multiple of simple labour.

6. SOCIALLY NECESSARY LABOUR

If the value of acommaodity isdetermined by the quantity of labour required for its
production, an objection can be made. Does a clumsy worker who needs twice the
time required by an able worker to produce the same object, actually produce more
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value? In order to reply to this objection, it is necessary to bring in the notion of
socially required labour.

For example, in asociety of petty commodity production, when aclumsy worker
comes on the market in order to sell (exchange) his or her product, he/she cannot
expect to sell it at ahigher price than the product made by the able worker.

An equilibrium is thus reached in fact between the values of the various
commodities. This equilibrium is determined by the average, normal conditions of
labour as performed by the producers of these commodities.

Hence the value is not determined by the individual labour performed, but by a
social averagewhich Marx callssocially necessary labour. (Thelength of the socially
necessary labour time varies according to the productivity of labour, whichinturnis
expressed in the quantity of products created in a given labour time.)

A clumsy or lazy producer working below the average productivity of labour will
wastelabour time. Thiswasted labour timewill not be recognised associally necessary
by the market and therefore will not be refunded (the sameistrue for afactory which
operates below the average conditions of productivity).

7. EXCHANGE — THE FORM OF VALUE — GENERAL EQUIVALENT —
MONEY — THE LAW OF VALUE

The value of the commaodities created by labour in the production process can
expressitself only inthe comparison with another commodity, through the process of
exchange. Value thus appears in the form of exchange value.

L et us suppose that acommodity A and acommodity B have been produced. A is
exchanged for B. What does this mean?

If A isworth the same as B, this means that B discovers the value of A and A
discoversits own valuein B; B thus appears as the equivalent in value of A.

If we multiply the number of commodities compared to B, B will be perceived asa
general equivalent, asthe means used to expressthe value of other commodities. The
general form assumed by valueis characterised by thefact that all commoditiesbegin
to be exchanged for asingle commaodity, which playstherole of ageneral equivalent.

In becoming agenera equivalent, B hastransformed itself into money. Thismoney
isamirror of al the other commodities from the point of view of value. The specific
value of money can be expressed only in the form of the labour socially necessary for
itsown production (i.e., precious metals).

It islogical, then, that a state of generalised exchange (generalised commodity
production) was required before Marx could unearth the categories of commodity
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economy. The work of elaboration performed by Marx in the second half of the 19th
century is therefore not a chance occurrence.

Money possesses three main functions:

o Ameasure of value: The value of the commodity isexpressed only indirectly, by
assimilation of the commaodity to money in the exchange process.

e Means of circulation: The exchange of commodities performed by means of
money iscalled commodity circulation.

e Soreof value: Unlike ordinary commodities, money alwaysretainsitsvalue—
though that value may change with changing conditions of gold production. (Paper
money, not being a product of human labour, can not adequately perform thisfunction
of gold money.) As a store of value, money performs several important subsidiary
functions:

a. Hoarding: When money iswithdrawn from circulation and accumulated in the
form of money. In pre-capitalist society, this is usually done to ensure future
consumption. In capitalism, it is normally done by capitalists for the purpose of
purchasing means of production.

b. Means of payment: When apurchaseis made on credit (deferred payment), or in
payment of taxes or land rent.

c¢. Universal means of payment: (universal currency) in the exchange between
countries.

Money, in so far asit is a means of appropriation of the labour of othersin the
framework of a class society, possesses a class nature. (This refers us to the class
nature and not the technical nature of debates concerning the monetary policy of a
given country.)

Society requires an equilibrium of production and needs, taking into account the
availability of reserves (stocks). Thelaw of valueisan objective mechanism through
which — in the framework of a market economy — recognised social needs (those
which can be expressed through a purchasing power) and socially necessary labour
aremadeto correspond, evenif the social labour isperformedin aprivate fashion and
the private producer is not aware of the specific needs (quantitative and qualitative)
which his or her production must satisfy.

The law of value regulates not only the exchange of commodities but also —
through the price mechanism — the redistribution of social labour and the means of
production between the different branches of the economy.

Under theimpact of the fluctuationsthat occur in the rel ation between supply and
demand, the prices of commaodities are at variance with their value, which is itself
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subject to the fluctuations of labour productivity. These discrepancies provide the
meansfor thelaw of valueto comeinto play. The fluctuations on the market enablethe
producer (who has no prior knowledge of the conditions) to determine which products
are in excess and which products are scarce according to solvent demand. It isonly
then that the shiftsin output take place.

8. GENERAL FORMULA OF CAPITAL

One should not confuse capital and capitalism. Capitalism is the introduction of
capital into the productive process. Capital began its career in the form of a given
amount of money (usury capital, commercial capital, etc.) within the confines of feudal
society.

The switch from manufacture to large, mechanised industry caused the capitalist
mode of production to prevail. Capitalist property in the means of production forms
the basisfor therelations of production in bourgeois society. Accordingto Marx, “the
capitalist mode of production ...consists in the fact that the material conditions of
production are attributed to the non-workers in the form of capitalist property and
land while the mass owns nothing saveits personal conditions of production: labour-
power” (Critique of the Gotha Program).

If al capital beginsits career in the form of money, money initself is not capital.
The exchange of commodities gave birth to money. We will see that money in turn
gives hirth to capital.

e Money isnot capital: When two small producers exchange commodities, money
comesinto play asameansof circulation, but not as capital. Herewe are faced with the
formulafor commodity circulation:

C (Commaodity)—M (Money)—C (Commaodity)

e However, money becomes capital when it isused with the aim of exploiting the
labour of others. Thustheformulafor capital isM-C-M. In other words, purchasefor
resale, with the accumulation of value as the objective.

C-M-C: exchange of ause-valuefor another use-va ue (aproducer sellsacommodity
which he/she does not need in order to acquire one for his’her own consumption).
The use-valueisthusthe purpose of thiscirculation (purpose = qualitative difference
in use-values).

M-C-M: the point of departure and the point of arrival of the movement coincide at
aqualitativelevel (the capitalist has money at the beginning and money iswhat he or
she recovers at the end). The movement would make no sense if there were no
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quantitative change involved (more money at the end than at the beginning). Thus
the purpose of the circulation in this case is an increase in value; hence the genera
formulacan be expressed inthefollowing manner: M-C-M’ (theM’ denotestheincrease
in the amount recovered).

9. SURPLUS-VALUE AND EXCHANGE

Many bourgeois economists assert that the surplusisthe result of the circulation
of commodities.

Some perceivethe exchange asan act where both partiesmake aprofit. For example,
one sells gal oshes which he/she does not need in exchange for a chair which he/she
needs; another isonly too happy to receive galoshesin exchange for achair. Thisway
of tackling the problem of exchangeis based on the confusion between use-value and
value. From the point of view of the use-value, theremay beagain, but, if we assume
that the exchange takes place between equivalent values and that the galoshes and
the chair were worth the same amount of money on the market, no increase in value
takes placein the exchange.

“The attempts to represent the circul ation of commaodities as a source of surplus-
value mask a quid-pro-quo, a confusion between the use-value and the exchange
value” (Capital, Vol. 1).

If we assumethat acommadity which was purchased for $100issold for $110, then
asurplus-value of $10 will have been made. However, when the seller inturn becomes
the purchaser (for instance at the time of stock renewal) what was previously gained
will belost if the subsequent seller also has the “privilege” of selling at 10% above
value,

In order for the sellersto permanently retain their ability to sell abovethevalue, it
would be necessary to imagine a class composed exclusively of sellers dealing with
another class composed exclusively of buyers. But in that case, where would the
money come from to enabl e the buyersto perform their function? We would then need
to assume that the sellers give money to the buyers so that they may purchase the
products put on sale. But then the profit made in the sale would be lost.

If we examine society asawhole, it isclear that thelosses of the buyersand those
of thesellerswill ultimately balanceout. Therefore, if the commoditiesare not exchanged
at their value, this may alter the distribution of the value but not its mass.

Hence we can make thefollowing proposition: The owner of money who becomes
a capitalist must find on the market a commodity whose consumption will create
value that is superior to its own value. The owner of money must therefore find a
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commodity whose use-value will itself possess the ability to produce value. This
commodity iscalled labour-power.

10. LABOUR-POWER AND ITS VALUE

L abour-power isbest described asthe combined facultieswhich anindividual can
put to work when he or she produces amaterial good. Whatever the form of society,
it isan indispensable element of production.

But in capitalist society, labour-power becomes a commodity. We can say that
capitalism is commodity production taken to its ultimate conclusion, in a situation
wherelabour-power itself becomesacommodity. Thismeansthat capitalist production
is based on wage labour (compulsory sale of labour-power) and that the act of hiring
aworker is nothing other than a buying and selling operation of a commodity called
labour-power: the workers sell their labour-power and the capitalist purchasesit.

By hiring a worker, the capitalist gains control over labour-power to be used in
the productive process where the increase in capital occurs.

Labour power, like any other commodity, is sold at a given price — hence the
question of the value of this commodity is posed.

In order to preserve the ability to work, the worker must satisfy his or her vital
needs. Thisimpliesthat individualsreconstitutetheir ability to work. Thisreconstitution
is necessary not only for the worker, but given the need of the capitaliststo secure a
permanent supply of labour-power, it al so impliesthe care of thefamily (reproduction
of thelabour-power) along with the expenditures required for the acquisition of skills
by the children etc. The value of the commodity labour-power isequal to the value of
the means of subsistencerequired, in a given social and historical context, to provide
for theworkersand their families.

The capitalist whoinitiatesabusinesswill purchasewhat isrequired for production:
buildings, machines, equipment, raw materials, fuel; and hire labour. The process of
production then begins. When the commodity is ready, it is sold by the capitalist.

Thevalue of the commaodity produced contains: the value of the expanded means
of production (processed raw materials, fuel, estimated value of the buildings, the
machine tools— depreciation) aswell asthe newly created value which isthe result
of the labour of the workers of the factory.

11. BUT WHAT IS THIS NEWLY CREATED VALUE?
One must begin with the fact that the capitalist system presupposes a relatively
high level of labour productivity (i.e., the Industrial Revolution). Thisisrequiredin
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order for theworker to need only apart of the labour of one day to create aval ue equal
to that of hisor her labour-power.

If one hour of simple average labour creates avalue equal to $10, and if the daily
vaue of thelabour-power isequal to $60, theworkers must work for six hoursin order
to compensate for the daily value of the labour-power.

But the capitalist controls the labour-power of the worker for twelve hours and
not six. During these twelve hours, the worker creates avalue equal to twelve hours,
whereasthe worker’slabour-power isworth only $60.

Thus we see that the specific use-val ue of the labour-power for the purchaser, the
capitalist, is precisely this property, which enablesit to be a source of value greater
than that which it possesses in itself.

12. THE PRODUCTION OF SURPLUS-VALUE

The necessary precondition for capitalist exploitation isthat the value of labour-
power and the value created during the process of its consumption (when it is under
the control of the capitalist) are of a different size. It is required that there be a
difference between the two values.

If we go back to the previous exampl e, we can prove that the capitalist recoversthe
capital he or she put forward ($60) with an increase or an excess of $60 (the value
created by theworker amounting to $120).

Surplus value is thus the difference between the value of labour-power and the
value created by the worker. Surplus valueis therefore the fruit of the unpaid labour
of the worker.

Onthebasisof this, we can divide the day’ swork in the factory into two parts; the
necessary labour time and the surplus labour time. Necessary labour is the time
during which theworkersreproduce the value of their labour-power; surpluslabour is
the time during which the workers create the surplus-value.

In the capitalist system, we can thus characterise the labour of the worker as
being a process of consumption by the capitalist of the commodity labour-power, a
process during which the capitalist extorts surplus-value from the worker.

Thetwo characteristics of labour in the capitalist system are:

e The worker works under the control of the capitalist, to whom belongs the
|abour of theworker.

e The capitalist owns not only the labour of the workers, but aso the product of
their [abour.

Theimmediate purpose of capitalist production isthe production of surplus-value;
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therefore, the only productive labour in capitalist society is that which produces
surplus-value.

The difference with feudal and slave societies is that in capitalist society
exploitation takes on a disguise (the extraction of the surplus-value, the reality of the
unpaid labour time are not immediately perceivable, cannot be grasped outright; they
take on the appearance of a normal customary exchange between two owners of
commodities; it ison thisappearance that theillusion of the labour contract drawn up
between two “partners of equal standing” is based).

Lastly, the production of surplus-value, as a fundamental economic law of the
capitalist system, is expressed in:

e The growing production of surplus-value;

e The appropriation of the above by the capitalists on the basis of the private
ownership of the means of production together with theintensification of production
and itsexpanding scale. Marx stated: “ To produce surplus-value, such isthe absolute
law of thismode of production” (Capital, Val. 3).

Capital did not “invent” surpluslabour. Surpluslabour existed in thefeudal mode
of production as well asin slave society. But, unlike the feudal lords, who used the
major part of the products of the surplus labour performed by the serfsto satisfy their
personal needs and whims, capitalists, besides personal consumption, dedicate a
large proportion of their money (surplus labour converted into money) to build up
additional capital destined to produce new surplus-value (cf. competition). Thisis
why Marx asserted that capital was hungry for surpluslabour. It should be understood
that thisracefor surplus-value wastherevolutionary element in the capitalist mode of
production and that it determined the whole development of the productive forces
(i.e., the revolutionary aspect of the emerging bourgeoisie — see the Communist
Manifesto).

The relation between necessary labour time and supplementary labour time
(surplus labour) represents the rate of exploitation, or the rate of surplus-value. It
can be formulated as follows: the relation between the surplus-value produced by
variable capital and the variable capital itself.

13. CAPITAL AS A SOCIAL RELATION

The bourgeois economist defines capital asany instrument of work, any means of
production, like the polished stone of the early human beings. The purpose of thisis
to mask the exploitation which liesin thereality of capital, and to present capital asan
eternal and unavoidable condition of society throughout history.
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The means of production did not become capital until acertain stage of historical
devel opment was reached, when the means of production are under private ownership
and are used as a means of exploitation of wage labour. It isfrom that moment that
we can say that capital is not a thing, but a social relation.

Capitd isavaluewhich, through the expl oitation of wage earners, createsasurplus-
value. Marx said: “ Capital isdead [abour whichin the samefashion asthe vampire, can
cometo lifeonly by sucking thelive labour, anditslifeisall the more animated when
itssupply isincreased.” (Capital, Vol. 1).

Thus we say that capital embodies a relation of production between the class of
capitalists and the class of workers, the essence of which is that the capitalists, as
owners of the means of production, exploit the wage earners, who create a surplus
that the capitalists appropriate.

14. CONSTANT CAPITAL AND VARIABLE CAPITAL

Thedifferent componentsof capital do not al play the sameroleinthe production
of surplus-value. The capitalist spends a certain portion of his or her capital on the
purchase of machines, buildings, raw material's, energy, tooling, etc. Thevalue of this
part of capital is transferred to the newly produced commodity as a ratio of the
consumption of the means of production (raw materials) or of thewear in the course of
production (machines). We call this part of capital, whose size remains the same
throughout the productive process (whose value is constant because it is worked
into the value of the commaoditieswhich arefinally produced and is maintained by the
action of the labour-power), constant capital. A subdivision must be introduced in
the general category of constant capital: fixed capital isthat part of constant capital
whichisusedin the purchase of buildingsand equipment and whose valueistherefore
recovered by the capitalist only gradually, through the sale of many commodities;
circulating constant capital is the raw materials or semi-finished products whose
entire value is transferred to a commodity and recovered by the capitalist as soon as
that commaodity is sold.

But the capitalist dedicates a part of his or her capital to the purchase of labour-
power, to the hiring of workers. This part of capital iscalled variable capital because
its value increases with the surplus-value extracted from the labour-power by the
owner of capital. Indeed, in exchange for this part of capital spent, the owner of the
means of production receivesanew value created by theworkersin hisor her factory.
Thisnew valueisgreater than the value of thelabour-power purchased by the capitalist.

Constant capital isusually referred to as ¢ and variable capital asv.
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The exploitation of wage earners by the capitalists constitutes the source of the
surplus-value.

15. ABSOLUTE SURPLUS-VALUE — RELATIVE SURPLUS-VALUE —
EXTRA SURPLUS-VALUE

Therate of surplus-value (the percentageratio of surplus-valueto variable capital)
shows the proportion in which labour performed by the workers is divided into
necessary labour and surpluslabour. Or, formulated differently, it shows which part
of the day’s labour is performed by workers in order to replace the value of their
|abour-power, and which part is performed free, for the capitalist.

Therate of surplus-vaueisformulated asfollows:

S =5/v = ($60/$60) X 100=100%

In this case the labour of the worker is equally divided into two parts, one is the
necessary labour and the other is surplus labour.

The mass of surplus-value, through the development of capitalism (in the 18th,
19th and 20th centuries), increased proportionately to the increase in the number of
wage workers exploited by capital. There exist two means of increasing the degree of
exploitation of labour by capital, or of increasing the part of the surpluslabour which
isextorted from theworker by the capitalist.

The first means consists in lengthening the working day. The necessary labour
time remains stable and the time when surplus labour is performed increases.

Beforelengthening the working day, we had the following subdivision of itstime:

e A 12-hour day;

o Necessary labour time: 6 hours;

e Surpluslabour time: 6 hours.

After the lengthening of the working day we find the following division:

e A 14-hour day;

® 6 hours necessary labour;

e 8 hours surplus labour.

Thus we see that there is an absolute lengthening of the working day. On the
other hand, the time required for necessary labour remains unchanged.

The surplus-value produced through theincrease in the length of the working day
is called absolute surplus-value.

The second means consists in reducing the necessary labour time in order to
increasethe surplus-value extracted without increasing the overall length of theworking
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day.

This shortening of the labour time necessary for the workers to reproduce the
equivalent of their wagesis directly linked to the increase in labour productivity, in
agriculture and in other branches producing consumer goods for the workers.

Increased productivity in these branches means a lowering of the value of the
commoditiesrequired for the reproduction of labour-power.

If wereturn to the above examples of working days, we find the following:

e A 12-hour day;

® 4 hours necessary labour;

e 8 hours surplus labour.

Even though these two means both have the function of reinforcing the exploitation
of labour by capital, they also have different functions in the various phases of the
historical development of capitalism. When technical progress (development of the
productive forces) is slow, absolute surplus-value plays avery important role. When
labour productivity (expression of the growth of the productive forces) increases
faster, then increased expl oitation of theworkersisachieved by theincreaseinrelative
surplus-value.

Intensification of the labour of the workersisjust asimportant for a capitalist as
thelengthening of theworking day. Thelengthening of theworking day from 10to 11
hours or theincreasein the labour intensity by 1/10 produces the same resultsfor the
capitalist.

When it is contrasted to capitalist policy, the historical struggle for the reduction
of working time and for the control over the use of labour-power by the bosses takes
on its full meaning.

When a capitalist enterprise introduces improved machinery and methods of
production, that places it above the average of the branch of industry as awhole; it
achieves a greater productivity than in the industry as a whole. Hence the value of
each commodity produced in this factory declines below its social value. However,
thepriceisdetermined by the social value, which meansthat the capitalist will achieve
arate of surplus-value that is greater than the average rate.

The extra surplus-value is the excess which the capitalists receive beyond the
ordinary rate by lowering the unit value of the commodities produced intheir factories.

Infact, what occursisthat theworkersof thisfactory need lesstime — because of
theimproved productivity — to compensate for the value of their own labour-power.
The necessary labour timeisthus shortened and the surpluslabour timeis concurrently
lengthened. Thisis atemporary phenomenon because after a certain time, the other
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factories in the same industrial branch introduce the same “advanced processes’.
Indeed, the generalisation of technical progress in any given branch decreases the
time socialy required for the production of a commodity, thus causing its value to
decline. Inthe end, the advanced capitalist no longer rakesin extra surplus-value.

Thisgivesusaguidefor the appraisal of the cost of the development of technical
progress in the capitalist system.

16. THE WAGE

It is necessary to distinguish between three elements when discussing the wage:

e Thevalue of labour-power, which isdetermined by the commoditiesrequired for
the reproduction of labour-power, evolves under the constraint of two contradictory
tendencies. Oneislinked to theincrease in the productivity of labour, which lowers
the value of the commodities required for the reproduction of labour-power (less
social labour timeisrequired for itsreproduction) and thuslower sthe value of labour -
power without, however, lowering thereal wage. The other isthetendency of workers
organisations (trade unions, parties, etc.) to gain strength, thus allowing for the
introduction of social needsinto the va ue of labour-power and thereforeto anincrease
of itsvalue.

e The price of labour-power, which fluctuates around its value and is determined
by the relations between the supply of and demand for labour-power on the market. In
a period of expansion, as, for instance, the whole period stretching from the early
1950sto the early 1970sin Australia, demand exceeds supply, so the price of labour-
power tends to be above its value.

e The real wage, which represents the mass of purchasable goods available for
theworker.

The formstaken by wages evolve: piece wage, time wage, combinations of both,
etc. The form assumed by wagesislinked to capitalist methods of exploitation.

17. PRODUCTION AND REPRODUCTION

In order to live and develop, society must produce material goods. It cannot stop
their production, just asit isunableto stop their consumption. Whatever the structure
of thesocia relations, production must be constantly renewed. Thispermanent renewal,
this uninterrupted repetition of the productive process, is called reproduction.

“Considered, not intheisolated aspect, but in the process of its ceaselessrenewal,
any process of social production is thus — at the same time — a process of
reproduction” (Capital, VVol. 2).
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The conditions of production are those of reproduction. If production assumes a
capitaist form, thereproduction will assumethe sameform. The processof reproduction
thus consists of:

e The fact that society produces ever more renewed quantities of products to
replace (and more) the products consumed;

e Thefact that in society the corresponding relations of production are constantly
being renewed.

There are two mgjor types of reproduction: simple reproduction and expanded
reproduction.

Simplereproduction: thisisthe repetition of the productive processinitsprevious
proportions (the newly produced goods simply compensate for the consumption of
means of production and individual consumer items).

Expanded reproduction: repetition of the productive process on an expanded
scale (society does not limit itself to the replacement of the material goods consumed
but produces additional means of production and consumer goods beyond the scope
of the ssimplereplacement).

18. SIMPLE CAPITALIST REPRODUCTION

In the case of simple capitalist reproduction, the productive process is renewed
without alterationsin volume: surplus-valueisthereforetotally used by the capitalists
for their own consumption.

L et us examine some of the features of the capitalist system through the prism of
simplereproduction.

e |n the process of reproduction, both the products of labour and capitalist
relations of exploitation are renewed.

On the one hand, wealth is constantly being created in the course of production.
This wealth belongs to the capitalist, who makes use of it to appropriate surplus-
value. At the end of each process, the capitalists are again in possession of a capital
which enables them to acquire wealth through the exploitation of the workers.

On the other hand, at the end of the productive process, the worker remains a
proletarian, a non-owner compelled to sell his or her labour-power once again and
ever again to the capitalist.

Thereproduction of wage-based labour -power isthe necessary condition for the
reproduction of capital.

e An objection is made sometimes on the basis of the study of an isolated
productive process. In such acase, it appearsthat the capitalists, in order to purchase
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|abour-power, draw on their own funds for the amount of money required to give the
worker an advance (on an anticipated earning). Thisisthe theory of the wages fund.
Thistheory is apparently motivated by the following fact: at the time of the payment
of thewages, the capitalist cannot have had time to realise the commodity produced
by theworker.

In order to shed some light on the nature of this transaction, it is necessary to
avoid considering it as an isolated occurrence, and instead to analyse it as an
element of reproduction, a relation that is endlessly repeated.

While the workers create through their labour, in a given period of time, a new
value which contains surplus-val ue, the product manufactured by the workersin the
previous period is being tested on the market, realised and converted into money.
Therefore, capitalists do not pay the wages out of their own pocket, but out of the
value created by the labour of the workers during the previous period of production.

Furthermore, contrary to the usual commodity, labour-power is paid for by the
capitalist only after the labour is consumed. Thus the capitalist does not give an
advanceto the proletarian, but rather the proletarian gives an advanceto the capitalist.

e The capitalist constantly transfers money to the workers (in the form of wages)
in order to enable them to purchase their means of subsistence (that isto say, apart of
the products created by the very labour of the workers— which the capitalists have
appropriated). Theworkersreturn thismoney to the capitalistsin the act of purchasing
their means of subsistence — produced by the exploited class.

e The analysis of capitalist relations in the course of reproduction does indeed
bring to light the true source of wages, but it also exposes the source of all capital.

Therefore, whatever theinitial source of capital may be(i.e., itshistorical formation
through theft and pillage) it becomes — in the very process of simple reproduction,
after a given amount of time — value created by the labour of the workers and
appropriated by the capitalists at no cost to themselves. Therein liesthe proof of the
absurd nature of the assertions made by bourgeois economists who would like usto
believe that capital iswealth earned by the labour of the entrepreneur.

Of course, therealisation of the social product (the mass of material goods produced
in society in agiven period of time) requires certain conditions in the framework of
simple capitalist reproduction, where the surplus-value is destined to be consumed
by the capitalist.

These conditions are the following:

e The total mass of the commodities produced in Department | (production of
means of production) by the companies that produce the means of production must
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be equal in value to the mass of the means of production consumed in the space of
oneyear (adetermined time) by the companies of Departments| & |1 (production of
consumer goods).

e Thetotal massof commaodities produced in agiven period of timein Department
I by the companies producing consumer goods must be equal in value to the sum-
total of the incomes of the workers and of the capitalistsin both sectors.

This correspondence is far from being guaranteed. Every production does not
necessarily find an outlet. This uncovers one aspect of the possibility of a crisis
occurring.

19. EXPANDED CAPITALIST REPRODUCTION — CAPITAL
ACCUMULATION

In the case of expanded reproduction, one part of the surplus-valueis channelled
by the capitalist toward an increase of production in the form of the purchase of
additional means of production and/or the hiring of extra workers. This means that
part of the surplus-value is added to the previous capital; it is accumulated.

The accumulation of capital isthe addition of part of the surplus-value to capital
or itsconversioninto capital . Surplus-valueisthusthe source of capital accumulation.
It is therefore through the exploitation of the working class that capital grows and
that, at the sametime, capitalist relations of production are reproduced on an expanded
scale (increase of the mass of wage earners).

Under capitalism, production develops only if capital increases, if it accumul ates.
Thismeansthat under capitalism moreraw material, more machinesand more labour-
power can translate only into more capital (additional capital in the form of constant
and variable capital). Thus, under capitalist rule, a systematic pressureis exerted in
order to secure an accumulation of capital (law of capital accumulation).

AsMarx stated, capital canexist only if more capital isaccumulated. Thisexpression
is verified in concrete reality through competition. Capital occurs in the form of
individual capitals competing with one another, since we are in the framework of a
society where private property prevails.

Capitalist production is market-oriented production. In order to win in this
competition, every capitalist company is compelled to lower its production costs. In
order to achievethis, large-scal e production isrequired, asare the use of more modern
machinery and means of production (rationalisation). All of thisrequiresmorecapital.
Hence the pressure towards an increase in capital accumulation. Since surplus-
value isthe sole source of capital, the growing pressure toward capital accumulation
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implies that a pressure is exerted for the ceaseless increase of the mass of surplus-
value.

20. THE ORGANIC COMPOSITION OF CAPITAL, THE CONCENTRATION
AND CENTRALISATION OF CAPITAL

In the process of capital accumulation, the general mass of capital increases, and
its different components undergo uneven alterations. There occurs a change in the
structure of capital.

Technical improvement islinked to capital accumulation. Theintroduction of every
new technique implies that a new physical relation is established between a given
mass of raw materials, a set of machines and a certain number of workers. Thereis
therefore a modification of the technical composition of capital.

On the other hand, the organic composition of capital (which is related to this
technical composition) expressestherelation —interms of value—between variable
capital (in the sphere of production) and constant capital (not fixed capital alone).

The growth of the organic composition of capital can be measured empirically at
the level of an industrial branch through the fact that the wages appear there as a
declining part of the total production cost over thelong term. Thisisakey argument
against those who assert that technical progress does not imply a modification of the
relation between variable capital and constant capital — intermsof value. Thiswould
imply that there is no growth in the organic composition of capital (with itsinherent
consequences in terms of the decline of the rate of profit). Besides, we can ask a
question to those who deny the existence of this tendency. How do they explain the
prevailing pressurein all theindustrial branchestoward semi- or full automation?

In the course of capitalist reproduction, there occurs a development both of the
centralisation and of the concentration of capital. The fusion of different capitals
under a single decision-making body, hence the fusion of several capitals into a
single, more powerful one, is called centralisation.

We call concentration of capital, theincreasein value of capital in every important
industrial firm asaresult of accumulation (accumulation of created and appropriated
surplus-value) and of competition (elimination of the smaller, weaker firms).

The concentration and the centralisation of capital gather atremendous amount of
wealth into the hands of arestricted number of persons. Capital growth opens broad
perspectives of capital centralisation. The large companies develop a tremendous
competitive edge over the smaller ones, in termsof level of productivity, scale savings
and market penetration.
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The concentration and centralisation of capital imply that private property tends
to polarise society socially and politically between those who own (“the minority of
owners who command labour and machines’) and those who do not.

The concentration and centralisation of capital thus imply the concentration of
economic power with all of the conseguences this has on the social and political
planes.

21. INDUSTRIAL RESERVE ARMY

Marx indicated in Capital (Vol. 1, Chapter 23) that if the organic composition of
capital remainsunchanged, the progress of capital accumulation favourstheworkers
once a certain level is reached because full employment tends to occur (with its
concurrent effect on the price of labour-power).

However, the devel opment of capitalist productionimplies (see capital accumulation
and organic composition) that thereisapermanent ateration of the organic composition
of capital.

Capitalist development, or capitalist expansion, isthe substitution of dead labour
for living labour (workers are replaced by machines). On the basis of this genera
assumption, Marx introduced the notion of theindustrial reservearmy, in other words,
the constant creation — through the process of capital accumulation — of a mass of
jobless producers. This mass cannot but exert a downward pressure on wages. But
thisexplanationinVolume 1 of Capital refersto the operation of capital ingeneral, in
other words in a capitalist world removed from the concrete conditions of capitalist
expansion, competition etc.

The realisation of this “law” of the industrial reserve army depends
fundamentally on two factors:

e The relation between the rhythm of expansion of industry and the rhythm of
growth of the proletarianised layers.

e The relation between intermittent unemployment (short duration, as was the
casein Australiabeforethe early 1970s, and long-term unemployment asin Australia
since 1975) and the masses of workers holding ajob.

We can observefluctuationsat two levelswhich are different for thesetwo factors.

Thefirstisin thelong term: rhythm of proletarianisation of the population rel ated
to the rhythm of industrial expansion.

The second, in the short term, isthe fluctuation in the framework of an economic
cycle: inthe case of acrisisof overproduction, the number of workersseeking ajobis
much greater than the number of available positions; in aperiod of boom, the demand
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for workers tends to overtake the number of job seekers (particularly in certain
categories), hence the upward pressure on wages.

22. RELATIVE PAUPERISATION

Theexistence of unemployment makesit easier for the bossesto exert adownward
pressure on wages (real wages). But this tendency comes into conflict with another.
Technological growth and technical progress develop a series of new needs among
the workers, whilethereis, in turn, an increase in the number of commodities whose
priceisincluded aspart of the averagewage (the socialy vital minimum). The existence
of trade unions and theresistance of workers stimulate the upward trend in the number
of commoditiesincluded in the average wage. It istherefore the interaction of these
two contradictory forces which determines the general level of wages (thus we can
see how wages are closely linked to capital accumulation).

If we spesk of relative pauperisation, thismeansthat the workers may well benefit
from the ongoing productivity increaseswhich are characteristic of capitalist industry,
but in afar smaller measure than the capitalists themselves.

23. FUNDAMENTAL CONTRADICTION OF THE CAPITALIST MODE OF
PRODUCTION

Capitalism, in the course of its development, tightly binds the labour of an ever
growing number of workers. The socid division of labour expands. Branchesof industry
which were hitherto nearly independent from each other transform themselvesinto a
series of intricate and interdependent productions. The economic relations bind
companies, regions, whole countries. There occursacapitalist socialisation of labour,
a capitalist socialisation of production.

But this socialisation progresses for the benefit of a small number of capitalists
whose main concern is the increase in their profits (which is the condition for their
survival). Conseguently, the capitalist system is saddled with an inherent, deep
contradiction: production takes on a social character, whereas the form of
appropriation (ownership) of the means production is incompatible with the social
character of the productive process.

The contradiction between the socia character of production and the private,
capitalist, form of appropriation of the results of production is the fundamental
contradiction of the capitalist mode of production. This contradiction becomes more
acute as the development of capitalism goes on (growing objective socialisation of
labour accompanies growing centralisation and concentration of capital).
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24. THE CYCLE OF CAPITAL

The capitalist mode of production is characterised by the developed stage of
commodity circulation, in other words, exchange for money. Capitalist productionis
closely linked to circulation.

o All capital beginsits career in theform of adetermined amount of money. At this
stage, it ismoney capital. With thismoney, the capitalist purchases commodities of a
specific nature, namely, means of production and labour-power.

Thisinitial act of circulation can be expressed asfollows:

LP
M—C

MP

(M =money; C=commaodity; L P=labour-power; MP = means of production.)

Thischangein theform assumed by capital enablesitsowner to acquire everything
required for production. Thiscapital isidentical in sizewith theinitial capital but it has
become productive capital.

This is the first stage in the movement of capital: its conversion from money
capital into productive capital .

e Then there occurs a productive process involving a productive consumption of
the commodities purchased by the capitalist. This simply means that the workers
expend their [abour, the raw material istransformed, fuel isburned and machineswear
out.

Again there occurs a change in the form of capital. The capital isworked into a
mass of commodities: it takesthe form of commodity capital. These are nolonger the
commodities which were purchased by the capitalist to begin production. Also, the
value of the mass of commoditiesisgreater than theinitial value of the capital because
it contains the surplus-value created by the workers.

This stage of the movement of capital can be expressed asfollows:
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LP

MP

P represents production, the dots after the symbols indicating that the process
of circulation has been interrupted and that a process of production is taking place;

C’ represents capital in the form of commodities, a capital whose value has been
increased by the surplus labour of the workers.

The second stage of the movement of capital thus consists in the transformation
of productive capital into commodity capital.

e But the movement of capital continues. In exchangefor the commaoditiessold on
the market (the commodities must of course be realised) the capitalist receives a
certain mass of money.

This phase of circulation can be represented as follows:

Cy_M!

Theform of capital changesathird time: it once again assumesthe form of money
capital. Oncethishas occurred, the capitalist isin control of agreater mass of money
than at the beginning. The purpose of capitalist production, which consistsin extracting
surplus-value, has been fulfilled.

Capital thus has a specific function in each phase of movement:

e The conversion of money capital into an element of productive capital secures
the junction of the means of production which belong to the capitalist with the
labour-power of the wage-earning workers (condition for the existence of the
productive process).

e The function of productive capital is to create — through the labour of the
workers— amass of commodities, anew value and, therefore, surplus-value.

e The function of commodity capital consists, through the sale of commodities,
first of al in returning to the capitalist, in the form of money, the capital which was
invested in order toinitiate production; second, in realising, in the form of money, the
surplus-value created in the process of production.

What we call acycle of capital is the successive transformation of capital from
one form to the next. Out of these three stages, the first and the last take place in the
sphere of circulation, that is to say, the transformation of commodities into money
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and the subsequent conversion of money into commaodities. This is the condition
required in order to ensure the constant renewal of the process.

The general formula for the cycle of capital can be expressed in the following
manner:

LP
M—C P C—M

MP

Surplusvalue (the essential goal) isproduced only in the second stage; in thefirst
and in the third stages surplus-value is not produced and neither is value; the only
thing that takes place is a succession of the various forms of capital.

Every capital exists simultaneously in these three forms. While one of its parts
represents amoney capital which is converted into productive capital, the other part
represents a reproduction capital which is converted into money capital. Each of
these parts successively assumes and later sheds each one of these three forms. This
isthe case not only for every capital taken alone, but also for the totality of capital, in
other words, for social capital. Therefore, one cannot conceive of capital except in
the form of capital in motion and not idle capital.

25. CAPITAL TURNOVER

The endless repetition of this cycleis called the turnover of capital.

Turnover time: This expresses the total of the time of production and the time of
circulation.

Time of production: Thisisthetime during which capital evolvesin the sphere of
production.

Timeof circulation: Thisisthetime during which capital evolvesfrom theform of
money to the productive form, and from theform of commodity to the form of money.

26. FIXED CAPITAL AND CIRCULATING CAPITAL

The different parts of productive capital do not circulate in an identical fashion.
The different ways in which the parts of productive capital circulate depend on the
different waysin which each of these parts transmits its value to the product. From
this point of view, capita is divided into circulating capital and fixed capital.

o Fixed capital isthe part of capital whichisspent for the construction of buildings



A handbook of basic definitions 29

and equipment, the purchase of the machines and the tooling. In other words, it is
the part of productive capital which operates entirely in the productive process and
which transfers its value to the product, not all at once but bit by bit over a series
of production runs.

The constituent elements of fixed capital arein servicefor years but they undergo
adual formof wear:

Material wear: thewear of machines, equipment etc. which makesthem unusable
after a certain time;

Moral wear: amachinewhich hasbeeninusefor fiveyears can still be useful but,
if during that period of time a new, more productive, cheaper machine is built and
launched on the market, the old machine becomes obsolete; it has undergone moral
wear.

Thisiswhy the capitalist isunder pressure to use his or her machines and tooling
in the shortest possible period of time. This also impliesthe tendency to lengthen the
working day, intensify the work process and introduce continuous operation of the
factory on a shift basis.

e Circulating capital is the part of capital which is spent for the purchase of
|abour-power, raw material, fuel and the other materialswhich are not included inthe
composition of fixed capital.

This is the part of productive capital whose value is totally recovered by the
capitalist during asingle production run in the form of money when the commodities
are tested on the market and realised.

Thevalueof theraw material, fuel etc., isfully transferred to the commodity during
asingle production run, whereas the expenses all ocated to purchase labour-power are
recovered by the capitalist with a bonus, surplus-value.

During the time that fixed capital operates a single rotation, circulating capital
effects several rotations. The sale of the commodity provides the capitalist with a
certain amount of money which includes:

+ Thevalueof the part of fixed capital which hasbeen transferred to the commaodity
during the production process,

« Thevalue of the circulating capital;

+ The surplus-value.

In order to continue production, the capitalist reinveststhe sum of money acquired
and which corresponds to the circulating capital in order to hire workers, purchase
raw materials etc. The capitalist uses the sum which corresponds to the part of the
value of fixed capital which wastransferred to the commodity in order to compensate
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for the wear of the machines, the degradation of the buildings, in other words for
amortisation.

Marxists make adistinction between the division into fixed and circul ating capital
and the division into constant and variable capital.

Constant and variable capital are distinguished from one another according to the
role they play in the process of exploitation of the workers by the capitalists.

Fixed and circulating capital are differentiated according to the character of the
rotation. We can represent this by the following schema:

Division according to Division according to
rolein the process character of the
of exploitation rotation

buildings, utilities, 7

tooling and machines
constant capital > fixed capital

raw materials, fuel, y

and auxiliary

equipment 7

> circulating capital

variable capital wages y

For the bourgeois, there exists only the division into fixed capital and circulating
capital, thus avoiding the question of the role of labour-power in the production of
surplus-value. Furthermore, this division masks the essential distinction between the
buying of labour-power and the expenditure in terms of raw materials, fuel, etc.

27. ANNUAL RATE OF SURPLUS-VALUE AND METHODS FOR THE
ACCELERATION OF CAPITAL TURNOVER

On the basis of agiven amount of variable capital, the speed of the capital rotation
has an influence on the volume of surplus-value which the capitalist will extort from
the workers over aperiod of one year.

For example, take two capitals of $25,000, each in variable capital; Therate of the
surplus-value is 100%. One of these capitals performs one rotation per year and the
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other performstwo rotations. This simply meansthat the owner of the second capital
— with the same mass of money — can hire and exploit twice as many workersin
one year as the owner of the first capital. What will be the year end result for the
two capitalists?

Thefirst will have $25,000 of surplus-value at the end of one year, and the other
will have $50,000.

Theannual rate of surplus-value istheratio of the surplus-value produced in one
year to the variable capital engaged. Hence:

25000/25000 = 100% for thefirst capitalist;

50000/25000 = 200% for the second capitalist.

This shows us that the capitalists can only profit from an acceleration of the
capital turnover, since this rotation enables them to extract the same amount of
surplus-valuewith a smaller capital outlay, or to acquire alarger amount of surplus-
value with the same amount of capital.

For the capitalist, since the turnover time includes the production time as well as
thecirculationtime, it is necessary to reduce the different components of the turnover.

The production time is shortened by the development of the productive forces
and technical progress, the organisation of production (mass production, assembly
lines etc.) and means to suppress the interruption of production.

Capital turnover is accelerated through an extension of the working day and the
intensification of the labour process.

For example, if for a10-hour working day, the period of work is 24 days, witha12-
hour working day, the period of work will be brought down to 20 days, which represents
aproportional increase in the rotation of capital.

The same result is obtained with the intensification of labour. The worker will
spend as much energy in 60 minutes as was previously spent in 73 minutes.

In order to accel erate the turnover, the capitalistsalso try to reducethe circulating
time of capital. Thisreduction is made possible through the devel opment of the means
of transportation, the postal services, the organisation of trade etc. Working against
this reduction we find the anarchic organisation of production, inter-capitalist
competition and the difficulty of finding new outlets for the production.

With circulating capital, the surplus-value created during a given period is
introduced into circulation. Hence, the shorter the turnover time, the faster the
transformation into money of the surplus-value produced by the workers and the
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sooner it can be used to expand production.

28. CAPITALIST PRODUCTION COSTS AND PROFIT

We will examine here the reasons why surplus-value takes the form of capitalist
profit.

The value of the commodities produced is subdivided into three elements:

e Thevalueof constant capital (part of the value of the machines, of the buildings,
theraw material, fuel etc.).

e Thevalue of the variable capital.

e The value of the surplus-value.

The size of the value of a commodity is determined by the quantity of socially
necessary labour needed for its production. The capitalists do not spend their personal
labour in the production of commaodities, they spend their capital.

The capitalist version of the production cost of acommaodity is: the expenditurein
constant capital added to the variable capital: ¢ + v.

The capitalist measures the cost of a commodity in terms of capital expenditure.

For society, the cost of acommodity is measured in terms of labour expenditure.

Hencethe capitalist production cost of acommaodity issmaller thanitsreal value
and thereal production cost (c + Vv + 9).

The difference between the real cost of production and the capitalist cost of
productionisequal to the surplus-value (s) which isappropriated by the capitalist. To
determine the profitability of the industry, the capitalist compares this surplusto the
total capital invested in production.

The surplus-value brought into the totality of capital takes the form of profit.
Since the surplus-value is compared, not to the variable capital alone, but to the
totality of capital, any difference between constant capital and variable capital is
eliminated; thisiswhere the illusion that profit is the fruit of capital finds its root.

In redlity, the source of profit is the surplus-value, which is created exclusively
through the labour of the workers, by the labour-power whose value is embodied in
variablecapital.

29. RATE OF PROFIT

Therate of profit istherelation — expressed in percentage — between the mass of
the surplus-value and the totality of the constant and variable capital engaged in the
production of surplus-value. For the capitalist it expresses the degree of profitability
of the industry.
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For example, acapital of $200,000 and ayearly profit of $40,000. Therate of profit
is
(40,000/200,000) x 100=20%

Sincethetotal amount of capital engaged isgreater than thevariable capital, therate
of profit islower than the rate of the surplus-value, thus: §/(c + v) islower than Sv.

Let us suppose that the capital breakdown is $160,000 of constant capital and
$40,000 of variable capital. Therate of surplus-valueis:

(40,000/40,000) x 100=100%

Therate of profit is20% or 1/5 of therate of surplus-value.

Therate of profit dependsfirst of all on therate of surplus-value. The greater the
rate of surplus-value, the higher therate of profit, all other thingsremaining equal. All
the factors which increase the rate of surplus-value, in other words the degree of
exploitation of theworking class, also increases the rate of profit.

The rate of profit depends on the organic composition of capital. The lower the
organic composition of capital — in other words, the higher the percentage share of
its variable component — the higher therate of profit, while therate of surplus-value
remains the same. Conversely, the higher the organic composition, the lower therate
of profit. Finally, the faster the rotation of capital, the higher the annual rate of profit
and vice-versa.

30. FORMATION OF THE AVERAGE RATE OF PROFIT AND
TRANSFORMATION OF THE VALUE OF THE COMMODITIES INTO A
PRODUCTION PRICE

In the capitalist regime, the distribution of capital between the different branches
of production is effected through competition. We must distinguish two types of
competition: a competition between industrial branches and a competition within
branches.

e Competition within branches.

This competition exists between the companies of asingleindustrial branchinthe
form of a struggle for the conquest of the best outlets for commoditiesin the search
for additional profits. The companies are differentiated by their size, the level of
technological equipment, the differences in the organisation of production.

Hencetheindividual value (the actual expenditure of labour) of the commodities
produced by the different companiesisnot identical, but the competition between the
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companies operating inside a single industrial branch leads to a situation where the
prices of commodities are not determined by their individual value but by their social
value. (Seepoint 6.)

However, the socia value of the commodities depends on the average conditions
of productionin agiven branch. Sincethe price of commoditiesisdetermined by their
socia value, the companieswhich takein additional profit, surplusprofit (whichisthe
form of the extra surplus-value, see point 15), are those whose industrial technique
and labour productivity are higher than the social average. In this way, due to the
competition withinindustrial branches, there occurs— within theframework of normal
capitalism — a differentiation in the rates of profit of the different firmsin agiven
industrial branch. The competition within abranch will lead to the elimination of the
small and medium-sized companies by thelarge ones.

In order to avoid being eliminated, the capitalist who owns a backward company
will attempt to bring in technical improvements. Thiswill lead to an increase in the
organic composition of capital in the whole branch of industry. The surplus profit
which the capitalists of the more devel oped industries of the branch would previously
earn are eliminated and therate of profit undergoesan overall decline. Thiswill compel
the capitalists to introduce new technological improvements etc.

Hence we see how the competition within branches induces a technological
development and an increase in the productive forces. In the present phase, thistype
of competition is consistently declining.

e Competition between branches.

This is competition between the capitalists of the various branches for a more
profitable investment spread.

The capitals invested in the various branches of production have an uneven
organic composition. Sincethe surplus-valueis created exclusively through the labour
of theworkers, inthefactories of brancheswhere alow organic composition of capital
prevailsthe same amount of capital will produce arelatively greater mass of surplus-
value. On the other hand, in the companies where the organic composition of capital
ishigher, the mass of the surplus-value will be comparatively smaller.

Let ustake acloser [ook.

Suppose there exist three industrial branches: shoes, textiles and engineering.
$100 million of capital is invested in each of the three branches, but the organic
composition of capital isdifferent.

In the first one (shoes) the breakdown is:

$70millionin constant capital, $30 millionin variable capital.
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In the second one (textiles) the ratio is $80 million in constant capital and $20
millioninvariablecapital.

Inthethird (engineering) theratio is $90 million constant capital and $10 million
variable capital.

We can assume that the rate of surplus-value in the three branches is equa to
100%. We can deduce from this that the surplus-value created by the shoe industry
will be$30 million, textiles $20 million and the engineering branch $10 million.

The value of the commodities (constant capital + variable capital + surplus-value)
inthefirst branch will be $130 million, in the second it will be $120 million andinthe
thirditwill be $110 million. Thetotal vauewill be $360 million.

If thecommoditiesare sold at their value, therate of profit will be 30% in the shoe
industry, 20% in textilesand 10% in engineering.

We can thus observe that the distribution of profitsisfavourableto the capitalists
in the shoe industry and detrimental to those in the engineering industry.

The latter will attempt to achieve a better performance for their capital and will
transfer it to the shoe industry. Thistransfer of capital from one branch of industry to
theother will result in anincreasein the production of shoes. Competition will become
more acute; the companieswill then be compelled to lower the prices of the commodities
they produce, and thiswill in turn induce adrop in prices and the rate of profit.

Onthe contrary, in the engineering branch, the quantity of machines produced will
decrease and the ratio of supply and demand will then allow for asurgein prices and
anincreaseintherate of profit.

Thedropin pricesin the shoeindustry and theincreasein pricesin the engineering
branch will continue until the rate of profit between the three branches more or less
evens out. This means, in effect, until the three branches reach a point where they
each sell their commoditiesat apriceof $120. Therate of profit for each would then be
the average, 20%.

Hence we can characterise the average rate of profit as an equivalent profit for
capital investment in different branches of production.

This example was chosen with asingle purpose: to demonstrate that competition
between the branches of industry tends to even out the rates of profit in the different
branches of capitalist production and bring about a general average rate.

The tendency toward equalisation is achieved through the transfer of capital —
whichimpliesatransfer of labour — from one branch to the other. Theformation of the
average rate of profit implies that for the capitalists of certain branches (the shoe
industry, in the above example) there occurs aloss of part of the surplus-value which
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isproduced by theworkers. On the other hand, for the capitalists of the other branches
(engineering in the above example) thereis an excess surplus-value.

Thismeansthat thefirst will sell their commoditiesat prices set below their value
whilethe otherswill sell abovetheir actual value.

The price of the commodities in each branch is formed henceforth by the
production overhead (which amountsto 100 in the example) and by the average profit
(which amountsto 20): thisiswhat we call the price of production.

In the different companies of a given branch, the differencesin the conditions of
production lead to different production prices, which are determined by theindividual
production overheads added to the average profit. But the commoditiesare sold— on
the average — at anidentical production price.

The formation of the average rate of profit and the price of production can be
illustrated asfollows:

Constant Variable Surplus Trading Av.profit Prodn. Prodn.

capital capital value  value rate price  price

value
Shoes ) D D 130 20% 120 -10
Textiles a0 2 2 120 20% 120 nil

Here we see that, contrary to what occurs in a simple commodity production
system, the commodities produced are no longer sold at their value but at prices
which correspond, more or less, to the price of production.

The condition for this can be described as follows: It is hecessary to secure the
possibility of afreetransfer of capital from one branch of industry to the other.

31. TENDENTIAL DECLINE IN THE RATE OF PROFIT

The part of capital which aone alows for the production of surplus-value is
variable capital. Thistendsto beadwindling part of thetotal capital because machines
push out living labour (investments are aimed at labour-saving devices) and, since a
period of expansion is followed by an increase in the value of raw materials and of
energy (which isthe same as saying that a pressure is exerted towards an increase in
the share of constant capital) thereisatendency toward a decline of the rate of profit
whichiswrittenintheverylogic of capitalist development (there also existsacounter-
tendency which can, of course, neutralisefor acertaintimeor at least slow down this
tendency).
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The drop in the rate of profit can be verified in the long term (see the so-called
“breakdown of productiveinvestment” intheimperialist countriessincethelate 1960s).
It can also beverifiedin the economic cycles(7 to 10 years). Therate of profit risesat
first with economic recovery (or, among other things, the initial pressure exerted by
unemployment). It rises with the boom, which induces price increases. It begins to
deteriorate once full employment isachieved with the corresponding wage increases,
and drops on the eve and at the beginning of the recession. This process is not
uniformly repeated between the different branches.

32. COMMERCIAL CAPITAL — BANKING CAPITAL

Thethrust of capitalist development causescommercia capital and usurers’ capital
to lose their specific and independent place and to link up with the industrial capital.
They existed before industrial capital, but once industrial capital reaches a certain
level of development, the various forms which it assumes (productive, monetary,
commodity) becomedistinct.

Commercial capital (trading capital) and loan capital (banking capital) become
separated from the industrial capital which was initially invested in the productive
process.

e Commercial capital is the capital invested in the sphere of commodity
circulation. In this sphere, surplus-value is not being created. Where then does the
profit of thetrader comefrom?

If capitalists must also realise the commodities produced, they will be compelled to
increasetheir capital outlay (given all the overheadsinvolved), or to reduce production
if they areunabletoincreasethe capita outlay. Whatever the case, they will experience
adecreasein profit rate.

By assigning the trader the specific (specialised) task of commodity circulation,
the capitalist can reduce the duration of circulation as well as the expenditures
involved. On the other hand, commercial capital, by taking charge of therealisation of
the commodities of a large number of industrialists, will reduce the part of socia
capital which isremoved from the sphere of production and channelled to the sphere
of circulation.

Inthisway, theindustrialist will be better off. Indeed, the del egation of thisfunction
to the trader accelerates the rotation of capital (and in this way increases profits).
Therefore, theindustrialist parts with a portion of the surplus-value, which makes up
the profits of the commercial capitalist.

Commercial profit is a part of the surplus-value of the industrialist which is
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handed over to thecommercial trader in order that thelatter may realisethe commaodities
on behalf of the industrialist.

Commercial employees are exploited by commercial capitalism. They must
guarantee the transformation of the commodities into money and of the money into
commodities; their function creates neither value nor surplus-value. However, they
givethe capitalist the ability to appropriate apart of the surplus-value of theindustrial
capitalist which is created in the sphere of production. The day of a commercial
employee is divided in the same manner as the day of a factory worker, into the
necessary and the supplementary labour (surplus labour).

The process of capitalist circulation produces expenditures which are called
circulation costs.

e In the course of capital turnover, the capitalist can have at his or her disposal,
for a certain time, a sum of money which is “inactive money” because it does not
produce aprofit. Thisisavailablefor lending at interest or may be needed at timesin
order to buy raw materials or machinesat atime when the mass of the commoditieshas
not yet been realised on the market.

Since the capitalists can receive money on loan, they are not compelled to leave
the available money inactive. Theloan enablesindustrialiststo expand production, to
increase the number of workers and to increase in thisway the mass of surplus-value
created.

In order to remunerate borrowed money capital (loan capital), theindustrial capitalist
will disperse a given amount of money to the lender capitalist (banker). Thissumis
called interest. Thus, interest isthe part of profit which theindustrial capitalist hands
over to the lender capitalist in return for the advance which the latter consented to
give him. The source of interest is surplus-value.

The owner of money capital makes it available to the industrial capitalist for a
given period of time, and the latter usesit to extort surplus-value. A separation will
take place between the owner ship of capital and the utilisation of capital in production.

Credit is the form taken by the movement of loan capital. Through credit, the
availablemoney capital istransformed into |oan capital remunerated by interest. Credit
takes the form of bank credit and commercia credit (with time these functions will
mergein the same banks).

The banks will concentrate into their hands a good part of the available money
of society (in cash) and make it available to the traders and industrialists in the
form of capital.
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33. PERIODIC CRISES OF OVERPRODUCTION

Capitalist economic crises do not result, asin the case of pre-capitalist economic
crises, from physical scarcity (underproduction of use-values), but from an
overproduction of exchange values (commodities).

Increase in the organic composition of capital and a downward tendency in the
average rate of profit, conditioned by this, are general laws of the capitalist mode of
production. By bringing about a periodic modification in the price of production of
commodities, they giveriseto general crises of overproduction.

The introduction of new machines and new production methods do not change
the price of production in a gradual manner, but rather through sudden shocks, at
more or less regular intervals, when society becomes aware after the event that too
much social labour has been expended in producing certain commodities.

In periods of strong growth of capitalist production (booms) — when current
output iseasily sold (when demand seems stronger than supply) and profits are high
— therewill bean “investment boom” which will rapidly runinto bottlenecksin both
sub-sections of Department | — that of machinery and equipment, and that of raw
materials. Both these sub-sections of Department |, by their very nature, are less
flexible in adapting rapidly to demand than is Department 1. Hence additional
investment, capital accumulation, will occur onalarger and larger scalein Department
I (Marx even saw, in the massively bunched introduction of fixed capital at interval s of
7-10 years, one of the main reasons for the periodicity of theindustria cycle and the
determining factor for itsaverage duration).

More means of production have to be produced to produce additional means of
production for producing additional consumer goods. Good profit expectations in
addition to high profit realisations are the motivation for thisboom. Hence, thereisa
shift of investment towards Department 1. An uneven development (disproportion)
between Department | and Department |1 is set in motion.

At a certain point in the boom, two parallel phenomena occur more or less
simultaneously:

e Theadditional means of production comeinto the production processonly after
acertaintime-lag. But when they enter into that process, they increase the productive
capacity in both departments by leaps and bounds. But precisely the relatively high
rates of profit and investment imply that real wages and consumer-goods demand
from capitalistsand their hangers-on could not have devel oped in the same proportion
as this sudden increase in productive capacity in both departments (even if output
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growslessrapidly in Department |1 than in Department |, and even if real wagesalso
grow). Hence a tendency to increasing overproduction (or overcapacity) occurs, in
thefirst placein Department I 1.

e Themassiveintroduction of new meansof production in both departments does
not occur with old techniques, but with new techniques characterised by a basically
labour-saving bias, i.e., by an increased organic composition of capital. This presses
down the rate of profit, especially since under boom conditions the rate of surplus-
value cannot increase in the same proportion, or even does not increase at al (dueto
high or increasing employment of |abour-power). Hence there is atendency to over-
accumulation — part of the newly accumul ated capital can no longer be productively
invested at the average rate of profit, or even invested at all, is pushed towards
speculation etc.

Credit expansion, for atime, covers the gap. But it can only postpone the crash,
not avoid it.

Overproduction now tendsto spread from Department |1 to Department | (This, of
course, is not an absolute rule. Overproduction could start in certain sub-sections of
Department |. However, in most casesit has not happened in thisway. Inthe 1974-75
and 1981-82 crises, overproduction began in the consumer durabl e goods sub-section
of Department |1 — automobiles and the building industry).

Growing overproduction of commodities (overcapacity in a growing number of
branches of industry), combined with growing over-accumulation, must of necessity
lead to sharp cutbacksin productive investment. Disproportionality between the two
departments now jumps from an “overextension” of Department | into an
“underdevelopment” of that department. Investment falls more quickly than current
output.

Asaresult of the crash— which can, but does not necessarily, taketheinitial form
of a credit and banking crash — there is a genera collapse of commodity prices
(expressed in gold), together with a decline in output and employment. There is a
general devalorisation of capital, as aresult — simultaneously — of this collapse of
prices, of alarger number of bankruptcies and of a decline in the value of the fixed
capital and raw-material stocksof surviving firms.

Thisgeneral collapse of pricesis nothing but the adaptation of market prices and
pricesof production (through alower averagerate of profit) to the general loweringin
the value of the average commaodity, which isthe unavoidable outcome of the general
increase of investment, organic composition of capital and average productivity of
labour during the previous period. Capitalists try to postpone this hour of reckoning
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as long as possible — hence the overextension of credit, speculation, over-trading
etc., on the eve of the crash. But they cannot postpone it indefinitely. The collapse of
the boom is thus the collapse of the attempt to maintain the former level of values,
prices and rates of profit with an increased quantity of capital.

The economic effects of thecrisis, for the system asawhole, are healthy, however
“unhealthy” they may befor individua capitalists. General deval orisation of capital is
not accompanied by a proportional reduction in the mass of surplus-value. Or —
which is the same thing — an identical mass of surplus-value can now valorise a
smaller total amount of capital. Hencethe declinein therate of profit can betemporarily
stopped and even reversed.

Large-scale reconstitution of the reserve army of labour, occurring during the
crisisand theslump (“recession”) which followsit, makes possible avigorousincrease
intherate of surplus-value, not only through speed-ups but even through acutinrea
wages, which in turn leads to a further rise in the rate of profit. Raw-material prices
generally fall more than the prices of finished goods, so part of constant capital
becomes cheaper. The rise in the organic composition of capita is thereby slowed
down, again pushing up the averagerate of profit onindustrial capital. A new cycle of
stepped-up accumulation of capital, stepped-up productive investment, can now start,
once stocks have become sufficiently depleted and current production sufficiently
cut for demand again to outstrip supply, especially in Department I1.

It followsthat the tendency for the average rate of profit to declineislessadirect
explanation for crises of overproduction strictly speaking, than a revelation of the
basi c mechanism of theindustrial cycle as such: In other words, an uncovering of the
specificaly capitalist, i.e., uneven, disharmonious, mode of economic growth, which
unavoidably leads to successive phases of declining rates of profit, and temporary
recuperation of the rate of profit as a result of the consequences of the previous
decline.

The basic causes of periodic crises of overproduction are, at one and the same
time, theinevitable periodic decline of the averagerate of profit, the capitalist anarchy
of production and theimpossibility under capitalism of devel oping mass consumption
in correlation with the growth of the productive forces.m
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