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CHAPTER - 1

Marx's Capital has come to hold an unique position in
the intellectual world as well as in the thinking of the masses.
It has to be kept in mnd that Marx's Capital's path to the
present status is not one spread with flowers. It was exposed to
many ups and downs, both because of persistent attacks of the
critics, and because of the protagonists' inability to grapple
with the theoretical niceties of the capital, and their resultant
funbling. In the earlier stages itself the bourgeois economsts
t hought of extinguishing Marx's Capital by their ' conspiracy of
silence', 1i.e., by not acknow edging the fact of its presence,
much less its inferences. Instead, it gained its own nonentum
It had becone a "guide to action' to the emerging new force of
‘proletariat’. The rallying of the proletariat and other op-
pressed people around the Capital turned it into a spectre to
those that chose to dismss it out of sight, and continued to
haunt them since then. Russia's Qctober Revolution of 1917 gave
it a shape of concrete reality. In the course of tine, a sizable
nunber of countries added their nanes to the list of countries
avowing to follow the precepts of Marx. Added to this, the
failure of mainstream econom sts to account for the plight of the
under devel oped countries nade many econom sts fromthis part of
the world search for their roots in Marx's capital. The crisis

proneness of the devel oped capitalist countries often forced the



mainstream economsts to examne once again the foundations of
their theory and acknow edge, albeit grudgingly, the strength of
1

Mar X' s econom ¢ anal ysi s.

Since the late 1960's there has been a marked growth in
2

the interest shown in the Marxian economcs . Yet it did not
mark the 'termination' of the hold of bourgeois economc theory.
It is still going strong either in one formor the other. A the
sane tine, the treatnent neted out to Marx and his contributions
also changed to a great extent over the period. He had grown
from benign indifference and contenptuous dismssals in foot-

- not es, from one who 'understood R cardo mischievously', an
3

‘underworld heretic', a 'minor post-Ricardian' , to increased

respect, to one who 'also' nmade contribution to the understandi ng
of capitalist econony (Joan Robinson, 1966.p.22). Mny factors
led to these changed perceptions. The great depression of the
1930's threw neo-cl assical paradigmout of gear. Later, Keynes'
attacks proved to the bourgeois economsts that all was not well
W th neo-classical theory. As he did not develop any alternative
theory of wvalue and distribution, soon he was reduced to a
special case of neo-classicals' (Lew s. 1977.p.401). The dis-
cussion of growth pioneered by Roy Harrod (1948) and Domar (1947)
based on the Keynesian theory al so weakened the foundations of
the neo-classical theory. As the works of Keynes, Harrod, Domar
and others raised doubts about the foundations of the neo-classi-
cal economcs, Mchael Kalecki's (1977) independent explanation
of the great depression and the dynamcs of capitalist econony

based on Marx's schene increased the interest in Marx's witings.

2



The failure of Keynesian theory to deal with the economc crises
of the 1960's and the 1970's, and a semnal contribution of
Sraffa (1960) further contributed to the upsurge of interest in
Mar xi an econom cs. Besides these, political events |ike student
and youth wunrest in Europe and Anerica during the 1960's, the

Vietnam War and the CQuban revolution also kindled interest in

Mar xi an econom c anal ysi s.

Wiile on the one hand, this marked growth in interest
shown in Marxian economc analysis is wel comed, on the other hand
a note of caution is sounded about the dangers of dilution of
Marx' s approach: "By arbitrarily wenching out particular bits of
Marx's anal ysis, lunping these together with anal yses of particu-

| ar bourgeoi s econom sts various eclectic theoretical tendencies
4
are produced which claimto supersede Marx."

The | ssue:

Nanme and fane in its wake al so brought its own contro-

versies and problenms. There surfaced many 'Readings', 'Reread-
ings', 'Reconstructions', ‘'Understandings' of Marxian econom cs.
On the one hand, there were attenpts to set the 'logic' ‘'right',

to purge the ‘'inconsistencies', on the other hand there were al so
attenpts to keep the ‘'purity' of Marxian econom cs. This upsurge
of interest 1in Marxian economcs took the form of incessant
debate. Considering the vastness and the nultifaceted nature of
the literature that the debate has thrown up, it is not possible

to examne all the issues and streans of analyses involved.



Consequently, here, only three streams of attenpts to reorient
Mar xi an economi cs are examned. They are: the Sraffian analysis
spear headed by Steedman and ot hers; the Anal ytical Marxi sm being
propagated Py Roemer and his supporters; and the von Neunann
approach pioneered by Morishima. Qpposed to these there are al so
Fine, Laurence Harris, Weks, Laibman, Anwar Shaik, 1Itoh and
others who narshalled all their strength to keep at bay the

intrusion of "alien' elenents into the Marxian anal ysis.

Marx's enquiries into the laws of notion of capitalist

econony, for the major part, revolve round the exam nation of

different aspects of the phenonenon of profits. It captures the
fundanental features of the capitalist econony. The recent
forays, into the Marxian economcs invariably attenpted to cone
to grips wth issues related to profits, like the source of

profits, the determnation/formation of the rate of profit, the
trend of the rate of profit; the latter aspect taking the nonen-
clature of 'the falling rate of profit debate'. The present
research work has the aimof examning these three streans wth

the theory of profit as the central issue.

Structure of the Wirk:

The present study is devided into five chapters. In
the first Chapter, besides a brief description of the three
streans of anal yses: Sraffian, Analytical Marxist, and von
Neumann, an attenpt is nmade to exam ne the nethodol ogical issues

pertaining to the present study, particularly the place of the



dialectical nethod. Also in this chapter historical specificity
of categories pertaining to the cpitalist node of production and
Marx's theory of value are discussed. 1n the second Chapter the
issue of the source of profit is examned. |In this Marx's analy-
sis of the uniqueness of |abour-power and the critics' opposition
toit is examned. 1In this chapter the question of redundancy of
Marx's value analysis in analysing the source of profit is also
exam ned. The issue of determnation of the rate of profit 1is
analysed in the third Chapter. |In this chapter the question of
primacy and inconsistency of Marx's analysis as raised by the
critics is discussed. In the fourth Chapter the tendency of rate
of profit to fall is discussed. Finally, in the fifth Chapter a

sumary of the work is presented.

Sraf fi an Approach:

Sraffa’s well-known work Production of Commodities by

Means of Commodities, which appeared in 1960 as a 'preludeto a

critique of econonmic theory?, becane the fountain head of an
attack on neo-classical analysis. Consequently, it marked the
revival and rehabilitation of the Aassical tradition. It also
led to the growh of interest in Marxian economcs (Mek, 1961;
Dobb, 1972). At the sane tinme, sone econom sts questioned the
|l ogical validity of certain key concepts of Marxian econom cCs,
| i ke | abour theory of value. (e.g., Steedman, 1981la; Lippi, 1979;
Hodgson, 1982b; Bose, 1980). Reflecting this trend, Steedman
says that Sraffa's book "had a quite precise purpose, indicated

by its sub-title, Prelude to a Oitique of Econom c Theory. That



purpose was to lay the foundation for the criticismof marginal-
ist theories of wages, profits, rents and prices, a critique
which has now been carried out successfully. . . The relation
bet ween wages, profit, prices and conditions of production, to
which sraffa drew attention so sharply, were quickly seen to
provide a foundation not only for the criticism of nmarginalist
theory but also for the sinple, definitive solution of certain

i ssues which had | ong been debated by Marxists" (1981a.p.13).

Those who thus began to reexamine the fundanentals of
the Marxian economcs on the basis of sraffa's work began to be
referred to as neo-Ricardians or Sraffians.5 Her eafter t hey
wll be referred to as Sraffians. Their main attack was directed
to Marx's labor theory of value which they terned as obstructing
t he devel oprment of Marxi an analysis. To quote Steedman, "It can
scarcely be overenphasi zed that the project of providing a mate-
rialist account of capitalist societies is dependent on Marx's
value nmagnitude analysis only in the negative sense that con-

tinued adherence to the latter is a nmajor fetter on the devel op-

nment of the forner” (1981a.p.207).

It seens that Sraffa hinself did not intend to use his
formulations to attack Marx's concepts. Sraffa was said to eye
Wi th suspicion, those who intended to alter the basic concepts of
Mar xi an econom ¢ anal ysis. Robinson says, "Piero [Sraffa] has
always stuck close to pure unadulterated Marx and regards ny
amendnents w th suspicion" (1979.p.285). Goodwi n writes, "his

[Sraffa] one book contains no substantive reference to Marx; its



conclusion can either be regarded as fatally destructive to the
Marxi an cannon, or alternatively as a- devastating attack on
orthodox economcs as a prelude to a restructuring of Mrxian
theory," and further adds in the footnote, "The latter was ny own
Vi ew. In pursuit of it, | once spent an evening wwth him wth
the express purpose of getting himto admt that he began the
book w th sone such aim However, he resolutely and repeatedly
denied it" (1986.p.203). Wsa Patnaik (1991) also nentions
Krishna Bharadwaj as saying that Sraffa did not consider his
anal ysis as superceding Marx's work. Nevertheless, Sraffians as

a separate stream in Marxian econom c analysis has cone to stay.

Anal ytical Marxi sm

Anot her stream of criticism of traditional Marxian
economc analysis that argued in support of the conpatibility of
the neo-classical tools with Marx's economc analysis is being
called Analytical Marxism This analysis is also referred to as

Rati onal choi ce Mar xi sm

The origin of this streamcan be traced to the regular
group neetings of |ike-mnded people, who included anong others
John Roemer, Jon Elster and G A Cohen, which began in 1979 as
reported by Elster (1985,p.XIV). The enphasis on rational
choi ce, m cro-foundations and nethodol ogi cal I ndi vi dual i sm
brought this group together. An inportant outconme of this
groups' deliberations, in the words of Elster, is "the sense in

which we felt able to call ourselves Marxists has undergone a



change over the years... sone kind of unstated consensus has
emerged" (Elster,1985,p.XIV). Inportant products of this groups’
work to be nentioned are two books: 1) Roemer's (1982b) Ceneral

Theory of Exploitation and C asses, and 2) Elster's (1985) Making

Sense of Marx. In fact El ster describes his book as a product of

'almost' collective work (ibid.p.Xv). As an earlist work in this

tradition one can nmention G A Cohen's (1978) Marx's Theory of

H story: A Defense.

Regardi ng the genesis and basis of Analytical Marxism
Roemer Wites, "During the past decade, what now appears as a new
species in social theory has been formng: analytically sophisti-
cated Marxism Its practitioners are largely inspired by Marxian
questions, which they pursue with contenporary tools of |ogic,
mat hemati cs, and nodel building. Their methodol ogi cal posture is
conventi onal . These witers are, self consciously products of
both the Marxian and non-Marxian tradition" (1986b, p.1). Roener
expl ai ns that unabashed commtnent to the necessity for abstrac-
tion, search for foundations and non-dogmatic approach differen-
tiate Analytical Marxism from conventional Marxism These |ead

themto rely on 'schematising, sinplifying and modelling'.

In spite of their rigorous and nodern anal ysis, Anal yt-
ical Marxists have a lingering doubt as to whether their work can
be called Marxist. Roener has this to say, "But why should this
kind of work be called Marxist? | amnot sure that it shoul d:
but the label does convey at least that certain fundanental

insights are viewed as comng from Marx" (1986b,p.2). He also
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wites, "the lines drawn between contenporary analytical Marxism
and contenporary left-liberal political philosophy are fuzzy"
(1986b, p.199-200). They cone to this stage as they consider
many elenents of Marx's analysis like dialectical materialism
nost inportant part of historical materialism theory of produc-
tion forces and relations of production, [|abour theory of val ue,

and exploitation of |abour-power as 'dead’.

Anot her book, a collection of essays, edited by Terence

Ball and Thomas Farr under the title After Marx (1984) can also

be described as a work representing this group. others who can
be called as nmenbers of this group, and who were also nentioned
by the above said authors as their collaborators are: Pranab
Bar dhan, Robert Brenner, Adam Prezeworski, Phillippe van Parijs,
and Robert Van der Veen. Hereafter this group wll be reffered

to as Anal ytical Marxists.

von Neunann's Approach:

The third stream of analysis that found currency anong
Marxi an econom sts is related to von Neumann's anal ysis. Thi s
school of analysis is pioneered by Mrishima (1973). Though it
did not develop as a separate school simlar to the above two
schools, still it exercised considerable influence. Mor i shi ma
argues in favour of conbining the analysis of von Neumann wth
Marx's analysis. This contribution is based on his contention
that the phenonenon of prices and profits cannot be explained

within the paraneters of Marx's analysis in the presence of fixed



capital, joint-products, different techniques and process of
production for the production of the same comodity. For this,
he argues that, von Neumann's treatnment of fixed capital as a
special case of joint-products, and price-cost of production
inequalities are well suited analytical tools. He wites, "(ne
of the conclusions of this book is that Marx's economcs can
acquire a citizenship in contenporary economc theory by detach-
ing it fromits root, the |labour theory of value, and grafting it
into the von Neunmann stock so as to produce the Marx - von Neu-
mann flower " (1973.p.194). Morishima, along wth Catephores,
attenpts to show that von Neunmann's analysis is nearer to Mirx's
examnation of the different aspects of comodity production
(Mrishinma and catephores,1978.p.24-29). Alternatively this wl

also be referred to as Morishima's approach.

Qoposition to Marx's Mt hod:

Gven the brief description of the three streans, we
attenpt here to examne their approach towards Marx's method.
Al those who intended to reformul ate Marxian econom cs as noted
above in the nanme of nodernity and rigour, and those who wanted
to conpletely supplant it with theories quite opposed to it, have
one simlarity: they abhorred dialectics. They intended to keep
the “Hegelian stuff at bay. They are of the opinion that dia-
| ectics can achieve nothing that cannot be done by the formal,
analytical nethod. Dalectics is a redundant exercise replete

with anomalies. For them the exercise highlighting the contra-

10



dictions of the present society with the help of dialectics

amounts to a spurious exercise.

Sraffians in general inherited Joan Robinson's abhor-
rence towards the "Hegelian stuff' and kept dialectics at a
di st ance. In fact, Hodgson has all praise for the formal |ogic
while he castigated the dialectical nmethod because it allows one
to contradict oneself. He said, "The cost of abandoning Sraffa's
work is nothing less than the cost of abandoni ng | ogical consist-
ency. Per haps some will argue that we nmust reject formal | ogi c
and adopt ‘'dialectics'. Presumably 'dialectical 1logic' allows
one to contradict oneself! In fact, the inevitable result of
abandoning formal logic for the purposes of theoretical exposi-

tion is to descend to pure nonsense" (Hodgson, 1977.p.91).

Anmong t hose, that were synpathetic wth the nora
undertones of Marx's writings but opposed Marx's nmethod, Joan
Robi nson was a notable econom st. To her, Marx's whole attenpt
at understanding capitalist econony through dialectics and the
| abour theory of value appeared as a netaphysical exercise. In
her opinion, Mrx's analysis was |like a cocoon wth circular
reasoni ng; an exercise in  ideological' propagati on where causa-

tion could hardly be seen. Keeping in mnd Marx's writings, she

had conment ed, "what then are the criteria of an ideologica
proposition, as opposed to a scientific one? First, if an ideo-
| ogical proposition is tested in a logical manner, it either

di ssolves into a conpletely meani ngl ess noise or turns out to be

a circular argunent” (1962.p.8). In her opinion Marx's method

11



was devoid of any scientific basis.

Robi nson had intended to test Marx's analysis in the
light of nodern devel opnents. For this purpose, she brought in
Popper's falsification. She had commented, "The hallmark of a
nmet aphysi cal proposition is that it is not capable of being
tested... It can never be proved wong, for it will roll out of
every argument on its own circularity; it clains to be true by
definition of its owh terns. It purports to say sonething about
real life; but we can learn nothing fromit. Adopting Professor
Popper's «criteria for propositions that belong to the enpirical
sciences that they are capable of being falsified by evidence, it
is not a scientific proposition" (1962.p.9). She argues that as
Mar x' s concl usi ons cannot be tested enpirically they are bound to

stay in the real mof netaphysics only.

Marx's | abour theory of value had been examned wth
this perspective by Joan Robinson. She could not find any argu-
ment in Marx's analysis of value, in her opinion to account for
value "by labour tinme is nere assertion”. She also said, "But it
is a hypothesis that would be a waste of tinme to test, for we
know in advance, and Marx's also knows that it is not accurate"
(1962.p.38). But, what to Marx appears to be a contradiction
bet ween essence and appearance becones for Robinson, in a way, an
irreconcilable elenment. |In her opinion, the theory "was sinply
an orthodox dogma", and "the whol e argunent appeared to be neta-
physical". She failed to recognize that the |ogic Marx enpl oyed:

‘dialectics' could not be captured by the terns of formal analyt-

12



ical logic. So when she applies the latter method what she finds
naturally is an anusing inarch of words. At the same tinme, Robin-
son had recogni zed that even netaphysical ideas had sone place in
psychol ogi cal and social issues. Here, in her opinion, netaphys-
ical propositions helped to express a point of view and fornul ate
feelings which were a guide to action and they provided a quarry
from whi ch hypot heses could be drawn (Robinson,1962.p.9). Howev-

er, Robinson had not extended this liberal treatnent to MarxX.

Notwi thstanding all this, she even recognizes sone
scientific elenents in Marx, saying that as a scientific rmethod
it offers the basis for an approach to the analysis of capital-
I sm "Marx |learned from R cardo the trick of setting up what we
now call a nodel -stating assunptions and draw ng the concl usi ons.
He backed up his dogma about the value of |abour-power wth an

anal yti cal argunent™ (Robinson,1962.p.39).

But even these specks of scientific analysis disappear
because of the ideology, "Wat is all the fuss about? Does not
any reasonable theory of relative prices cone to nuch the sane
thing? Certainly it does if it is reasonable; the dispute was
not, and is not, on the plane of reason. It is the ideological

overtones that cause all trouble" (Robinson,1962.p.42).

In the Sraffian garb, Steedman had continued Robi nson's
crusade against Marx's analysis and nethod, particularly Marx's

val ue anal ysi s, which he thought, was hampering fruitful materi-

13



alist analysis of the capitalist society. He found the sane
circularity in the value analysis. He comented, "it wll in-
volve no reference to Marx's value magni tudes, which are nere
derivatives of the things to be explained" ( St eedman, 1981a, p.
207). In his analysis Steedman al so stressed the role of physi-

cal anal ysis and objective data.

Hodgson considers that to set aside Sraffa’'s work is
equivalent to neglecting logical consistency. He also argues
that to resort to dialectics is to contradict oneself, neaning
that dialectics gives rise to contradictory analysis. Li ke
Robi nson and Steedman, Hodgson al so seens to have a |lingering
hope in Popperian analysis. He says, "A crucial difference wth
scientific Marxismlies in the method of validation of the es-
sence”, and "the systemof theoretical concepts nust, sonehow, be

validated as scientific" (1974.p.376).

Regardi ng the necessity of enpirical evidence to vali -
date the theoretical concepts, Hodgson further notes, "But the
dangers of theoretical arbitrariness exist for Marxismas well.
The adherents of Marx's solution to the transformation problem
have found thenselves supporting a theoretical definition of
prices of production and rate of profit that has no contact wth
enpirical concrete, and no external neans of scientific valida-
tion... But sone external validation nust exist, otherwi se the

accusation of arbitrariness must stick" (1974.p.379).

Hs reliance on formal, non-contradictory analysis

14



appears when he lays stress on a simultaneous equati on approach
to the solution of transformation problem Consequently, Marx's
approach appears to himto be arbitrary. For scientific valida-
tion al so, he considers, formal |ogical exercises are as produc-
tive as the concrete enpirical data. He says, "The art of
external verification that nust be enpl oyed need not excl usively,
or even primarily consist of checking with enpirical data. In
f act, Bortkievicz solution is scientifically validated w thout
any appeal to sinple facts and figures on prices and profits"
(Hodgson, 1974,p.379). Fromthis it is clear that, in the opin-
ion of Hodgson, an appeal either to hard facts or to forma

| ogi cal consistency can settle the issue. Certainly dialectics

has no pl ace here.

Hodgson attributed many of the shortcomngs in Marxian
analysis to the influence of Hegel: "This epistenological dis-
tortion has done imense harmto Marxism W argue that it has
resulted in a virtual supremacy of a Hegelian, rationalistic type
of Marxism which has no contact with enpirical data and rea
devel opnents in the nodern capitalist econony" (1974.p.373) .
Wien he terned it as Hegelian anal ysis what he neant was that the
anal ysis exclusively delt with the domain of consci ousness. But
Marx steers clear of idealist side of Hegel and takes the kerne
of dialectical analysis (Marx, 1954, p.29). Hodgson, w t hout
taking cognizance of objective aspect of Hegel's dialectical
analysis, had stepped out to characterise the whole thinking as

idealist by calling it as Hegelian.
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Anal ytical Marxists are even nore strident in their
opposition to the dialectical method. They rely on axiomatic
met hods and for them formal logic is the only way to solution.
They essentially use mathematical nodels in the tradition of neo-
classical general equilibriumto state their assunptions, to
build their argunents and to draw the necessary inferences. They
used these mathematical mpdels as the only tools to fight anbi-
guity in analysis as well as in presentation. What was apparent
fromtheir stand besides their stress on mathematical nopdels and
formal nethod was their opposition to the dialectical nethod. In
their view it was this Hegelian nmethod that led Marx astray. In
di alectics, they had seen only contradictions. They had argued
that formal |ogic was adequate to deal with problems that were
said to be exclusive concern of dialectics. They even went to
the extent of saying that there was nothing |ike Marxist nethod.
Roemer had this to say, "I do not think there is a specific form
of Marxist logic or explanation... Di al ectical logic is based on
several prcpositions which may have a certain inductive appear-
ance, but are far fromrules of inference... I n Marxian soci al
science, dialectics is often used to justify a lazy kind of
t el eol ogi cal reasoning" (1985.p.1439). Simlarly, El ster had
cl ai nmed, "In each of the nore interesting interpretations, the
di al ectical nethod can be stated in ordinary “analytical' |an-
guage, thus offering no brief of those who believe in a radica

di vi de between the two nodels of reasoning" (1985.p.37). Elster

16



also argued the need to separate Marx's propositions and their
analysis fromtheir methodological underpinnings: "The central
insights of Marx are so valuable that we do himand us a di sserv-

ice were we to accept en bloc the methodology in which they were

embedded" (1985,p.5) »

The differences between dialectical and formal | ogic,
El ster had argued, were not as unbridgeable as nade out by nany
supporters of Marx's analysis. As such he also did not like to
abide by any distinction between formal and dial ectical nethods.
He believed that the nost inportant occurrences of the term in
the witings of Marx lend thenselves to an interpretation in

terns of ordinary, everyday | ogic. (Elster,1978, p.65-6).

It was the meaning of *~ contradiction' that bothered
Elster. He said, "the idea of "real' contradiction in the liter-
al sense is a case of pathetic fallacy, ascribing to reality
features that characterize our thinking about reality or our
attitude tov/ards it. .. fromthe fact that a theory ascribes
contradictory features to the real world, we nmay draw sonme con-
cl usi ons about theory but not about reality" (1978.p.68). This
amounts to saying that real world phenonena are non-contradictory
and use of dialectics, as a nethod that takes contradictions into

account consciously, wll not help in unravelling reality.
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Elster followed Popper's footsteps to describe the
futility of analysis of contradictions: "from a set of proposi-
tions fromwhich two contradictory statenments can be derived, any
proposi ti on what soever also follows." (1978.p.69). While trying
to see whether dialectics inplies that an adequate description of
reality nust contain self-contradictory propositions or state-
ments, he explained that it was not possible to be selectively
self-contradictory, and that the smallest fissure in a theory

woul d make it crunble altogether.

Though he appears to salvage sone respect for dialec-
tics when he said, "the real contradiction in this sense... are
closely linked to process of change; partly because they are
thensel ves a variety of change and partly because they generate a
novenment of change in the direction of consistency”, El ster, at
the sane tinme, makes his stand clear, "of course, | don't think I
have found the correct use of the term ‘real contradiction', or
that | have unravelled the hidden secret of dialectics: t here
are no such animals to be found or unravell ed" (1978.p.70). The
analysis of contradictions as a part of dialectics appears to,

El ster, to be a source of confusion (1985.p.43).

An attenpt was also made by Elster to exam ne dialec-
tics as used by Marx. In this, they appeared to himnmore to be
exerci ses in fall acy of conposi tion or counterfinality.
(Elster,1985,p.45-48). Elster said, "notion of social contradic-

tion has the theoretical function of identifying causes of insta-
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bility and change, not of |locating symmetry violations."
(1985.p.48). Wiat Marx attenpted, with the help of dialectics,
was to highlight contradictions of the capitalist accumnulation
and its crisis proneness. But Elster could see in all these only

the fallacy of conposition and symetry violations in Marx's

t heory.

Thus, in the opinion of Analytical Marxists the dialec-
tical method had represented wasted efforts, as its circular
reasoning leads to the conclusion which one had already decided
to reach. This nethod bei ng vacuous can only | eave one in confu-

sion. As such, they feel, there is no reason to bank upon this

et hod.

Popper's criticism of dialectical nethod seens to run
through all the witings noted above. |In fact, it is his crusade
which is reflected in the present attack on Marx's economc
theory from those who ostensibly intend to renodel it on the
basis of nodern and rigorous nethods. But the fact, that for the
criticism of dialectics they still depend on Popper's work that
surfaced half century ago, shows that their effort is not all
that nodern. But they do not hesitate to snear those who want to
stick to unalloyed Marxism as dogmatic, following their master
who wites, "Thus Marxism has renmained for decades in dogmatic
attitude, repeating even the sane argunents against its opponents

which were originally used by its founders” (Popper,1940.p.426) .

For Popper it is the trial and error that stands for
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scientific nethod. Through trial and error, he says, "we nmay
secure, if we are lucky, the survival of the fittest theory by
way of elimnation" (1940.p.405). Sone tinme later people like
Hodgson (1980, p.260-262) would use the sanme process of elimna-
tion as a drawback of Marx's method in value analysis. Popper
further says, "This struggle of ideologies, which is, obviously,
explicable in trial and error method, seens to be a characteris-
tic feature wherever we find anything |like a devel opnment of hunman
t hought " (1940.p.403). Marx explains the struggle between
opposi ng ideol ogies on the basis of dialectical nethod, wherein,
in the social developnent different classes struggle with each
other to achieve the supremacy of their class rule. This class
struggle is reflected in the ideologies of respective classes.
But such explanation is not acceptable to Popper, though trial
and error with its elenent of luck is. The naterialist basis of
the argument appears to him as exaggerated: "Nevert hel ess |
personally think that Marx's economism [which can be read as
materialisn] - his enphasize on the econom c background as being
ultimate basis of any sort of developnment - s exaggerated"

(Popper,1940.p.423).

Besides this, the contradictions as part of dialectical
expl anati on was not agreeable to Popper. He had considered that
any acknow edgenent of the existence of contradictions would |ead
to a conplete breakdown of science, a stop to all scientific
activity. In his opinion, this theory was dangerously m sl ead-
ing. Popper was also not ready to admt dialectics as a part of

| ogi ¢ (Popper,1940 p.407-411). He said: "Any devel opnent what -
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soever will fit the dialectical schene: the dialectician need
never be afraid of any refutation of forthcomng experience”
(1940,p 424). This is one thing that finds an echo in the wit-

ings of all those nentioned previously - from Joan Robinson to

John El ster.

Though Morishima did not make detailed exam nation of
Marx's dialectical nethod, he also considered it as being esoter-
ic. Mrishina |ooks at Marx's contributions to economc anaysis
fromthe view point of ‘'modern advanced econom c theory'. Mori-
shima, though says that one should recognise Marx's contri butions
to the devel opnment of nodern, dynamc theory of general economc
equi librium by assessing Marx's economc analysis 'according to
the standards of contenporary economc theory' cones to the
conclusion that ‘Marx has to lose nuch, even his nobst precious
properties, inorder to be legitimsed by orthodox econom sts'.
It can be said that Mrishinma examnes Marx's economc anal ysis
by seperating it from Marx's dialectical nethod. In doing so he
adopts the formal nmethod common to, what he calls, the nodern,
advanced, scientific economc theory. As a corollary to it
Morishima states that Mrx's concepts ‘wll never be able to

acquire full citizenship in scientific economics' (1973,p.1-5).

| n_def ense of Marx's nethod;

| f Roemer could say that there was nothing |ike Marxi st
nmethod, others like Carver could say that Marx did not really

have one nethod that was applicable to all problens in social
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anal ysis and that his method depended or changed according to the
probl em he took on, and that new probl enms woul d nean new net hods.
In this dialectics is only one of these nmethods. He naned this
as ‘eclecticism' (Carver,1984.p.276-8). Simlarly Hodgson com
ments, "This rather eclectic approach may be rejected by sone
Mar xi sts, at |east those of fundamentalist habits. However, it
is clear from Marxian scholarship that he hinself drew a great
deal from nore inportant economists of his time and before."®

(1982b.p.10).

Ecl ecticism where ' on-the-one-hand, on-the-other-hand'
reasoning rules, and of which dialectics can never be part or a
speci al case, cannot grasp determ ning aspects of the relation.
Di al ectics through exam ning the unity of opposites, contradicto-
ry aspects of concrete phenonenon that propel change, tries to
get at the essence of the matter. Ecl ectic approach by enpl oying
different nethods for different problems will emciate the ef-
forts to reach a neani ngful understanding of the social phenonena

because of its neglect of inner connections anong different

probl ens. As Lenin conmments, "the substitution of eclecticism
for dialectic is the easiest way of deceiving the people. It
gives an illusory satisfaction; it seens to take into account al

sides of the process, all trends of developnment, all the con-
flicting influences, and so forth, where as in reality it pro-
vides no integral and revolutionary conception of the process of
soci al devel opnent at all."’ Marx's concrete analysis of con-

crete conditions where elenents of both induction and deduction
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appear can in no way be characterized as eclectic. (Engel s

1954.p.226) .

As opposed to those (Hodgson, 1974, p.377; and Coll et-
ti, 1972 and 1975) who argue that any association of Marx with
Hegel would lead to an idealist influence and that dialectic as
devel oped by Hegel was inherently idealist, it can be shown that
dialectics as a nmethod is not inconpatible with materialism in
fact materialism provides the necessary ground for it, and that
Marx was em nently successful in basing dialectics on materiali st

base.

Unlike the case nmade by Colletti and Hodgson, Hegel
t hough enphasi zed the primacy of idea, he at the sane tine recog-

ni zed the independent and objective existence of matter outside

the subjective mnd of the individual, enpirical reality inde-
pendent of the human m nd. Hegel also recogni zes the historical
nature of the enmergence of philosophical i deas: "What ever

happens, every individual is the child of his tinme; so philosophy
is its own tinme apprehend in thoughts. It is just as absurd to
fancy that a philosophy can transcend its contenporary world as
it is to fancy that an individual can overleap his own age, junp

over Rhodes" (18952 .p.11) «

Hegel recognises the existence of matter independent of
ideas and the interrelation between the two thus: "it is quite
inept to say that logic abstracts from all content, that it

teaches only rules of thinking wi thout references to what 1is
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thought or wthout being able to consider its nature. For as
thinking and the rules of thinking are supposed to be the subject
matter of logic, these directly constitute its peculiar content
in them logic has that second constituent, a matter, about the
nature of which it is concerned" (1975.p.44). Once it is noted
that matter exists independently of ideas and that matter as
object of thought and form of thinking are interconnected and
inseparable it can be said that a possibility is presented for

erecting dialectics on materialist basis.

Though Marx recognizes Hegel as being the first to
develop dialectics in its conplete form which appeared in its
enbryonic formin Aristotle, he at the sane tinme recognizes the
tensions created in Hegel's dialectical analysis as it is based
on idealist premses and attenpts to divest dialectics of its
Idealist mask and retrieve the rational kernel fromthe nystified
form (1954, p.29). As a corollary of this effect Marx abandons
Hegel 's conception of real as "the product of thought concentrat-
ing itself, probing its ow depths, and unfolding itself out of
itself and brings in the issue of practice. This should also
provide an answer to those who express apprehension that enpiri-
cal evidence is neglected. Marx comments, "The question whet her
objective truth can be attributed to human thinking is not a
question of theory but is a practical question. |In practice man
must prove the truth, that is, the reality and power, the this-
si dedness of his thinking. The dispute over the reality or non-
reality of thinking which is isolated from practice is a purely

schol astic question” (Marx and Engels, 1969.p.13).
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Marx also castigates the primacy of, that Hegel at-
tributes to, ideas in explaining history. In order to conprehend
hi story Marx examines the real process of production, the way
i ndi vi dual s produce the material condition of production, the way
rel ations of production are reproduced and finally the spiritua
products: religion, philosophy, ethics and norals, state, judici-
ary are produced on the basis of the reproduction of material
conditions of production and relation of production. (Marx and

Engels, 1975.p.36).

Hegel attenpted to apprehend objectively the conditions
of social reality: contradictions that characterize social
relations in the bourgeois society. The problem arose when Hege
attenpted to contrive "aresolution to real social contradictions
by transformng them into nere ideas, categories which then
achieve their reconciliation through the postul ated Absol ut e
Spirit, ldea, or Knowledge" (Kieve, 1983.p.50). This attenpt of
Hegel to find netaphysical solutions to these concrete contradic-
tions severely weakened his system of analysis because of the
irreconcilable contradiction between idealism and materialism
Only Marx could, through developing dialectics on materialist
basis and detaching it from Hegel's objective idealism overcone

the inpedinments that befell Hegel.

As expressed by Kieve, "It is precisely the validity of

the dialectical nethod as it arises out of and is reapplied to
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social reality which denies the fundamental tenet of objective
i deal i sm Rather than facilitating the annihilation of the

finite by the infinite through a dialectical deus ex mechina, it

Is the objective existence of irreconcilable contradictions and
oppositions in the actual social world that denies their resol u-
tion in the netaphysics of idealism The only way the resol ution
can be achieved is by abstracting away the very determ nations,
medi ati ons, content and concreteness that establish the contra-
dictions in the first place. Hegel's " solution' succeeds only at

the expense of suspending the dialectic itself" (1983.p.50).

The limtations of Hegel's anal ysis prepared the ground
for its negation and its transcendence and replacenment by Marx's
materialist dialectics. The idealist underpinnings of Hegelian
analysis deprived it of the ability to capture social dynamcs as
objectively as possible. Its proclivity to derive the nmaterially
concrete from abstract categories nmade it inpossible for neta-
physical ontology to be in consonance with concrete reality.
Hegel instead of recognizing this contradiction between his
idealist analysis and concrete reality and basing dialectics on

materialist analysis, ends up denying concrete social reality.

The irreconcilable contradictions that appear in Heg-
el's anal ysis between concrete dynam c novenents that are charac-
teristic of dialectics and idealist premses of his analysis
prepared the ground for Marx's materialist dialectic. Hegel ' s
inability to transcend the ontological duality of the finite

world of social reality and the realm of the transcendental
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infinite absolute provides the basis for the transformation of
the form of dialectics into a naterialist Mrxist fornulation.
The failure of Hegel to conprehend the concrete social reality
and the dialectical nature of its dynamc nechanism led to the
formation of nmaterialist dialectics in the hands of Marx who
consciously took into account the social and material basis of

di al ectics.

The transformation of dialectics froman idealist basis
into materialist one in the hands of Marx was an inmmnent outcone
of the material conditions of the capitalist society. It hel ped
to underline the contradictions inherent to the capitalist system
and its transient nature, <contrary to bourgeois ideologues'
belief in its immtability. In this process Marx's nmateriali st
di al ectics helped to break new ground for the formulation of a
new materialist epistenology and advancenent of human know edge

on these prenises®.

It was alleged that dependence on Hegalian dialectics
invariably result in divorcing from the facts (Hodgson,
1974,p.373,377). A look at Marx's works holds out that he, while
relying on dialetical nethod, in no way neglected the facts. But
he took the facts in their relation to the existing social rela-
tions. This becones clear when Marx (1973,p.100-1) explained
that instead of starting from chaotic, undifferentiated and
ahi storical conception such as ‘the population' as a whole he
started from the sinplest determnation of the whole, the con-

crete universal representing the particular node of production.
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This is even nore clearly evident fromthe first volune of capi-
tal which Marx started with the examnation of the comodities:
"The wealth of those societies in which the capitalist node of
production prevails, presents itself as “an imrense accumrul ation
of cormmodities', its unit being a single coomodity. Qur investi-
gation nust therefore begin with the analysis of the comodity."
(1954 ,p.43). In the capitalist society commodity represents the

sinpl est deternination of the bourgeois relations of production.?®

Marx's project was to analyze the laws of notion of
nodern society, i.e., capitalist society. It involved the analy-
sis of dynamc conditions. The need was to study the passing of
one condition into the other, examnation of the opposite forces
whi ch inhabit apparently non-contradictory situations, the inpact
of the contradictions of these opposite forces. These el enents
could not be analysed within the confines of the formal, analyti-
cal nethod which frowned upon any acknow edgenent of the contra-
dictory forces. But because of the w despread influence of the
formal nethods, dialectics as the method of study of contradicto-
ry forces within the phenonmenon has conme to be negl ected. As
ftegel remarked, "wherever there is noverment, wherever there is
life, wherever anything is carried into effect in the actual
world there dialectic is at work" (1975, p.116). Formal, analyti-
cal nethod will not be in a position to conprehend the dynamc
element in the econom c phonomena. Fornmal nethod can, at best,
capture only the static situations. Neo-classical economcs, the
propagators of this nethod within the sphere of Marxian econom

ics: Analytical Marxists, stood as an exanple to the fact that
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their nethods which they thensel ves boasted as formal could only
capture the static conditions. But, at the sanme time Analytica
Mar xi sts had the audacity to claimthat a theory which had failed
in static analysis could not be expected to do well in dynamc
anal ysis. They, as nentioned earlier, argued that Marx's dial ec-
tical analysis was capable neither in static nor in dynamc
analysis. The Canbridge controversies on capital theory exhibit-
ed that even in static analysis neo-classical economcs fails
mserably (Harcourt, 1972). Wen the sane criticism was brought
to the notice of Roemer, chanmpion of Analytical Marxists, he

tried to skirt the issue (1985, p.1442).

The very success of Marxian economcs in the face of
insurnountabl e hurdles lay in its capacity to examne the dynam
ics of the capitalist econony, which was not the case in regard
to mainstream economc theory. This also showed that forna
anal ytical nethods cannot cover the area traversed by Mirx's

di al ecti cal anal ysis.

Dalectics is the science of universal I nter-
connections. In its examnation of the process of change, inter-
connections and interrelations anmong the things are taken into
consi der ati on. Dialectics is also considered as the science
studying the laws of notion, laws of notion of nature, society,
as well as thought. Its inportant conception is that change is
the fundamental feature of all concrete things. It considers
that the physical world as well as society are in incessant

motion. In this unceasing notion, because of the nutual inter-
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penetrati on of polar opposites, transformation not just in quan-
tity but in quality, is taking place. Because of this qualita-
tive transformation - negation of the negation- "old' is always
giving into "new', new in the fundanental sense. At the sane
tine as Sean Sayers recognizes, to say only that notion is being
in different places at different tines is not to describe notion
itself, but only the effects of notion. Also in order to get
novenent into the picture, according to dialectics, we nust
recogni ze both that the body is at that place and that, in the
sane instant it is also ceasing to be so. For our description
needs to capture the fact not only that the body is where it is,
but also that it is noving-hence in a process of change and
becom ng (Sayers.s, 1991,p.87). Wat dialectics tries to cap-
ture is the process of change from old to new, the process of
transfornmati on. D alectics underlines the transitory nature of
the phenonenon, and attenpts to conprehend the way the things

pass into its opposite.

In its analysis of notion and change dial ectics stands
in quite contrast to the formal nmethod and its principles of
Identity, excluded mddle and non-contradiction. The principle
of identity states that A=A. In other words A cannot be sinulta-
neously equal and unequal to A As opposed to this in reality,
concrete identity includes difference, change. ldentity contains
difference within itself and identity with itself requires dif-
ference from everything else as its conplenent. (Engel s
1954,p.215). This identity, where everything is equal to itself,

hol ds everything as permanent and cannot capture reality. In
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reality everything is in incessant notion and change, and at
every moment a thing is both identical wth itself and becom ng
distinct fromitself as it passes into its opposite. In contrast
to fornmal logic's principle of identity, dialectics attenpts to
capture this notion and change as unity of opposites, a unity of

contradi ctory nonents.

The principle of excluded middle. a¥” A states that
sonething is either A or not A For a theory aimng to capture
reality, this either or principle cannot be adequate. In con-
crete reality which is intrincically contradictory because of the
‘interpenetration of opposites in all phenonena, it is not possi-
ble to treat anything in the rigid either A or non-A franmework.
Regarding the principle of excluded mddl e Hegel coments thus:
"Instead of speaking by the maxim of Excluded Mddle (which is
t he maxi m of abstract understanding) we should rather say: Every-
thing is opposite. Neither in heaven nor in earth, neither in
the world of mnd nor of nature, is there anywhere such an ab-
stract “either-or' as the understanding naintains. What ever
exists is concrete, with difference and opposition in itself...
Contradiction is the very noving principle of the world; and it
Is ridiculous to say that contradictions 1is unthinkable"

(1975,p.223) .

Simlarly Engels remarks: "For a stage in the outlook on
nature where all differences becone nerged in internedi ate steps,
and all opposites pass into one another through internediate

links, the old metaphysical nmethod of thought [by which Engels
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means formal nethod] no longer suffices. D alectics which |ike-
wi se knows no hard and fast |ines, no conditional, wuniversally
valid "either-or" and which bridges the fixed netaphysical dif-
ferences, and besides "either-or" recognizes also in the right
pl ace "both this-and that" and reconciles the opposites, is the
sol e nethod of thought appropriate in the highest degree to this
stage" (1954, p.212-3).

The principle of non-contradiction, “(A&"RA), states
that a proposition cannot be true and false at the same tine.
This does not reflect reality, as contradiction is inherent to
change and change cannot be visualized without the contradic-
tions, unity of opposites, in the things. Concepts that are
conpatible with these changes also reproduce these contradic-
tions. In deliniating such contradictions, Ilyenkov comments:
"Any utterance expressing the very nonent, the very act of tran-
sition (and not the result of this transition only) inevitably
contains an explicit or inplicit contradiction, and a contradic-
tion "at one and the sanme time' (that is, during transition, at
the nmoment of transition) and “in one and the sane relation?
(precisely with regard to the transition of the opposites into

each other)" (1982, p.251).

These principles of formal nethod are adequate only for
everyday use where “snall dinensions' or brief periods of tine -
dependi ng upon the nature of object in question- are involved.
These principles are of use where overriding concern is consist-

ency.
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Appreciation of the role of the analysis of contradic-
tions has becone target of attack on Marx's nethod. As noted
above dial ectics concerns itself in explaining notion and change.
Motion and change cannot be explained w thout taking into account
the contradictions that are inherent in the things and that
propel their notion and change. In other words, notion of contra-
diction is fundanmental to the dialectical nmethod in explaining
change. In this vein dialectics is also described as phil osophy
of contradiction. As unity of opposites, contradictions renain
the nucleus of dialectics. As a basic principle of it, dialect-
ics, unlike the formal nethod, instead of concealing contradic-
tions quite explicitly explains the presence of contradictions
and the way these contradictions are resolved giving shape to de-

vel oped forns.

Wt hout taking cognizance of the contradictory nature
inherent in different phenonmena, change cannot even be concei ved.
Wien we say that a body is in notion, it neans that the body is
both at the place and at the sane tine it is also not at the
place. As Hegel explains:" Sonething noves not because at one
moment it is here and at another there, but because at one and
the same nonent it is here and not here" (1975, p.440).

Ecl ectic concept of “either-or', a body being in dif-
ferent places at different instances cannot capture process of
notion, but only its result. Only dialectical concept of

"both...and..." can conprehend notion, its inherent contradictory
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nat ur e. Dialectics as the nmethod of study of change not only
takes the cognizance of contradictions, but also strives to

examne the way these contradictions are resolved in reality.

The contradictions that are inherent in nature and
society are reproduced in thought. In this regard Engels wites:
"Dialectics, so-called objective dialectics, prevails throughout
nature, and -o-called subjective dialectics, dialectical thought,
iIs only the reflection of the notion through opposites which
asserts itself everywhere in nature, and which by the continual
conflict of the opposites and their passage into one another, or

into higher forns, determnes the life of nature" (1954, p.211).

Contradi ctions in thought appear as a necessary reflec-
tion of the contradictions that are inherent in nature, and which
thought tries to grasp. As I|lyenkov explains dialectics consid-
ers contradiction as the necessary logical form of devel opnent of
t hought, of the transition from ignorance to know edge, from an
abstract reflection of the object in thought to an even nore
concrete reflection of it. Further contradiction unanbi guously
reveals itself as a form in which thought about things noves

al ways and everywhere (1982,p.234).

D alectics considered the contradictions that had
arisen in definitions and concepts as a necessary nanifestation
of the contradictions intrinsic to natural and social phenonena.
As a result of this dialectics did not attenpt to conceal these

contradi ctions, but had tried to examne their resolution.
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Unlike dialectics, formal nethod considered the contradictions
that enmerge in the process of comprehension of the phenonenon as
purely subjective and tries to resolve them by redefining or

refining definitions and concepts.

Formal nethod had treated contradictions in thought as
resulting from mstakes nade by man in reasoning, defects of
man's cognitive ability, from inadequate devel opment of concepts
and definitions. In order to overcone such contradictions forna
nmethod resorts to respecifying and changing terns and expres-
Ssi ons. In this process it, instead of overcomng these contra-
dictions, had led to further piling up of contradictions. As
opposed to this instead of forbidding contradictions, dialectics
takes cognizance of these as reflecting reality. ly this
conscious recognition of contradictions in thought as a manifes-
tation of contradictions inherent in nature and society and
further examnation of its resolution can take the theory for-
ward. Any effort at concealing this fact of contradiction, Iike

formal nethod, wll hanper the further advance of the theory.

Contradictions, according to the dialectical nethod,
I nstead of being inpedinents to the process of thought facilities
it by finding internmediary |inks through which the contradictions
are resolved in reality. This is achieved through concrete
anal ysis of concrete conditions, through tracing the process in
which the contradictions are resolved in the novenment of the

objective reality. Instead of rejecting contradictions in
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thought reflecting the contradictions in the objective reality,
pur posi ve attempt iS made to trace out the entire chain of nedi-
ating links which help to relate the nutually exclusive proposi-
tions, and in the process further enriching the conception of the

objective reality.

The reproduction in thought of the contradiction inher-
ent in things appears as a contradiction between the universal
and the particular. A universal |aw cones into insolvable con-
tradiction with the particular formof its own nanifestation. It
is to be noted that any attenpt to directly correlate the univer-
sal law and the enpirically universal elenment cannot bear fruit,
as the contradiction between the two mrrors the contradiction
that exists in reality. As an exanple to this the contradiction
between the law of value and the average rate of profit can be
mentioned.l® Regarding this Ilyenkov coments, "a universal |aw
(the law of value) stands in the relation of mutually exclusive
contradiction to the enpirically universal formof its own nmani -
festation, with the law of average rate of profit. It is inpos-
sible to bring theminto agreenent exactly because such an agree-
ment does not exist in the economc reality itself" (1982,
p.242). Wiat is to be done is to trace out different |evels of
internedi ate |inkages between the law of value and the rate of
profit. The formal method attenpts to relate the two directly

and | ands in insolvable contradictions.

Mere piling up of all sorts of contradictions is not

the aimof dialectics. Nor does dialectics deny the role of the

36



formal nmethod as far as fornal consistency is concerned. Check-
ing and counter-checking of the analysis is useful in doing away
with the anonalies and fallacies that mght have crept in as a
result of some mstakes in developing the idea. |In fornal deduc-
tive argunent contradictions and inconsistencies are not tolerat-
ed. Though in formal consistency and validity formal rmethod
cannot be neglected, its limtations also cannot be sidelined.
Once the real nature of the world is considered, it becones clear

that formal method cannot find a place in understanding it.

H storical Specificity:

The dialectical nmethod brings to light the historical
specificity or transient nature of |aws governing society. The
di al ectical nmethod not only helps to define the |aws governing a
form of society, it also helps in deriving the laws underlying
the change from one form of society to another. Thi s met hod
leads to visualizing the contradictions that lay behind the
dynam cs and breakup of a social formation, and the formation of
another form of society. Marx says, "it regards every histori-
cally devel oped social formas in fluid novenent, and therefore
takes into account its transient nature not |less than its nonen-
tary existence." (1954,p.29). Marx's nethod |eaves its inprint
of historical specificity on the categories that are neant to
capture the social reality. Marx wites: "Even the nost abstract
categories, despite their validity- precisely because of their
abstractness- for all epochs, are nevertheless, in the specific

character of this abstraction, thenselves |like wi se a product of
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historic relations, and posess their full validity only for and
within these relations" (1973,p.105). To do away with the
di al ectical method is to discard the historical specificity of

the categories and universalize their applicability.

If one tries to examne the capitalist mode of produc-
tion without the dialectical nethod, |ike Adam Smth and R cardo,
one is prone to universalize the categories to all nodes of
production which in fact are applicable only to that node of
production. Engels argues, "It is, however, self-evident that a
theory which views nodern capitalist production as a nere passing
stage in the economc history of mankind, mnust nmake use of terns
different from those habitual to witers, who | ook upon that
form of production as inperishable and final" (Preface to Marx
[1954),p.16). The peculiarity of the Sraffians and Anal yti cal
Marxists is that on the one hand they underline the historical
specificity of capitalist node of production, and on the other
they enbrace the anal ytical nethod which had becone the hall nark
of those who |ook upon capitalism as “inperishable and final"'.
They took the transient nature of the capitalist node of produc-
tion, as explained by Marx, for granted and it does not |ogically
flow fromtheir analytical method.

Met hodol ogi cal Individualism

The study of Analytical Marxists' witings show that
they are fascinated by neo-classical tools of analysis, its
"modernity', and " rigour'. They accordingly, increasingly depend

on these tools for their analysis. As far as nethod is concerned
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they are of the opinion that Marxi an economcs has nmuch to |earn
from neo-cl assical economcs and the enploynent of neo-classica
tools wll go a long way in enriching Marxian econonics. van
Parijs argues, "Marxist economcs can only be sound if it accepts
neo-cl assi cal method" (1983. 120). In their view, the neo-
cl assical nodel of the conpetitive econony corresponds to Marx's
notion of equilibrium and it is also an appropriate place for
Mar xi an econom sts to start the study of idealised capitalism
For them neo-classical world presents a plausible world (Roemer,

1985, p.1439).

Their affinity wth neo-classical nethod appears
largely to depend on the role they attribute to the individual in
expl ai ni ng social phenonena. Accordingly, they go a step further
and argue that Marxi an econom cs should be based on micro-founda-
tions. This argunent for micro-foundations IS also the argunent

for nethodol ogi cal individualism According to nethodol ogica

i ndi vidualism the social phenonena should be explained in terns

of individuals' actions. |In the words of Roener, "The microfoun-

dati on approach consists in deriving the aggregate behavior of
the econony as a consequence of the actions of individuals"

(1981, p.7). El ster describes it as, all social phenomena-
their structure and their change- are in principle explicable in
ways that only involve individuals - their properties, their
goals, their beliefs and their actions" (1985 p.5). In their
analysis, individuals, instead of classes, becone -atons' of the
systemto be examned. Unlike Marx's analysis, where individual

is determned by social conditions and he/she in turn act on
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those conditions, in nethodol ogical individualism individuals'

desires and beliefs generate the aggregate out cone. In fact
the individuals becone the "centre of the story'. Their endea-
vour is to locate the mechanism at the individual |evel. The

enphasis on individual actions is a result of their contentions
that traditional Marxian analysis is plagued with functionalism,
which, they argue, is not in consonance wth social sciences.
They inplant intentional explanation in its place. This inten-
tional explanation facilities the explanation of nacrophenonenon
with the help of individual actions. They are of the opinion
that without a firm know edge about the mechani sns that operate
at the individual level the grand Marxist clains about nacro
structures and long term change are condemmed to remain at the
| evel of speculation and that Marxists nust provide explanations
of mechanisns at the mcro |evel. Expl anations of underlying
mechani sns could provide spectacles required to highlight the
rel evant causal structure. The understanding of explanation
mechani sm i s enhanced when one noves from macro to micro |evel.
Anal ytical Marxists are of the opinion that methodol ogical indi-
vidualism instead of being antithetical to Marxism wth its
capacity to explain mechanism at individual level, wll help to
i nprove the concepts of Marxian analysis from nere postulates to
theorens (E ster, 1982a, 1982b; Parijs, 1983; Roemer, 1978,
1982a, 1985).

For those who were striving to build alternative
net hods to the present dom nating nai nstream economc theory i.e.

neo- cl assical analysis, any attenpt to bring into their midst the
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same nethod had appeared suspici ous. It appeared quite natural
that, in such circunstances Anal ytical Marxists' attenpt to
enpl oy neo-classical nethods, and their praise for, argunents in
favour of it had confronted suspicious and antagonistic treat-
ment. To Anderson and Thonpson (1988) Analytical Marxists' at-
tenpts appear as an uncalled for craving for legitinmcy, and as
an attenpt to find respectable places in academc institutions
pervaded by the outl ook opposed to Marxism Khalid Nadvi (1985,
p. 1479) is of the opinion that the nmarriage between Marxi an Eco-
nom cs and neo-classical general equilibriumnodels is dooned to
failure due to the quite distinct approach and contradi ctory ains

of the two disciplines.

Sraffians who are also trying to rewite Marxian eco-
nom cs sans | abour theory of val ue, and whose nmathematical nodel s
are at tines used by Analytical Marxists, do not |ook kindly
towards them because of their dependence on and support for neo-
classical theory. Sraffians are apprehensive that the treatnent
of Analytical Mrxists helps to bring to life the neo-classical
structures which they are trying to bury. Sraffians are of the
opinion that Analytical Marxists, |ike neo-classical, bestow
primmacy on individual preferences and relegate the inpact of the
soci o-economc environment to a secondary position. I f met hodo-
| ogical individualists accept the inpact of society, Hodgson
argues, "the doctrine is open to critique, as a result of its
theoretically aribitary adoption of individualisn (1986,
p.222). Similarly Arun Bose (1985, p.2225) criticises Analytical

Marxists' - bl anket approval' of neo-cl assical general equilibrium
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nodels and their treatnent of capital as a factor of production,
and questions Roemer's toleration of the neo-classical bourgeois
world as a "possible! one along with the Mrxian one. In his
view the rational-choice approach represented a “false® world
view He also considers that the Analytical Marxixts' efforts
| ead to undoi ng what the Sraffians have done over a period of two
decades in their strugle against the neo-classical paradigm

(1985, p.2225-2226).

The Neo-classical paradigm and its method of analysis
represented an attenpt to support and legitimse existing capi-
talist exploitation. It is used to attack any attenpt to create
an alternative theoretical systemto question the present inequi-
tabl e di spensati on. Its total neglect of institutional forces,
social inpact and historical aspects of developnent nade those
who are searching for answers in the naterial condition of socie-
ty but not in the behavior of atomsed individuals quite skepti-
cal at the introduction of neo-classical nethods into Marxian
econom cs (Bose, 1985; Kieve, 1986). Mar xi an econom cs, which
stands as a culmnation of treatnment of individual as a product
of social conditions and historical devel opnment, cannot be ex-
pected to accomodate neo-classical analysis which treats indi-

vidual s apart from social and historical influences.

Neo-cl assi cal economcs is criticized not only for its
ahistorical treatnment but also for its inconsistency. The much
trunpeted nodernity, rigour and logical or internal consistency

of neo-cl assical nodel had cone under intense attack since Joan
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Robi nson's (1960, p.114-221) questioning of neo-cl assical concep-
tion of capital as a factor of production earning its ow legiti-
mate share in production, and the appearance of Sraffa's work

Producti on of Commodities by Means of Commodities whi ch descri bed

the possibility of reswitching of techniques of production con-
trary to neo-classical explanation. Wen the criticism of this
rigour and consi stency confronts Roener, he answers that there is
no use in arguing about the inconsistency but "the criticismnust
be nore fundanentally of the view of history" (1985.1442). It
Is ironical that the person who stresses consistency and rigour
so nmuch, when confronted with the lack of the sane tries to take

shelter behind the view of history.

As a natural corollary to their advancenent of the neo-
classical nethod as noted earlier, Analytical Marxists lay stress
on the role of individual in determning social phenonena. It
| eads themto search for "microfoundations' of Marxian econom cs,
and their total approach rely on methodol ogical individualism
The “rational' individual is substituted for society or class as
the atons of investigation. Their search for "rational!' individ-
ual also leads themto bank upon the market as a rational mecha-
nism Roener specifically nentions that his value analysis is
mar ket dependent. He wites, "value, he (Marx) clainmed, was a
concept that depended on the nmarket and on commodity production.
Wiil e the Morishima definition of value is a purely techonol ogi -
cal one, the new difinition is market dependent” (1986b, p.99).
In this reliance on market, individual substitutes society or

class as the atom of analysis. It is this alnmost unqualified
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substitution of individual for society or class which needs to
be critically addressed. Though Anal ytical Marxists claim that
the explanation of macrophenomenon with the help of individua
actions is needed in order to lay bare the nechanism that oper-
ates in the society, they do not explain the source of rationali-
ty of the individual. They do not account for the nmaterial
conditions which influence individual behaviour in space and
time. For themrationality of the individual is given. In their
opinion there are sone i mmanent and unchangi ng rul es of behavi our
that order or rule the human assenblies across ages and
regi ons/ soci eties. As Hodgson argues, "The research programme of
nmet hodol ogi cal individualism can proceed only on the basis of
rigid and dogmatic conpartnentalisation of study. The gl obal

effects of human purpose are regarded as all inportant, but the
study of the formation of purposes thenselves is dismssed as if
it were secondary or even beyond the legitinmate boundaries of
social science itself", and "A position which inflates the causa

role of this individual while pushing into the background the
extent to which he or she is socially formed has no exclusive
claim to political virtue or theoretical integrity" (1986,

p.222,233). Individuals enter in to relations (economc, social,

political, etc.,) anong thenselves on the basis of particular
relations of production, differently in different stages of
devel opment of human society. These relations of production
greatly influence the behavior of the individuals. There are no
set of 'rational' rules that influence individuals across differ-
ent stages of devel opnent. In different stages of devel oprent

different relations of production influence the behaviour of the
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I ndi vi dual s. |f these material relation of production are not
taken into account, any exam nation of human behavi our ends up in

timelessness.

As opposed to Analytical Marxists' contention that
soci al phenonenon should be explained with the help of individua
preferences, notives and actions, we can argue that parts have no
prior independent existence as parts and they acquire whatever
properties they have by virtue of being parts of a whole, so also
i ndi vidual s' preferences and notives will be conditioned by the
society as an organic whole and they will not be formed independ-
ently of nor apart from the social conditions. (Lebowitz.
1988.p.194). Wiile giving unstinted support to the market as an
equi l i brating mechanism Analytical Marxists conveniently close
their eyes to the fundanentally disequilibrating conditions
Inherent to capitalism The concentration and centralization
process of capitalist accumulation denies the pre-emnent posi-
tion of the market and the related role of 'rational' individual
The inequalities that acconpany capitalist relations of produc-
tion and accunulation of capital totally negate the existence of
the “free' and ‘“rational' individual that Analytical Marxists
visualize. In a capitalist society it is capitalist relations of
production that inpinge on the individuals behavior, rather than
some aut ononmous individual directing the capitalist accumul ation
according to sone universal rational principles. Once capitali st
accunul ation and related extended reproduction of unequal rela-
tions of production enter the scene, Analytical Mrxists edifice

of net hodol ogi cal individualismconmes down crashing.
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Anal ytical Marxists devel op nethodol ogi cal i ndividual -
ismas a counter to functionalist or teleological explanations,
which they argue, vitiate Marxist discourse. As nentioned above
they are of the opinion that only explanation of the phenonenon
in terns of individuals actions, beliefs, goals can overcone the
fallacies of functionalist analysis. It is in this context they
j uxt apose met hodol ogi cal individualism to nethodol ogi cal collec-
tivism It cannot be said that nere enbracing of nethodol ogica
collectivism (it is doubtful as to how far Marxian explanations
can be nmade to fit within the narrow confines of methodological
collectivism for Marx while recognizes the inpact of the materi-
al conditions/collectism, he also recognizes the relative inde-
pendence of the individual to act on the material conditions and
change them (Keive, 1983, p.56), automatically |leads to function-
alist or technological individualism or that advocates of the
latter are incapable of making errors of a functionalist Kkind.
(Hodgson, 1986, p.215). Though it is understood that functional-
I st explanations |lead to nmechanical application of Marx's materi -
alist analysis, it is doubtful whether Analytical Marxists'
nmet hodol ogi cal individualism can do away with these shortcom ngs
as they thenselves attribute to individuals' -rational' actions

qguest i onabl e i nportance.

Anot her hallmark of Analytical Marxists analysis is
their conplete reliance on nathenmatical nodels of the rationa

choi ce ki nd. In their opinion only these nodels could do away
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with anbiguity and vagueness of the Marxist analysis and could
infuse regiour into it. One should acknow edge the place of the
nodel s as analytical tools in renoving inconsistency. At the
same tinme one should not be blind to their arbitrary use. Their
social and historical conditions, to which these nodels are
addressed, should be kept in mnd. Thi s becones crucial when we
| ook at the nodels enployed by Anal ytical Marxists. As Lebowitz
enphasi zes, "a gane theoretic approach is itself cannot be said
to be inconsistent with Mrxism and Analytical Marxism the
central issue is the nature of the problematic w thin which such
techni ques are enpl oyed® (1988, p.198). Wen we exam ne the way
nodel s are used by Anal ytical Marxists, particularly by Roemer in
his generation of dass Exploitation Correspondence Principle
(CECP) one will be struck by the arbitrary and ahistorical nature
of these nodels. Though Roener designated the first nodel as a
pre-capitalist subsistence econony, in fact it consisted of the
el enents of a capitalist econony. According to Roenmer hinself it
was the market which nediated flows within the pre-capitalist
econony. This market nechanism resenbles capitalist economc
functioning, but not that of the pre-capitalist subsistence
econony. Though one can say that nmarkets were also present in
the pre-capitalist econony they did not have the nmediatory role,
which was the case with capitalist econony. In other words
through this nodel Roener attributed to pre-capitalist subsist-
ence econony the characteristics which are the desideratum of
the capitalist econony. The introduction of hiring and selling
of wage |abour, a manifestation of the capitalist relations of

production, into the nodel did not alter the nature of the nodel;
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it continued to be pre-capitalist. Simlar is the case wth
credit market. Cedit market exist in different forns in differ-
ent nodes of production. When Roemer introduced credit market
into his pre-capitalist econony nodel, he did not specify its
nature. These instances clearly show that through these nodels,
on which Analytical Marxists largely rely, Roemer attributed
characteristics to capitalismwhich did not belong to it. Natu-
rally the outcone would be sonmething that has little to do with
the capitalist econony. In this exercise, nodels, instead of

hel ping to unravel reality, are only obscuring it.

Roener defended the use of his nodels saying that an
attack against the use of nodels was an attack agai nst the use of
abstraction in social sciences. He also claimed that his analy-
sis had been done at the level of abstraction at which Mrx's
val ue theory was custonmarily perforned. This only makes a nock-
ery of Marx's nethod of abstraction. It is to be noted that the
abstraction in Marx's nethod was not a nere nental construction,
but a result of real social process, a product of historically
specific relations of production. In this regard Marx wote,
“"Although the sinpler category, therefore, may have existed
historically before the nore concrete category, its conplete
intensive and extensive devel opnent can nevertheless occur in a
conpl ex social formation," and "even the nost abstract catego-
ries, despite their validity in all epochs - precisely because
they are abstractions - are equally a product of historical
conditions even in the specific form of abstractions, and they

retain the full validity only for and within the framework of
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these conditions" (1970, p.209-210). |In other words abstrac-
tions energe from concrete, naterial conditions and hold good
only within these limts. Smlarly K eve argued, "this problem
does not vanish by arguing that we are dealing wth a high |eve

of analytical abstraction. Such an argunment fundanmentally m sun-
derstands the nature and functions of abstraction in Mrx's
net hod, which, at the very least, has nothing to do with factor-
ing out or successively renoving the determnate elenents of
concrete social reality... it is valid to construct nodels in
which the wunessential or non-determnate elenents have been
renoved, but what counts as essential is not arbitrary - or meth-

odol ogically derived - but dictated by the objective conditions
of social reality. Anything else would be abstract in the nega-

tive sense of being nerely a partial, and therefore inconplete
and onesi ded" (1986, p.563). (Qpposed to these, as is evident

from the above exam nation of nodels enployed by Roemer it comes
out clearly that his abstractions were onesided and arbitrary and
did not have their roots in concrete social reality. Roemer's
abstractions came fromrationality, arbitrarily attributed to the
i ndividual, who became, wth Analytical Mrxits the atom of

analysis. This individual is severed fromhis social and histor-

ical noorings. As a result of this it can be unequivocally
stated that, contrary to Roemer's contention his nethod of ab-

straction had got nothing to do with Marx's nethod in general and

Mar x' s method of abstraction in particular.

The above examnation of Analytical Marxism clearly

shows that it had very little in common with Marx's analysis. In
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the way they enphasised the role of the individual in the expla-
nati on of social phenonenon and in the way they highlighted the
anal ytical nethods of analysis Analytical Mrxists stood quite
opposed to Marx. This nethod, being inherently static, is inca-
pabl e of addressing itself to Marx's concern: the examnation of

| aws of notion of nodern society.

Labour Theory of Val ue;

Before this chapter is ended a few words about Marx's
theory of value are needed. The value of a commodity, in Marx's
analysis, is determined by the socially necessary |abour tine
required for its production. To put it in Marx's words, "we see
then that that which determnes the value of any article is the
anmount of |abour socially necessary, or the labour tinme socially
necessary for its production. Each individual commodity, in this
connection, is to be considered as an average sanple of its
cl ass. Commodities, therefore, in which equal quantities of
| abour are enbodied, or which can be produced in the same tine,
have the sane value. The value one commodity is to the val ue of
any other, as the labourtine necessary for the production of one
Is to that necessary for the production of the other. As val ues,
all commodities are only definite nmasses of congeal ed | abourti ne"
(1954, p.47). Wile analyzing the nature of the cormodities, and
source and neasure of value Marx distingui shed between use-val ue
and exchange-val ue of the comuodities. This use-value and ex-
change-val ue constitutes the double nature of the comodities.
Soci ally necessary |abour-tinme enbodied in a conmodity determ ned

Its exchange val ue.
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Marx argued that though use value was necessary for a
comodity, yet it did not determne the exchange-val ue (1975,
p.44) . Use-value of a commodity only plays the role of enbodi-
nment of exchange val ue. The value of each is externalized in the
use-val ue of the other commodity. But this aspect had cone under
severe attack from Bohm-Bawerk (1966) and still latter from Ana-
lytical Marxists who argued that wuse-value itself could be a
source and substance of value instead of labour. Here it is to
be pointed out that while use-value or concrete |abour reflects
the technical nature, exchange-value or abstract |abour reflects
the social nature of the comobdities. Value being a nanifesta-
tion of social relations, social nature of the commodities wll
be nore relevant for its determnation. Because of the nature of
capitalist process of production, Marx explained that, the use
value played a newrole. It was turning into the form of appear-
ance of the commodity-value, thus of its own opposite. Simlar-
ly, the concrete, useful |abour contained in the use-val ue turned
Its own opposite to becone a form of realization of abstract
human | abour. Thus the two opposing determnations of the com
nodity instead of falling apart are reflected against one anoth-
er. (1970, p.209-210). Besides this the historical specificity
of the category of value does away use-value as determ nant of
val ue. Regarding this aspect Marx comrented, "This [use-val ue]
is its material side which the nost desperate epochs of produc-
tion may have in common, and whose examnation therefore lies

beyond political economy" (1973, p.881).
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Refl ecting the double nature of the comuodities, |abour
is also characterized by a double nature: concrete |abour and
abstract |abour. Wile concrete |abour stands for specific kinds
of |abour, e.g., spinning, weaving and tailoring; abstract |abour
stands for general or universal |abour where concrete forns of
| abour are abstracted from It is the abstract |abour, a result
of commensuration of the concrete, heterogeneous |abour to hono-

geneous, social [|abour through exchange, which forns the sub-

stance of value. In the capitalist production |abour is not only
useful |abour, but also value-creating |abour. Wiile concrete
| abour stands for useful |abour, abstract [abour stands for
val ue-creating | abour. This abstract labour is a determnate

social form of |abour which is peculiar to capitalist relations
of production. In the capitalist econony |abour is not directly
social, but private autononous | abour. It is through the ex-
change of commodities as congealed Ilabour tine that private
| abour 1is transformed into social abstract |abour. That is
abstract labour is the emerging result of the capitalist comuodi -
ty exchange process. Those who argued the need to take use-val ue
as the source of value presuned that Marx, as opposed to use-
val ue, chose |abour on the basis of an elimnation process. This
is contrary to Marx's practice. As enphasized by Chris Arthur,
"The transformation of the various concrete |abours into honoge-
neous abstract |abour occurs as a social process, as opposed to a
process occurring in individual heads" (1979b, p.102). Abstract
|abour is not a sinple conceptual resultant of a variety of

concrete types of |abour. Though at times abstract |abour ap-
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pears to be a simple, universal and extrenely old category, it is
in fact a crucial outcone of the notion of nodern society. It is
as nodern as the capitalist relation of production which gave
rise to it. Because of the capitalist relations of production
and its corresponding exchange and distribution, Iabour has
ceased to be tied as an attribute to a particular individual and
has becone general, universal source of value. (Mrx, 1970,

p.209-211).

The | abour theory of value is specific to the capital-
ist node of production. It is not a transhistorical or ahisto-
ricl category. This indeed explains Marx's argument that each
node of production is characterized by its own |laws of produc-
tion, distribution and exchange. Marx wote thus, "the full
devel opnment of the |aw of value presupposes a society in which
| arge-scale production and free conpetition abstain, in other
wor ds, nodern bourgeois society" (1970, p.60). The energence of
the |abour theory of value presupposes capitalist relations of
production, and distribution and exchange based on these rela-
tions of production. The law of value represents particular
relations of production, hence particular nmode of production and
particular form of society. It was for this reason that Marx
subjected the classical economsts like Smth and Rcardo to
scathing criticism for applying the law of value to all forns of
societies irrespective of the relations of production. Mar x
accordingly enphasi zed, "exchange-val ue, presupposes popul ation,
a popul ati on noreover which produces under definite conditions,

as well as a distinct kind of famly, or community, or state,

53



etc. Exchange-val ue cannot exist except as an abstract, unilat-
eral relation of an already existing concrete organic whole"

(1970. p.20s6) .

Price is the form that value takes in the sphere of
circulation. While value is the content or essence, price is the
apparent form of value on the surface of capitalist economy. The
relation between prices and values is not a linear one, but
dialectical. Prices, Mirx explains, are to be derived by stages
from val ues by establishing essential |inks between them As,
besi des the sphere of production, the sphere of circulation also
enters in the determnation of pricers, it appears that prices
tend to deviate fromvalues. This deviation in no way disproves
Marx's theory of value. This only shows the contradictory nature
of the capitalist econony. The determnation of prices is based
on the determnation of values. But because of the interaction
of the sphere of circulation, new determnants enter into it.
Marx described the relation between prices and values thus:
"Market value equates itself with real value by neans of its
constant oscillations, never by neans of an equation wth real
value as if the latter were a third party, but rather by neans of
constant non-equation of itself" (1973, p.137). Marx's contri bu-
tion to the theory of value lies not in concealing the contradic-
tions, but in revealing them not in succunbing to fetishism but
in exposing it. Those who see only inconsistency in Marx's val ue
theory fail to see that in reality it brings to light the incon-

sistency that is inherent to the capitalist node of production.
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conclusion

It is the nmethod that distinguishes critics like the
Sraffians, the Analytical Marxists and Morishima on the one hand,
and Marx on the other. The critics in their attenpts to confer
citizenship in scientific economics' on Marx's economcs, set
aside Marx's naterialist dialectics. The critics are of the
opinion that Marx's economc analysis is replete wth contradic-
tions and this is because of Marx's reliance on dialectics. But,
contrary to the contentions of the critics, Mirx's analysis
instead of being bedevilled with the contradictions, highlights
the contradictions that characterise the capitalist econony.
Marx, with the help of dialectics, brings into picture the his-
torical specificity of the phenonena as well as the categories
used to conprehend that phenonena. This comes out clearly in

Marx' s anal ysi s of val ue.
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Not es

See Prabhat Patnaik (1984) for a detailed presentation of
bour geoi s econom sts reception of Marx and his ideas.
Cerstein wites, "There has been recently a growi ng aware-
ness that the domnant economc nodels of the post-war
period nust be rejected. This awareness is marked by a
search for theories that will better take into account and
explain the realities of the contenporary capitalist world
econony; realities that include, to nane only a representa-
tive few, nonetary crises, inflation, increased |evels of
unenpl oynent, and nore open international capitalist conpe-
tition, as well as the growing political strength of conmu-
nist parties and a not yet conpleted series of political
real i gnnments working out the new power realations that were
made manifest by the defeat of the United States in South
east Asia", and "for the left the renewal of econom c theory
involves a critical rejection of recent nodels in favour of
a return to Marx's critique of political econony" (1976,

p.244-245) .

Marshal | writes, "Ricardo's theory of cost of production in
relation to value occupies so inportant a place in the
history of economcs that any msunderstanging as to its
real character nust necessarily be very mschievous... he
[Ricardo] regarded cost of production as dependent - not as

Marx asserted him to have done on the nere quantity of
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| abour used up in production, but - on the quality as well
as quantity of that |abour; together with the anount of
stored up capital needed to aid labour, and the length of

time during which such aid was invoked" (1962, p.416-417)

Referring to the decline in inportance given to the concept
of effective demand since Ricardo's tine, Keynes wites, "It
could only live on furtively, below the surface, in the
underworl ds of Karl Marx, Silvio Gassel or Mjor Douglas"
(1973, p.32) .

Sanuel son considers Marx "from the view point of pure eco-
nomc theory... a mnor post-R cardian. . . a not uninterest-

ing precursor of Leontief's input-output” (1967, p.616)

"Bditorial", Social Scientist, 1983

Vol .12, No.6, p.1

The nonenclature itself led to a row Bandyopadhyay (1984)
denounced being called neo-Ricardian and preferred to be
called post-Sraffa Marxi st. Hodgson (1977) presented a
list of reasons as to why they should not be called neo-
Ri cardians. Dobb (1975) also terned the meani ng as pejora-

tive.

Arun Bose comments as, "Marx hinself was what Robert Sol ow

has called a 'methodological opportunist" (1985.p.2226).

Lenin, V.l. 1974, State and Revol ution, Collected works.

Vol . 25, p.405.
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8.

The presentation here to a considerable extent depends on
the witings of Kieve (1983), smith (1986), and Boger

(1991).

"In bourgeois society the commodity form of the product of
| abour - or the value-formof the comodity - is the econom

IC cell-form." (Marx 1954.p.19)

"The node of production in which the product takes the form
of a coomodity, or is produced directly for exchange, is the
nost general and nost enbryonic form of bourgeois produc-

tion." (Marx, 1954,p.86).

"Under commodity production, based on the private ownership
of the means of production, production relations appear not
as relations between the people involved, but as relations
between the products of their 1labour, relations between
t hi ngs. The thing, the product of |abour, becomes the
vehicle for people's relations of production. This nanifes-
tation of production relations is also typical of capitalist
society, since capitalism pressure the comodity form of
production. The exchange of comodities, Lenin pointed out,
iIs the "nost ordinary and fundanental, nost comon and
everyday relation of bourgeois (comodity) society." That
is why an anal ysis of commodity production (as of capitali st
production) mnust begin with an analysis of the sinplest
relation - an exchange of commodities in which the individu-

al comodity acts as the vehicle of these relations."
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10.

Af ansyev, L. et al, 1974. The Political Econony of Capi

talism, Moscow, Progress Publishers p.29.

A “commodity' should be distinguished from a "good'.
Commodity represents both use-val ue and exchange val ue while
a good represents use-value only. A good becones a comod-

ity only when it is directly produced for sale/exchange

rather than for self-consumption.

This issue will be further dealt with in chapter - 3.
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CHAPTER - 2

SORCE OF PRCEIT

The source of profit has beconme one of the contentious

Issues in the debate that engul fed Marxi an economcs for the |ast
three decadesl. Sone econom sts stood by Marx in saying that the
source of profit could be found only in the exploitation of wage
| abourers in the production process; while others countered it by
saying that wage |abour as a commobdity was in no way unigue to
warrant such an explanation and that any other commodity, in the
surplus producing econony, was capable of producing surplus.
Ghers went to the extent of bringing into the picture the
i nherent productivity of capital, capital as a tool/good and not

as a relation, and the role of the capitalist.

The relations of production in capitalism are repre-
sented Py the capitalists owning neans of production on the one
side and the “free' wage |abourers on the other side. In this
system wage | abourer is 'free' in double sense: wage |abourer is
"free' (alienated) fromthe neans of production, and he/she is
"free' to sell his/her labour to any capitalist. A the same
time, wage |abourers cannot work for thenselves, they have to
work for the capitalists who control the conditions of produc-
tion. The capitalists use the |abour of these wage |abourers in
the production process, and at end of the circuit receive revenue
inthe formof profit, over and above the costs incurred. It s

wth the origin of this profit that we are concerned.
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Profit is the formthat surplus value takes on the
surface of the capitalist econony. This form of surplus val ue,
profit, evolves as a necessary outgrowh of the capitalist eco-
nomic process, as a result of the inversion of the subject and
object (Marx. 1959,p.45), as a manifestation of the fetish nature
of its econom c process. Wiile surplus value is the
essence/content, profit is the appearance/form The source of
profit would be the sane as that of the surplus value, as former
is only the phenonmenal formof the latter. The way profit is
cal cul ated conceals its source. As Marx represents, "the profit,
such as it 1is represented here, is thus the same as surplus
value, only in a nystified formthat is neverthel ess a necessary
outgrow h of the capitalist nmode of production. The genesis of
the nutation of values that occurs in the course of the produc-
tion process, nust be transferred fromthe variable portion of
the capital to the total capital, because there is no apparent
di stinction between constant and variable capital in the assuned
formation of the cost-price. Because at one pole the price of
| abour - power assunes the transmuted form of wages, surplus value
appears at the opposite pole in the transmuted form of profit”
(1959,p.36). Disguised as profit, the source of surplus value is

conpl etely conceal ed. Marx, in his analysis, demystifies the

sourée of profit and highlights the exploitation of |abour in the

production process as the source of surplus value and profit.

The apparent form of capitalist production as well as

exchange process gives the inpression that profit is the result
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of excess of selling price over cost price, i.e., the profit
energes as a result of exchange of commodities in the circulation
process. As a result, the sphere of production is left out of
consi derati on. Marx says, "in reality (i.e., in the world of
phenonena) the matter is reversed. Surplus value is given, but
given as an excess of the selling price of the conmodity over its
cost price, and it remains a nystery where this surplus originat-
ed - fromthe exploitation of labour in the process of production
or fromoutwitting the purchaser in the process of circulation or
from both" (1959,p.47). The surplus cannot be produced in the
sphere of circulation by selling coomodities over and above its
value, for this would only lead to the cancellation of the sur-
plus of one person by the deficit of another, and as a result
there would be no real surplus. In the exchange process, 1i.e.,
in the sphere of circulation, commodities are exchanged for
noney, or in sone cases for other comodities. Wsually this
circuit is represented as c-M-C, where comodities are exchanged
for noney, and that noney is used to obtain other commodities.
In this exchange, there is nothing but a change in the form of
the coomodities. This change of form does not involve any change
In the magnitude of value. As such, exchange is not a nethod for
creating surplus value, and therefore, the sphere of «circulation
is not the place where surplus value is created. As Marx ex-
plains, "so far therefore as the circulation of comodities
effects a change in the formalone of their values, and is free
fromdi sturbing influences, it nust be exchange of equival ents",
and exchange of equivalents is "no nethod for increasing value"

(1954,p.156). Even when non-equivalents are exchanged, 1i.e.,
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when commodities are sold above their values or comodities are
bought below their values, it cannot be said that surplus value
is created in the sphere of circulation. When non-equi val ents
are exchanged, the values that are already created in the produc-
tion process are only redistributed, and after the circulation
total value created in the econony remain the same w thout any
addition. In this regard Marx wites, "turn and tw st as we nay,
the fact remains unaltered. |If equivalents are exchanged, no
surplus value results, and if non-equivalents are exchanged,
still no surplus value. Grculation or the exchange of comuodi -
ties, begets no value" (1954, p.161). The capitalist buys com
nodities at their value and still extracts surplus at the end. To
understand the energence of surplus, one needs to examne the
sphere of production which intervenes in the buying and selling
of the commodities by the capitalist. Surplus is produced in the
sphere of production and is realised in the sphere of circula-
tion. This realisation of surplus value in the sphere of circu-
lation gives the false inpression that circulation is the source

of surplus val ue.

Al parts of capital, in the process of production, do
not give rise to surplus value. It is the variable portion of
capital spent on wage |abour which leads to surplus production.
But the way profit is calculated |leads to the m sconception that
all parts of capital equally cause the surplus production. As
the rate of profit is calculated as the ratio of surplus value to
the total capital, that is, different elenments of value consist-

ing of neans of production and |abour which formthe cost-price,
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it appears that surplus value springs equally from different
parts of the capital. Denystifying this false conception, Marx

wites, "surplus value, as posited by capital itself and measured

by its quantitative relation to the total value of the capital,
is profit. Living |abour, as appropriated and absorbed by capi-
tal, appears as capitals own vital power; its self-reprbducing
power, additionally nodified by its own novenent, by circwlation,
and by the tine belonging to its own novenent, circulation tine.
ly by distinguishing itself as presupposed value from itself as
posited value is capital posited as self-perenniating and nmnulti-
plying value. Since capital enters wholly into production, and
since, as capital, its various conponent parts are only fornmally
distinct fromone another, are equally suns of value, it follows
that the positing of value appears to be equally inherent in
them Furthernore, since the part of the capital which exchanges

for |abour acts productively only in so far as the other parts of

capital are posited together with it - and since the relation of

this productivity is conditioned by the nagnitude of the value
etc., the various relations of these parts to one another (as
fixed capital etc.) - it follows that the positing of surplus
value, of profit, appears to be determned by all parts of capi-
tal equally. Because on one side the conditions of [|abour are
posited as objective conmponent parts of the capital, on the other
side |abour itself is posited as activity incorporated in it, the
entire |abour process appears as capital's own process and the
positing of surplus value as its own product, whose nmagnitude 1is
therefore also not neasured by the surplus |abour which it com

pels the workers to do, but rather as a magnified productivity
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which it lends to |labour"” (1973, p.822). The way profit is
treated, in the capitalist node of production, nystifies its
source. The constant capital provides the variable capital wth
the conditions of production through instrunents of |abour and
obj ects of [|abour. Wthout these conditions of production,
variable capital cannot lead to the production of surplus val ue.
Wthout the active intervention of variable capital spent on wage
| abour, constant capital meant for conditions of production will
remain idle. It is the conbination of both of themin the pro-
duction process that posits surplus value. As the profit is
derived fromdistributing the surplus produced in the production
process to all units of capital according to their proportional

magnitude, it gives false inpression that all elenents of capita

equal |y cause the surplus.

The way distribution is treated under the «capitalist
relations of production also nystifies the source of profit.
Under the capitalist relations of production, profit "appears to
originate fromhidden qualities inherent in capital itself. The
trinity formula of distribution relations: capital-profit, |and-
rent and | abourer-wage testifies to the nystery that clouds the
source of profit. Because of this it appears that profit arises
from capital, rent fromland and wages from | abourer. But here
it is to be noted that capital stands for the relations of pro-
duction particular to the capitalist node of production under
which capitalist extorts surplus fromthe I abourer in the produc-
tion process. Ownership of land is shown to lead to rent, i.e.,

inorganic nature is shown to cause production of value. In the
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like manner labour is divested of its very social form Mar x
wites, "In capital-profit, or still better capital-interest,
| and-rent, |abour-wages, in this economc trinity represented as
the connection between the component parts of value and wealth in
general and its source, we have the conplete mystification of the
capitalist node of production, the conversion of social relations
into things, the direct coal escence of the mnaterial production
relations with their historical and social determnation. It s
an enchanted, perverted, topsy- turvy world, in which Mnsieur |a
Capital and Madam la Terra do their ghost walking as socia

characters and at the sane tinme directly as nere things" (1959,

p.830). The necessity is to tear the shroud of nystery that
surrounds the production of profit. Aong with the role played
by the sphere of production, it has to be shown that even wthin
the sphere of production it is the exploitation of wage |abour by
the capitalist under the capitalist relations of production which
leads to the energence of surplus, which in turn takes the form

of profit.

Expl oi tati on means naki ng gains or reaping benefits at
the expense of others. Exploitation of |abour refers to the
extraction of surplus |abour by the exploting class where by the
| abouring or exploited class is nade to work over and above that
needed to produce necessities of the labouring class. Though the
exploitation of |abour is common to al class societies, the form
it takes differs fromone class society to another. In the case
of the slave and feudal societies exploitation of |abour is

visible on the surface. But in the case of capitalist society
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this exploitation is conceal ed behind the exchange rel ations.

Marx wites, "the fundanental |aw of capitalist conpe-
tition, which political econony had not hitherto grasped, the |aw
which regulates the general rate of profit and the so-called
prices of production determned by it, rests... on this differ-
ence between the value and cost price of commobdities, and the
resulting possibility of selling a commodity at a profit under
its value" (1959, p.37). Here the cost price of the comuodity
consi sts of the expenditure on constant capital 'c' and variable
capital 'v' where constant capital refers to neans of production,
both instrunents of |abour and objects of |abour; in other words,
capital goods and raw materials, and variable capital refers to
the expenditure on the purchase of |abour power, i.e., wages.
The val ue of the comodity then constitutes of constant capital,
variable capital and the surplus value, 's' added to it, i.e.,
C+V+S, The difference between the value and cost price of the
comodity is the surplus value added to the latter in the process
of production. Marx explained the energence of the surplus wth
the help of circuit of noney capital: M-c-M'. Here Mstands for
the initial capital with which circuit starts, c¢ stands for the
| abour - power and nmeans of production bought with the M for the
production process, M' stands for the new capital at the end of
this circuit, which includes both M the initial capital and AM
the newy added capital. The newy added capital /A Mis nothing
but the surplus produced in the production process. Marx  ex-
plains that this surplus is the result of exploitation of |abour

in the production process. He explains that |abour power has the
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pecul i ar character of producing over and above what is needed to
reproduce it, i.e., the capacity to produce over and above its
val ue. The | abourer, the seller of |abour-power, like the seller
of any other commodity, receives its exchange value and parts
with its use value. It is this use-value which nmatters for the
capitalist because of its capacity to produce nore than its
exchange val ue. As Marx wites, "the past labour that is em
bodied in the |abour-power and the living laborer that it can
call into action, the daily cost of maintaining it, and its daily
expenditure in work, are two totally different things". Again,
“what really influenced him (capitalist) was the specific use-
value which this commodity possesses of being a source not only
of value, but of nore value than it has itself" (1954, p.188).
As Marx explains, the possibility of the production of surplus
value in the sphere of production becones reality with the ap-
pearance of |abour-power as a comodity and the |abourer as its
owner/agent on the market. It is the exploitation of |abourer in
the production process through the use of its |abour-power which
gives rise to the production of surplus. Wthout the presence of
the wunique commodity "~ labour-power' and its exploitation by the
capitalist in the production process, it is not possible to
account for the enmergence of the surplus value and profit in the

capitalist econony.

Capital signifies relation of production. Capi t al
only exists in relation to non-capital, the negation of capital;

wthout this relation capital cannot exist. |In this relation
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non-capital is wage-labour. Capital can exist only in its rela-
tion to wage-labour. Further, this relation obtains its fullness

only when | abour-power appears as a commodity in the market, a

commodity which, |ike any other commodity, has use-value and
exchange- val ue. For this phenonenon to surface | abourer has to
be alienated fromthe conditions of production. In this rela-
tion, |abour exists as non-objectified |abour, excluded from

obj ective wealth. Labour does not appear as an object, but as an
activity, an activity as the living source of value. This nature
of labour is the necessary part of the capitalist relations of
production where capital buys |abour-power as any other comodity
and obtains the benefits of its use-value. As Marx expresses,
"it is not at all contradictory, or, rather, the in-every-way

mutual ly contradictory statenents that |abour is absolute poverty

as object, on one side, and is, on the other side, the general

possibility of wealth as subject and as activity, are reciprocal-

ly determined and follow fromthe essence of |abour, such as it

I's presupposed by capital as its contradiction and as its contra-

dictory being, and such as it, in turn, presupposes capital"

(1973, p.296).

The distinction between sinple exchange of commodities
and exchange between capital and |abour shows the unique nature
of the commodity, |abour-power and the origin of surplus value
and profit. The exchange between capital and | abour splits into
two processes which are qualitatively different and contradicto-
ry. The wage |abourer sells his/her commodity for a specific ex-

change value or price, while the capitalist obtains |abour-power
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and hence |abour as value creating activity, the productive
force which preserves and nultiplies capital. This process
instead of coining to an end with the consumption of the comuodity
of | abour-power, extends further. |In this exchange the two proc-
esses - sale and purchase of |abour power, and its utilisation -
can take place at different tines. In contrast to this, in
sinpl e exchange of commodities, this double process does not take
pl ace, and also the nature of the process is conpletely differ-
ent . Mar x descri bed the distinction between the two processes:
“In sinple exchange, circulation, this double process does not
take pl ace. If coomodity A is exchanged for noney B, and the
latter then for the commodity ¢, which is destined to be consuned
- the original object of the exchange, for A - then the using-up
of commodity C its consunption, falls entirely outside circula-
tion; is irrelevant to the formof the relation; Ilies beyond
circulation itself, and is of purely physical interest, express-
ing no nore than the relation of the individual A in his natura

quality to an object of his individual need. Wat he does wth
commodity C is a question which belongs outside the economc

rel ation. Here, by contrast, the use value of that which is

exchanged for noney appears as a particular economc relation,

and the specific utilisation of that which is exchanged for noney

forns the ultimate aimof both processes. Therefore, this is

already a distinction of form between the exchange of capital and

I'abour, and sinple exchange - the different processes. [If we now

further 1inquire how the exchange between capital and |[|abour is
different in content from sinple exchange (circulation), then we

find that this difference does not arise out of an external
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connection or equation; but rather that, in the totality of the
| atter process, the second form distinguishes itself from the
first, in that this equation is itself conprised wthin it. The
difference between the second act and the first - note that the
particular process of the appropriation of |abour by capital is
the second act - is exactly the difference between the exchange
of capital and |abour, and exchange between comodities as it is

nediated by noney. |In the exchange between capital and | abour,

the first act is an exchange, falls entirely wthin ordinary

circulation; the second is a process qualitatively different from

exchange, and only by msuse could it have been called any sort

of exchange at all. It stands directly opposite exchange; essen-

tially different category" (1973, p.274-5). |In the sinple circu-
lation, process cones to an end with the consunption of the
comodities. |In the case of exchange between capital and | abour,
the consunption of |abour-power by the capitalist leads to the
transformation of value. |In the exchange between capital and

labour, the |abourer obtains exchange val ue of the | abour-power

sol d. Wth this value the | abourer gets comodities whose use-
val ue ends with consunption. |In the hands of the |abourer noney
appears as a nediumof circulation. In the case of the capital-

ist, in exchange for noney or exchange val ue he/ she obtains use-
val ue, 'Iabour, which creates wealth. 1In the hands of the capi-
talist, noney appears as a nedium of accunul ation. Wile the
| abourer goes through the formc-M-C in the exchange process, the

capitalist goes through mM-c-M'.

A commodity has only exchange value to its producer;
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It does not stand as use value to himlher. It is a use value
only to the buyer. "The use-value of a thing does not concern
its seller, but only its buyer' (Marx, 1954, p.89). The sanme is

the case wth the comodity |abour-power. For the [|abourer it

has only exchange value. It is a use value for the capitalist
(Marx, 1973, p.307). It is this use value which nmakes all the
di f f erence. As | abour-power is only exchange val ue but not use

value for the labourer, it is no nore productive of wealth for
hi mi her. The exchange-value of a commodity is determned before
its circulation. So is the case with |abour-power. The exchange
value of |abour-power is determned before its exchange wth
capital. It enters circulation as a predetermned val ue. The
exchange value of [|abour-power is not determned by its use
val ue, but by the cost of its production. |In return for |abour-
power, the |abourer gets a definite amount of val ue. Thr ough
this exchange the |abourer cannot enrich himself/herself. 1In
opposition to this, capitalist gets |abour-power as use val ue,
living | abour capable of producing nore wealth. As the |abourer
forgoes his/her own creative power, the capitalist appropriates
it. Labour becones productive in the process of creating its own

opposite, capital.

The origin of surplus value, it appears, cones into
contradiction wth universal law of capitalist production, the
law of val ue: Sur pl us val ue energes even when comodities are

exchanged at their values. |In other words, surplus value is
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extracted wthout <contradicting the fact that commodities ex-
change for one another in proportion to the |abour-tinme congeal ed
in them Mar x described this paradox thus, "It is therefore
Inpossible for capital to be produced by circulation, and it is
equally inpossible for it to originate apart from circul ation.
It nmust have its origin both in circulation and yet .not in circu-
lation. . . The conversion of noney into capital has to be ex-
plained on the basis of the laws that regulate the exchange of
commodities in such a way that the starting point is the exchange
of equival ents. Qur friend, "Moneybags, who as yet is only an
enbryo capitalist, nust buy his commodities at their value, nust

sell themat their value, and yet at the end of the process nust

wthdraw nore value fromcirculation than he threw into it at

starting. Hs developnent into a full-grown capitalist nust take
place, both wthin the sphere of circulation and wthout it.

These are the conditions of the problem (1954, p.163).

The realisation of this phenonenon demands the presence
of certain economcally necessary conditions. For the surplus
value to arise without violating the law of value we nust find
within the sphere of circulation a coomodity whose use value
possesses the peculiar property of being a source of value. This
formulation is a necessary reflection of the contradictory char-
acter of the capitalist production and circulation process. As a
corollary of the capitalist relations of production, |abour-power
appears as that unique comodity capable of producing val ue over
and above than needed to produce or exchange it. Labour-power is

the only coomodity which, at one and the sane tinme, is included
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in the sphere of application of law of value and wthout any
violation of this |aw nakes surplus value, which directly contra-

dicts the law of val ue, both possible and necessary.

Marx's anal ysis of the source of profit has become an
object of intense theoretical debate. Wile sone economsts
attenpted to find the grounds on which Marx's analysis could be
upheld, others tried to show that Marx's analysis of the source
of profit and exploitation of |abour-power is untenable. 1In this
context, we examne the attenpts of Morishima, the Sraffians and

the Analytical Marxists to explain the source of profit.

MORISHIMA'S PRESENTATI ON

Morishima's Fundanental Marxian Theorem [FMT] (1973)
occupies an inportant place in the controversy on the source of
profit. It was said to be the first mathenatically rigorous
attenpt to situate the source of profit in the exploitation of
| abourers. He also clainmed it to be the nost advanced answer to
the questions regarding the reproducibility and expandability of

the capitalist econony (Morishima,1974b, p.614).

Morishima's analysis of FMI may be questioned such that
his conclusions follow tautologically fromhis previous state-
ments and equations, for e.g.

A =/ + A wBlL + ep wBL
[ i
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Nig = AjRy3 + A33WBLj 3 + e/\jyWBLy;

(1973, p.51) where A; stands for value of capital goocds AW tor
value O wage goods, A; and a;, for capital goods used fcfi the two
sectors, wBL for wage goods consuned and e for the rate of sur

pl us val ue/ expl oi tati on.

Basing on the assunption that prices pi and p*! for
capital and wage goods respectively are positive he infers that

capital input and | abour input coefficients:

i Agj

WBLi WBLii

—

are positive.
Fromthis he also infers the positiveness of the output matrix.
Then he nultiplies the obtained output matrix wth value nagni -
tudes A; and Ayy- Here it appears he only substitutes value
magnitudes in the place of price nagnitudes given in equations
(15') and (16') (Morishima,1973, p.53). By taking into consider-
ation the previous descriptive equations (12) and (13) nentioned
earlier he obtains the follow ng expression:

(Aixi+ Aiixii) = Ai(AiXi + Aiixii) - Aii(wBLixi + WBLiiXii)

e(AiinLixi + AiinLiixii) > 0

From this he shows that rate of exploitation is positive. He

describes this to be his FMT.

Morishima claimed that in Mirxian economcs FMM plays
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the role of a bridge connecting the value system and price system
(1973, p.54). But he did not show how it was so, except doing
what Samuelson (1974) described the transformation problemto be:

erasing one equation and witing another equation in its place.

Morishima's FMT conclusion follow fromval ue equations
(122 and (13) and fromprice equations (15), (16), (15') and
(16') which in turn are based on subtle, if not explicit, assunp-
tions. If these assunptions are questioned, the FMI may col -

| apse.

One of Morishima's expressions of FMI that exploitation
of labourers by capitalists is necessary and sufficient for the
exi stence of a price-wage set yielding positive profits is, "It
is found that there exists a set of prices and wage rate fulfill-
ing (15) and (16) if and only if the real wage rate' wis given
such that the rate of exploitation e is positive" (1973, p.53).
Here the presence of two wage concepts within the sane expres-
sion, one to be determned by the other, i.e., the former to be
determned by the latter, provides fertile ground for doubting

the consi stency of FM.

Even after Morishima's | abours, the crux of the problem
remai ns: How to prove the exploitation of |abour when | abour-
power itself has becone a comodity to be sold at its value in
the market and gives the inpression that |abourer gets his worth
and as such there is no unfairness in the exchange between | a-

bourers and capitalists. It nmay be said that Morishima fails in
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demystifying the concepts of profit as well as wage.

H s proof of the converse that when there is exploita-
tibn it i1s possible for all industries to earn positive profits,
Is also similar. It hinges on the positive nunber of as a rela-
tion between price (p) and value (A rmagnitudes. This brings
Morishima's claimregarding the place of FMT in bringing together
value and price systens under clouds. But contrary to his expl a-
nation Morishima's FMI follows fromhis notion of productiveness
and positiveness and on his inplicit stand regarding the trans-

formation where he brings in * o '

According to Morishima's explanations of necessary and
sufficient conditions for the existence of profit (r is positive
if and only if s is positive), which he calls FMI, profit inplies
exploitation and the presence of exploitation makes it possible
for all industries to earn positive profits. This leads to justi -
fy Steedman's (1981la,p.58) commrent that the equations regarding
the relation between surplus and profit runs both ways. As a
result of such a stand in spite of his clains the causation stil
remai ns nebul ous. In the sanme way Morishima does not specify in

what way tine magnitudes and val ue magnitudes are related, for

while he equates the mnimumwage to 1/_ where stands for the
T T

| ength of the maxi num working day, he equates the nmaxi mumwage to

1/, Bwhere « B stands for workers wages in value terns.

Morishima stated the necessary and sufficient condi-
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tions for positive exploitation:

1) Technol ogy has already been developed to such a level that
capital goods or means of production are ‘'productive';
ot herwi se we would have negative val ues.

2) The techniques adopted by industries are so productive that
val ues of wage goods /\ are |low enough to make total value

11
of the means of subsistence less than the maximum [ ength of

the working days.

3) The actual working day T is longer than the necessary | abour

time A, B or in other words, the real wage rate wis |ess
11

than the maximumrate 1/A B (1973, p.545).
11

It is to be noted that these conditions refer only to
the , technical <conditions or relations. In other words these
necessary and sufficient conditions demonstrate the possibility
of the production of surplus (Marx, 1968,p.406). They do not
mention the relations of production. These conditions apply to
any mode of production where production of surplus is possible.
They are in no way peculiar to the capitalist mode of production.
Only the specification of the relations of production between
wage | abourer and capitalist can explain the emergence of profit

in the capitalist mode of production.

But here one is to take note of Morishima's comments on

the structure of his book Marx's Econom cs. He says that the

first 13 chapters contain only mathematical interpretations of

Marx's econom CS. But it is in the 14th chapter that he gives



his own views (1974b,p.388). Then whatever commented upon above
only concerns his interpretation but not his views. In the 14th
chapter of that book Morishima takes fixed capital and joint
products as typical elenents of the econony and tries to apply
Marxi an categories to them After the exam nation, he comes to
the conclusion that Marx's |abour theory of value does not apply
to themand as such his FMI may not be applicable when they are
taken into consideration. It is in this circunstances that he
argues the need to follow Von Neumann's analysis regarding the
fixed capital. He says, "As soon as joint production and choice
of techniques are admtted we nust discard the |abour theory of
value, at least in the formMirx formulated it. So if the con-
cept of value is indispensable for the definition of exploita-
tion, the fundanental MNarxian theoremis not applicable in the
general case of durable capital goods being treated in the Von

Neumann way" (Morishima,1974b, p.615).

In order to save Marx fromthe possibility of being
obliterated, Morishinma enbarks on a rescue operation. He thinks
that Marx's theorem can be solved only if values are defined as
opti num val ues, because if actual values are taken, it nay |ead
to negative values in the presence of fixed capital and joint
products. Whi | e discarding Marx's expl anations, Mrishima com
nments: "like neo-classical economsts, Marx assuned that capita
goods are nall eabl e and autononously evaporate as in radioactive
decay and, hence, his theory of reproduction cannot deal with the
so-called capital age structure problens that arise when capital

goods depreciate continuously and are being replaced in a dis-
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crete way" (1974b, p.615). This equating of Marx wth neo-
classicals is msleading as they enploy totally different concep-
tions of capital. Wile Marx considers capital as a nmanifesta-
tion of relations of production between capitalists and wage
| abourers, neo-classicals treat capital as nmere neans of produc-
tion. Wiile treating fixed capital also Marx's conception of

capital should be kept in mnd. (Marx, 1959, p.74,817-818).

Regarding the |abour theory of value Morishima com-
ments, "Marx used the classical |abour theory of value, not as a
primitive or approxinmately valid theory of conpetitive equilibri-
um prices as it had been used, but to calculate in a purely
technocratic way, the value or the labour tinme directly or indi-
rectly necessary to produce of unit of each comodity"” (1974b
p.614). Here also Mrishima attributes a wong nmeaning to Marx's
| abour theory of value. Marx did not consider, as nade out by
Morishima, values as a technocratic way of calculation, but as
representative of congeal ed social |abour, the concrete | abour
which takes the formof social |abour as a result of capitalist
relations of production where |abour power also beconmes a comuod-
ity to be bought and sold on the market. But because of the
I nversi on of subject and object, because of the fetish nature of
the commodity production the things appear otherw se. Morishina,
without taking these into consideration straightaway describes
Marx's attenpts as a technocratic, which may be correct in the
case of neo-classicals. He carries over this msconception while

presenting or describing Marx's conception of surplus also.
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In the sanme way, Morishima presents three different
definitions of rate of exploitation, claimng their origin in
Marx's works. In his earlier work (Morishima,1973, p.48-51), he
also denonstrated their equality. As the realisation dawns on
himregarding the inapplicability of |abour values, he reconsid-
ers his earlier stance and repudi ates val ue versions of the rate
of exploitation and sticks to physical version of it where he
equates the rate of exploitation to the ratio between surplus
| abour and necessary |labour. Here are sown the seeds of the
comng together of Mrishima and the Sraffians represented by

Steedman (Morishima and Catephores, 1978, p.213).

After settling the description of the rate of exploita-
tion, he plunges headlong into his rescue operation. As nen-
tioned earlier he repudiates actual values as being non-unique
and introduces optinmmvalues. Then he enploys linear program
mng to calculate the mninum | abour time required to produce
consunption goods for the |abourers. Then the m nimsation exer-
cise gives the product which is equal to capital inputs and the
consunption goods which are necessary. There is no provision for
surplus in this exercise. He describes this optimsation of
val ues represented by on whi ch represents necessary |abour only.
This aspect has al so been pointed out by Steedman ( 1976, p.604-
607). He then equates total |abour tinme TNto an. Fromthis he
calculates rate of exploitation as:

0 a o
TN- LX = Lx -Lx

(0] (0]
Lx Lx
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Here the problemis that while one aspect of it is calculated g
actual value terms another part is calculated in optimm valyg
terns. Can the two different nethods be accommpdated in a sing)g

expression of e?

I n juxtaposing actual values and optinmum val ues, Morj._

0
shima writes, "The optinmum operation vector x nmay be different
= a

fromactual one, x . First, in the actual capitalist econony, x
may not be an equilibrium operation vector. Secondly, even if it

Is, those processes which are actually chosen in the state of
equilibrium are processes whose rates of profit are the |[|argest,

but not those which mnimse enploynent of |abour. Thirdly, in
a o]

X , unlike x , processes for the production of |uxury goods and
i nvest ment goods nmay be operated at positive intensities" (1974b,
p.617). It presents many problenms: what does Morishima mean by
m nim sation of |abour enployed or to calculate |abour necessary
to produce | abourers subsistence consunption ? In the context of
the above passage the choice appears to be the forner. If it is
so this further contradicts Marx's presentation. In the context
of socially necessary |abour tinme the mninmm|abour power em”
pl oyed provides along with necessary Iabour,-surplus | abour also-
But in Morishima's mnimsation problem surplus does not appear-

Even in the extract of Marx cited by Mrishima, Mrx clearly

explains that |abour-power gives rise to both necessary an¢

surplus | abour. In order to take account of the surplu?
a

Mori shinma has to enploy actual values Lx . Then, one is |left ir

confusion as to why Mrishim juxtaposes two value systemg’
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Agai n, Morishima presents maxi msation of profit and m nimsation
of |abour as two opposite forces or trends. As noted by Shaikh
(1978) and others, the capitalist production and circulation
process aimboth at nmaximsation of profits and mnimsation of

| abour or cheapeni ng of value of the product.

After defining the rate of exploitation, Morishinm
tries to generalise FMI to the conditions where fixed capital and
joint products are present. Initially he defines profitability
and expandability conditions. After that he states the assunp-
tions that |abour is indispensable for this production of consum
er goods and for the econony to grow, and that when workers are
paid no wages capitalists are guaranteed positive profits. Her e
it appears that what is to be proved is already assuned. The
assunption regarding wages and profits also inplicitly states an

I nverse relationship between them

In proving the lemma that the rate of exploitation 1is
positive (e>0) inplies that rate of profit is positive (r>0) the

follow ng equations are derived:

w (0] w (@] A\ (o] w (@] \% (o}
1) P Ax + (l+e)P DLx <P Bx —<(I+4r)(P Ax + P DLx )

w (o] w (o] w (o]
2) ep DLx <r(p Ax + p DLx ) (1974b,p.620)
VWhen this is conpared to the earlier exercise (1973) it is diffi-
cult to figure out any inmprovement. Though Morishima clainms that
in the new version value categories are not used, on close exam -
nation this proves to be wrong. |In the earlier exercise (1973)

positiveness of prices, input coefficients and output magnitudes
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were stated. Then after substituting value nmagnitudes for price
magnitudes and using the given description of value equations,
the rate of exploitation as the basis of rate of profit was
derived. In the present exercise also left side conponents are
inplicitly derived fromval ue nmagnitudes. Fromthe given proof

it isdfficult to make out causati on.

Morishima also says: "It does not require the concept
of ‘actual values' because the rate of exploitation is defined in

terns of the actual enploynent of labour TN and the mninmum
0

enpl oynent Lx necessary to produce the commodities for subsist-

ence, as is shown in formula (3), or in terns of optinmm val ues

0
/A as in formula (6). |In spite of the possible non-uniqueness

of the opti numval ue system the theoremin the latter form is
not anbi guous, because, as has been seen, the rate of exploita-
tion calculated on the basis of the different optinmm value
systens are all equal to the rate of exploitation in terns of the
actual and the m ni num enpl oynent. Thus Marx will not die to-

gether with the |abour theory of value (actual value) as long as

the fundanent al Mar xi an theoremis considered the core of his'

economc theory" (1974b, p.621-2).

In his reply to Sanuel son, Mrishima (1974a) clains to

present a “neutral form'. He states, "Marx regards a and a as
0

technically given and B as biologically given, hence, T can be
*

calculated easily. The theoremthen states that R which satis-
fies (1) 1is positive if and only if T is larger than T. No
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‘mysterious' concepts such as ‘value' or ‘exploitation' or any-
thing else appear in this formof the theorem It gives an
econom cal |y neaningful relationship between T and R " (Mori shi-
ma, 1974a, p.71). This neutral form appears nearer to Sraffian
anal ysi s. In the given equation neither prices nor values ap-
pear . It may be nearer to the Sraffian commodity approach or a

commodity theory of val ue.

He wites, "However, what does the critical value T
stand for ? This question is inportant, especially to Marx be-

cause his contenporaries cannot swallow down the Leontief inverse

-1 *
(I-a) . Probably the only way to make themunderstand T is to
appeal to the labour theory of value, as Marx does" (Morishima,
1974a, p.71). In this statement his contenporaries cannot swal -

low down'. appears simlar to Hodgson's (1980) charge that Marx
was influenced by the then prevailing technol ogy when |abour was
predomnant part, which inplies that Marx resorted to value
anal ysis not because of particular relations of production but
because of the then prevailing technology. Al so while, Morishi-
ma, on the one hand says that value is the socially necessary
| abour tinme, on the other hand he says that there is no el enent
of conpetitive arbitrage. 1Is there no relationship betwen the
way a particular socially necessary labour tine is fornmed and the
conpetition anmong capitalists. He further says, "In Marx, com
petitive arbitrage is exclusively nade in terns of prices, the
wage rates and the profit rates, not in terns of values and the
rates of surplus value at all" (Mrishima, 1974a, p.71). Just
because Marx does not introduce price and related categories
85



until volume 11l of Capital where the process of capitalist
production as a whole is examned, wherein both the process of
production and the process of circulation are correlated it does
not mnean that capitalist conpetition will not enter the value
realm |If conpetition appears only in the realmof circulation,
inthe realmof prices, it nay not be far away from equati ng Marx
W th neo-classicals as was done by Morishima regarding the treat-

ment of fixed capital.

Mrishima further wites, "This fundanental exploita-

tion ratio, i.e., surplus |abour/necessary |abour ratio e comon
L

to all nodes of production based on exploitation, Mirx wanted to
identify in the context of the accounting system based on capi-
talist nmarket" (1978,p.40). For this identification, and to
denystify it Marx relies on value analysis and accordingly em
pl oys value categories. Mrishima quotes Marx as saying, "This
fal se appearance distingui shes wage Tabour from other historica

forns of labour. On the basis of the wage system even the unpaid

| abour seens to be paid Tabour." (1978, p.42). But Morishima
keeps only e and |leaves other explanations of exploitation
L
containing value categories like e and e . Because of this it
P s

is doubtful whether Mrishima can succeed where Marx tri-

unphed : demystification.

PRESENTATI ON BY THE SRAFFI ANS

The question of the source of profit is nearly com

pletely blurred and obscured in the works of Sraffians. Before a
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detailed exam nation is taken up a |ook at Hodgson's analysis of

profit wll be of some help. It appears that Hodgson is vague
about the source or causation of profit. At nany places he
confuses profit or nmass of profit and rate of profit. He starts

with the analysis that "profit cannot be regarded as a residual
el enent” (Hodgson,1982b,p.217). Here he might be having in mnd
the analysis of classical econom sts such as Smith and Ricardo.
But after a few sentences he asserts, "It is nore plausible... to
regard profit as a mark up on costs" (Hodgson,1982b, p.218). The
conception of ‘mark up' as nuch as that of ' residual element'
does not contain any neaning regarding the source of profits.
According to him this mark up theory can be easily accommodat ed
in a Sraffian price theory and accordingly names it as "cost of
production plus profit theory". The question about the where-
abouts of the profit is further conpounded wth his analysis
t hat , in the profit determ nation one of the npbst inportant
elenents is the degree of conpetition along with the firms
control over the market. Accordingly, for him profit 1is the

"expression of relation of power between firnms and individuals in

the systenl (Hodgson,1982b, p.219). This is nore in consonance
with John Roemer's analysis of differential endowrents than wth
Mar x' s anal ysis of exploitation of labour 1in the production
process. Here it is to be noted that the conpetition and hold on
the market can only distribute the already produced profits, but
it Py itself will not. cause profits. Here he appears to have
been confused between the determination of mass of profit and
rate of profit. Also here he appears to have contradicted his

own statenment al beit obliquely when he says, "social relations do

87



not actually produce", (Hodgson,1982b, p.211), if at all we nean
conpetition as an expression of social relations. But his state-
ment in the context he expresses is to be repudiated as it under-
mnes the inportance of the conception of social relations in the
understandi ng of the theory of value and distribution. Though at
a point he nmentions "the possible increase in profits through
increase in productivity" (Hodgson, 1982b, p.218) he did not

el aborate the issue and falls back on mark up theory.

Hodgson's explanation of exploitation is, as stated
earlier, in accordance with uneven initial endowrents and he does
not work out the mechanism of exploitation. This sort of
explanation can be extended to any and every node of production
and alnost fails to capture the specificity of capitalist rela-
tions of production. Though he states that exploitation is
unavoi dabl e under capitalist relations of production, his expla-
nation of its inportance for the theory of distribution is
m ni mal , or even insignificant. He attenpts to explain it
through the concepts of "pre-contractual exploitation' or "bar-

gain exploitation' and post-contractual exploitation' which is

again divided into "corporeal exploitation', "~ authority exploita-
tion.1 and “class exploitation'. The comon thread running
through these concepts is the unequal relationship; in other
words the weakness of |abourer vis-a-vis capitalist. It is need-

less to say that the unequal relationships inpinges on the ex-
pl oi tation, but nmere notation of the unequal initial endownents
by thensel ves do not explain the process of exploitation specific

to a particular node of production. In this regard, Hodgson
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fails to explain the process of exploitation in the capitalist

econony.

“If Marxists are to present a superior theory, they
must, as a pre-condition, stop imagining that existence of
(narrowy defined) exploitation explains the existence of profit.
It does not" (1981b,p.17). SO goes on the criticismby Steedman
whose witings have becone the spearhead of Sraffian attacks on
Marxi an anal ysis. Steedman is not alone in this endeavour. He
Is joined by Hodgson who says, "Surplus-value therefore cannot be
regarded as the proximate cause of profits. The traditiona
account of profit determnation in Marxist theory must be either
recast or abandoned" (1981b, p.77). Fromthis it is clear that

for them production of surplus is of no use in explaining prof-

3
its.

At the sane tine, Steedrman also says that they are not
opposed to the surplus approach: "the physical quantities ap-
proach naturally does not deny that existence of surplus |abour”
(ibid). The main drawback of this analysis is that they directly
identify profit and surplus value. They do not consider profit
as the devel oped fromthat surplus product takes in the capital-
ist node of production. They do not treat surplus value as the
essence which takes the apparent formof profits on the surface
of the capitalist econony. They conpletely keep aside the con-

tradiction between the essence and appearance and as a result
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they directly seek to identify them w thout the necessary in-
ternediate linkages. This is the same drawback that Marx iden-
tifies with Ricardo. Steedman wites, "It does, however, nake
very clear the fact that the existence of (narrowy defined)
exploitation and the existence of profit are no nore than two
sides of the sane coin; they are sinply 'labour' and nonetary
expressions of the physical surplus. But Marxist witers only
too often suggest that by relating profit to (narromy defined)
exploitation they have explained the existence of profit. They
have not, they have sinply noticed both ways of expressing the
exi stence of the surplus product! To explain the existence of

profit is just the same thing as to explain (narrowy defined)

exploitation" (1981b, p.17). Here it is evident that for Steed-
man profit and surplus product are the sane thing. (It is amaz-
ing that only in the next few sentences he would go a long way to
say that one should stop imagining that existence of exploitation
explains profits). By trying to identify the two things he kept
aside the contradiction between the two. That is to say he is
not concerned with the process through which surplus val ue passes
through in order to take the formof profit. Mirx, as is wel

known, considers the process as a continuous oscillation of
essence and appear ance. Because of the way profit is calculated
it gives a msrepresentation that all segnments of capital gives
rise to surplus. This obscures the source of surplus. By iden-
tifying profit directly wwth surplus, Steedman, it appears, |ays
the foundation for mystification of surplus produced in the

capitalist process of production.
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Closely related to this direct identification of sur-
plus with profit is Steedman's criticism that Marx unjustifyingly
castigates Ricardo for identifying the rate of profit wth the
rate of surplus value on the belief that Ricardo ignored aggre-
gate non-wage capital (1982,p.138). Wiile the latter part though
controversial can be proved that Marx was right, what s of
immediate interest is that Marx's criticism of Ricardo for iden-
tifying essence and appearance. Mar x argued that Ricardo direct-
ly identified profit with surplus value. Marx is of the opinion
that profit should be treated as the devel oped form of surplus

val ue and both should not be identified directly with each other.

Internediate |inkages should be analyzed while examning the
relation between profit and surplus val ue. Ri cardo conpletely
neglects these internediate |inks. (Mar x, 1968,p.165). VWhen
this aspect is taken into account Steednman's allegation will not
st and.

Contrary to Steedman's allegation, Marx's criticism of
Ricardo that he only took into account capital invested on wages,
is not devoid of facts. FEven Garegnani one of the supporters of
the Sraffian analysis recognises this: "in determining the rate
of profit Ricardo operated as if capital consisted entirely of
the wages advanced for the year. In fact he saw the division of
the product between wages and profits as the only factor capable
of influencing the rate of profit, thus ignoring the independent

influence exerted by the proportion between |abour and nmeans of
4

production" (1984, p.300).
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Even more amazing is the way Steedman underscored the
adding up theory of val ue: "Marx was not justified in criticis-

ing Ricardo for accepting Smth's resolution of prices into

revenues” (1982, p.139). Once the adding up of different dis-
tribution values or revenues namely profit, wages and rent is
accepted as formng total value of the commodity, it naturally

leads to the ignoring of aggregate non-wage capital, because
once the value is formed by the three conponents there will be no
pl ace for constant capital in the value or price. Besides this,
adding up theory gives the wong causation of val ue. In that
case value being the Iimtation within which different distribu-
tion values are determned or derived, in turn it ends being
caused by these distribution values. The causation is reserved.
Here it is apt to underline what Garegnani says, "There are on
the one hand, the -apparent relations' or -connections,' which
are those perceived by the unsystematic observer and which are
represented in Adam Smth's -adding up' theory of prices, when
~instead of resolving exchange value into wages, profit and rent
[ he] constructs the exchange-value of the comodity from the
value of wages, profit and rent, which are determ ned independ-
ently and separately'. |In such an inconsistent representation of
the economc system '[the] contradictory character [of capital]
Is totally concealed and effaced ... no contradiction to |abour
[is evident]'. There are, on the other hand, -the real rela-
tions' constituting the -intrinsic' or -inner connections' of the
bourgeois system These are the relations brought to |ight by

systematic scientific analysis. They centre on the constraint
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that binds changes in wages to changes in profits and rents and
reveal the econom c antagoni sm between classes. Now, for MarXx,
"these inner connections' required, in order to be reveal ed, that

the product be neasured independently of its division between the

three cl asses. Hence the role of Ricardo's neasurenent of val ues
in ternms of |abour enmbodied in which, in Marx's own words, t he

value of the commobdity " does not depend upon its division into

wages, profits and rents' and constitutes instead the Ilimt...

for the dividends which the | abourers, capitalist and land Ilord
will be able to draw fromthis value in the form of revenue,
wages, profits and rents'" (1984 ,p.304).

The postul ation of necessary and sufficient conditions
for the existence of profit in mathematical/logical form also
presents its own problenms. Wen necessary and sufficient condi-
tions are stated they are of biconditional form e.g., Ais the
necessary and sufficient condition for the existence of B, t he
converse B is necessary and sufficient condition for the presence
of A also becones true. Wien this postulation is applied to
analysis of profit it appears not only that the presence of
surplus is the necessary and sufficient for the presence of
profit, the converse al so becones true. But this poses problem
for the analysis of source of profit. Because of this causation
of profit becones obscured. This becones evident when Steedman
wites, "The very fact that the proposition in question " runs
both ways' (r is positive if and only if S is positive) means at
once that it does not constitute a theory of why r is positive.
Any theory of why profits are positive will at the sane tinme be a

theory of why surplus value is positive" (198la, p.58). He also
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says that his analysis, "shows how the physical <conditions of
production and circulation and the real wage ... determine the
level of (narrowy defined) surplus |abour which is positive if
and only if the rates of profit and accunulation are positive"
(1981a, p.200). In this apparently surplus |abour is derived
from the presence of positive profit rate. Only mathematically
can one go froma value systemto a physical conditions of pro-
duction and wage data system and vice-versa validating Steedman's
condition that relationship between profits and surplus value
runs both ways, but epistenologically this becones indefensible
because of the asymetry between the two systens. (lan Hunt,
1982) . At this instance it is better to remenber Marx's words,
"The rate of profit (and the associated prices of production), is

not a nystery, as soon as we know the |aws of surplus val ue. | f

we reverse the process we cannot conprehend m 1'un ni | " autre”

(Alfred Medio, 1972, p.323).

Karl Marx's analysis that the value created by |abour
and the value paid for the |abour-power are two different mgni-
tudes and that |abourer produces over and above the value re-
quired to obtain his real wage and that this difference consti-
tutes exploitation appears to Sraffian as being narrow and
unable to capture the reality. Steedman writes,"Marxist discus-
sion has always laid great stress on "exploitation', where the
term is not given its everyday, multidimentional neasuring
(bringing in wages, conditions, the harshness of |abour discipline
and s&Fn) but rather a narrow technical neaning" (1981b,p.17) .

Similarly Hodgson argues, "exploitation is rich and conplex

94



phenonenon. The one dimensional concepts of surplus |abour and
surplus value do not do it justice" (198la, p.231). But what
they want is already done by Karl Marx in his neticul ous analysis
of the enmergence of the class of proletariat through the exam na-
tion of the primtive accunulation and the analysis of the |abour
process where |abourer as the active participant acting through
the instruments of |abour (his tools) on the objects of |abour
creates new value while at the sane tine preserving the values
congealed in the instrunents as well as objects of |abour. Kar |
Marx comes to the conclusion of the exploitation of |abour only
after analysing the ‘everyday multidimensional meani ng!. W thout
anal ysing the “wages, conditions, the harshness of discipline and
so on' Mar x could not have reached this concl usion. As nen-
tioned earlier, Hodgson tries to give his own picture of exploi-
tation through the concepts of “~pre-contractual exploitation' and
“post-contractual exploitation'. But Marx's analysis of the
process of alienation achieves nore than Hodgson and Steedman
bargain for. Their analysis only helps to nmuddle up the concept
of exploitation. Sraffians' criticismthat Marx was concerned
with the narrow technical neaning of exploitation becones base-
| ess once we recognise that Marx understood that the mere techni-
cal possibility of surplus |labor was not enough and that to turn
the possibility into reality workers nust be forced to divest
thenmsel ves of the surplus labour. This is clear from what Marx

sai d, "though the existence of surplus-labour presupposes that

the productivity of |abour has reached a certain level, the nere

possibility of this surplus-labour (i.e, the existence of that

necessary minimum productivity of |abour), does not in itself
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make it a reality. For this to occur, the |abourer must first be

conpelled to work in excess of the necessary tine, and this
compul sion is exerted by capital"™ (1968, p.406).

In keeping with his suggestion that exploitation as the
explanation of profit nust be abandoned and proper theories of
the persistence of surplus nust be advanced, Steedman attenpts to
explain the energence of surplus/profit with the help of a physi-
cal quantities approach. He assures us that his analysis based
on physical quantities do not deny that exploitation is the
source of profit. He argues that the relationship between the
surplus labour and the existence of profit can be established
quite independently of Marx's value concept, that it is sinple to
show how profit will be positive if and only if there is sur-
plus labour i.e., capitalist exploitation with the help of alter-
native and coherent solutions, and that they bring to the 1ight
the fact that the determ nants of the profit rate are precisely
the determ nants of surplus value which Marx anal ysed so inten-

sively.

St eedman shows that conditions of production (A inputs
and B outputs) and the real wage (W are enough to explain the
exi stence of exploitation/surplus. (Steedman,198la,p.33-67; 194-
200) . These are the sane variables that he uses to explain the
determination of prices and the rate of profit. He also says

that to explain the existence of profit is to explain exploita-
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tion. Here, which way causation runs does not concern him. It
can be said that Steedman's interest in exploitation of |abour is

short- lived as he, later, comes to the conclusion that | abour is
5

in no way different from other commodities in producing surplus

After having explained that physical conditions of
production and the real wage are enough to show that surplus is
in fact the source of profit, Steedman6 cones to the crux of the
pr obl em He realises that the problemis to explain why rea
wages and conditions of production bear such a relation to one

another that surplus, profit and growmh capacity exist and con-

tinue to exist in a capitalist society. (Steedman, 1981la,
p.59,200; 1981b,p.17). |In other words, the need is to advance
proper theories of the persistence of surplus'. Fromthis it is

obvious that Sraffian physical quantities approach fails in
achieving this aim After strenuous efforts to explain that
physical conditions of production and real wages are enough to
determ ne surplus, Steedman realises that the above explanatory
vari abl es thensel ves need to be explained. This is the sanme thing
that critics of Sraffian analysis |ike Anwar Shaikh wanted to
know fromthem "But what then determnes this physical produc-

tion data?" (1981, p.280) Sraffian analysis is not equipped to

answer this.
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The wvariables that the Srafians use only denote the

technical possibility of the production of surplus. Thr ough
these technical relations they show that productivity of | abour
has reached a certain |evel capable of producing surplus. The
problemis to examne the relations of production that intervene

to appropriate this surplus. The capitalist relations of produc-
tion are to be examned to explain the persistence of the sur-
pl us. The need is to set forth, "historical Jjustification for
capital" (Marx, 1968, p.405). For this Sraffians will be com

pelled to return to Marx.

It is the extended reproduction of capitalist relations
of production which can explain why real wages and conditions of

production bear such a relation to one another that surplus,

profit and growh capacity exist and continue to exist in a
capitalist society. The Sraffians, who treat the production
process as a technical process of conversion of inputs into
outputs and who refuse to acknow edge the unigueness of | abour-

power and process of exchange between capital and | abour, cannot

conprehend this.

ANALYTI CAL MARXISTS' ANALYSI S

The trace of advocacy of the surplus approach to prof-

it, which we find among Sraffians, cannot be found anong the
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Anal ytical Marxists. They deny any role for the surplus |abour
in the explanation of the existence of profit. The contention
that exploitation of |abour or surplus |abour form the bedrock of
the phenonenon of profit do not find any place in this analysis.
Morishima's postul ation of the Fundamental Marxian Theorem which
has cone to be treated as a nodern and rigorous explanation of
rel ation between exploitation of |abour/surplus |abour and profit
only nmeets ridicule in their hands. Elster wites, "Morishima
has proved as a 'fundamental theorem' of Marxian econom cs that
positive profits are possible if and only if there is a positive
rate of exploitation. This equival ence, however, does not show
that exploitation is a condition for the possibility of profit,

no more than correlation in general can show presence of causa-

tion. In fact, simlar fundanmental theorens can be proved with
respect to steel or any other basic commodity. The central fact

underlying these theorens is that profit, interest and economc
growh are possible only because man can tap external sources of

raw material and energy ... (Qbviously and tautologically profits
are possible only because workers do not consume the whole net

product, which in sone circunstances anounts to their being

exploited. This, however, does not prove that the workers have a

nysterious capacity to create ex nihilo. To summarise, Mn's

ability to tap the environnment nakes possible a surplus over and
above any given consunption level. Wether this surplus should
be used for nore workers consunption, for capitalist consunption
or for investnment is a further question that bears no relation to
the issue of the ultimte source of profit” (1985,p.141).

Simlarly Roemer wites, "The FMI is robust, the error lies in
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the inference that its veracity inplies that profits are ex-
pl ained by the exploitation of |abour. For, as many witers have

now observed, every comodity (not just |abour-power) is exploit-

ed under capitalism" (1986b,p.265). It is not that they are only
opposed to Morishima's analysis. They in general, do not sub-
scribe to the idea that exploitation of |abour explains the
exi stence of profits and they |ook at the concept of exploitation
wth a lot of scepticism For instance, Roemer wites, "There 1is
in general, no reason to be interested in exploitation theory,
that is, in tallying the surplus value accounts of |abour per-
formed versus | abour commanded in goods purchased... all comuodi -
ties are exploited under capitalism not only |abour-power and so
the exploitation of |abour does not explain profits”. And, "the
exploitation of labour is not the explanation for profits and
accumul ation any nore than is the exploitation of oil or corn or
iron" (1986b, p.262 and 266). Roener also wites, "Exploitation
based on the accounting socially necessary |abour tine is not a
concept of rock bottom interest in Mar xi an politica

phil osophy... surplus |abour accounts do not always correspond to
our intuitive notion of exploitation. The discrepancy between
the |abour expended by a worker and the |abour enbodied in the
coormodities which his wages are capable of purchasing turns out
not to be a reliable statistic of the ineguality in the ownership
of the neans of production" (1986a, p.139). Gven this stand, it
is no wonder that the bourgeois view that each factor earns its

appropriate returns appears as possi bl e.
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In consonance with this, they go a step further and say
that exploitation of 1labcur has nothing to do with capital ac-
cumulation. This is because, in their opinion every comodity is
exploited in a surplus producing econony and |abour power does
not hold any unique role in this regard. As a result of this,
they clearly state that ca; 'tal accu. 'ation can be explained as
a technical fact by choosi9 any commopdity as a value nuneraire.
(Roemer, 1986b,p.102). T 2Y consider any enphasis on the | abour
process as the centre of Mirxian analysis of exploitation and
cl asses as being misplaced, as it "can lead to faulty, or at
least to a non-materialist analysis" (Roemer, 1984,p.198). They
want to shift the focus from the dom nation of wage |abour by the
capitalist in the |abour process to the way initial unequal

di stribution of endowrents or property relation are naintained.

For this, the Analytical Marxists largely depend on
Roemer's analysis of ‘General Theory of Exploitation and class'
(1982hb) . In this he strives to show that exploitation can exi st
even W thout the presence of |abour-power as a comodity and
| abourer as the owner of that commodity in the market. Though at
sone places Roener argues that his explanation of exploitation,
in ternms of general equilibriumnodels, is the closest to Marx's
explanation of it through the unique nature of |abour-power and
surplus value, his basic conviction is that exploitation in
capitalism could be better explained w thout any reference to
| abour power or |abour val ues. Labour values and the consequent

anal ysis of exploitation of |abour in the production process, in
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his view are antiquated tools which could not hold up against
modern standards of generality and rigour. Roenmer, along wth
other Anal ytical Marxists, has come to |locate exploitation in the
unequal property relations or initial endowrents. He contends
that exploitation should be conceived of as an injustice in the

distribution of income resulting from a distribution of endow

ments which i s unjust.

Bef ore he enbarks upon the proof of the invalidity of
Marx's explanation of exploitation, Roener places before hinself
a new problem - which in fact settles the issue: How to expl ain
the presence of exploitation in socialist countries? To solve
this problem he calls upon a change of view for the phenonenon of
exploitation: "The institutional dinension we are now required to
vary is one |abelled 'ownership of the neans of production', not
the one with which Marx was concerned, |abelled 'coerciveness of
institution of |abour exchange", and Marx "required a theory of
exploitation that is robust even when one relaxes the institu-
tional specification of an econony concerning the coerciveness of
its institution of |abour exchange, we require a theory of ex-
ploitation that is robust even when one relaxes the institutional
specification concerning the private locus of ownership of the
nmeans of production” (Roemer,1984,p.185-6). The result of this
treatment is that the enphasis has shifted from relations of

production to property relations or differential endowments.

Armed with this alternative, Roener sets out to search

for exploitation in the capitalist econony, and clains to have
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taken Marx's nodel as the point of departure: "Since the Marxian
exploitation is the kind of exploitation we best understand, a
natural approach to conceiving of general theory is to perturb
the institutional environment in which Mrxian exploitation
continues to exist. How robust is the exploitation phenomenon
wth respect to changes in its institutional habi t ?"

(Roemer, 1984, p.187).

At the first 1instance, Roener conceives of a nodel

representing pre-capitalist subsistence econony. Al  producers,

in this nodel, participate in production, but wthout a |abour
market and accunulation (but with differential endowrent i.e.,
'different vectors of produced goods'!). The one who puts in

more than the socially necessary |abour tinme, under this dispen-
sation, is exploited by the one who puts in less than socially
necessary | abour tine. This is a result of superior initial
endowment of the means of production of the exploiter who wll
be able to produce goods enbodying the market value of his sub-
sistence package by working less tinme than the exploited. Ex-
ploitation, in this nmodel, 1is nediated entirely through the
market for produced commobdities and the cause of exploitation is
located in the distribution of initial endowrents or property
relations. This result, Roener clains, "forces us to reconsider
the claims of classical Mrxism that the |abour market and the
extraction of surplus |obour at the point of production are the
central loci of exploitation" (1984, p.190). He explains that in
this model exploitation energes logically prior to accunulation

and any institute of |abour exchange.
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The introduction of the |abour nmarket into the model
serves a single purpose: ~deconposing society into classes',
which was not possible in the previous case even though there was
exploitation. C ass configuration, under this, system is endo-
geneous to the participants of the econony who relate thenselves
to each class according to their optimsing solutions, wth the
given endowrent constraint. This gives rise to what Roemer
calls, “class Exploitation Correspondence Principle (CECP)s while
hirers of |abour are classified as exploiters, sellers of |abour
are classified as exploited. Wen conpared to the previous node,
no substantial change is noticed here. Exploitation is still
shown to be the result of differential endownents and not because
of the hiring and selling of |abour-power. The only function of
the | abour market is to nediate exploitation, while this function

in the first nodel was done by the market for produced goods.

In the next step Roener attenpts to show that this
cl ass-exploitation correspondence can be generated even w thout
any institution for |abour exchange. Here he substitutes a
credit market for |abour narket. The poor producer in order to
reach the optinum position, has to borrow from the well endowed
one, who in turn has to lend in order to reach his optinmm
lenders form into an exploiting class while borrowers becone an
exploited cl ass. So to prove the existence of exploitation |et
alone | abour values, |abour exchange is also not necessary.

Roener clainms: "The heresay is conplete: Not only does exploita-
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tion energe logically prior to accunulation and institution for
| abour exchange, but so does the articulation of exploitation

into classes" (1984, p.196).

Besi des these models in a subsistence econony, Roemer
al so exam nes the system with accumul ati on where all agents want
to maximse their revenue. An individual is exploited, under
this dispensation, if the bundle of commodities he/she consunes
contain less tinme than the time he/she spent in production. The
converse is the case with the exploiter. In the words of Roener,
"an expl oited producer is one who cannot possibly conmand as nuch
| abour val ue, through the purchase of goods with his revenues, as
the | abour he contributed in production, and an exploiter is one
who unanbi guously commands nore |abour tine through goods pur-

chased no matter how he di spenses his revenues." (1986b, p.96).

Roener also contends that though surplus is also pro-
duced under socialism and feudalism as it is in capitalist node
of production, <classical Marxist theory does not adeguately
di stinguish anong differences in nature of surplus produced in
these nodes of production, and that this can be successively done
with the help of property relations and gane theory approach

(Roener, 1984,p.209).

A _CRI Tl CAL APPRAI SAL

A close exam nation of Roemer's nodels clearly shows

that they are arbitrarily formulated and are scarcely in conso-
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nance with the spirit of Mrx's analysis. Apart from internal
i nconsi stency, when related to Marx's analysis these nodels are
arbitrarily forrmulated and are al so ahistorical’. In these, the
historical specificity of the capitalist nbde of production is

lost as they are reduced to pre-capitalist nodels, attributed

with the features of capitalist econony.

Roemer's treatnent of the gane theoretic nodels is
ahistorical not just because the nodels are not specified proper-
ly, but in themthe tine elenment is left out. As a result they
remain static and fail to explain the transition from one nodel
to anot her. (Nadvi, 1985,p.1481 and Ranadive, K R 1987, p. PE-3)
Roemer al so accepts this criticism saying that it is the limta-
tion of social science itself (Roener, 1986 a,p.138). It is to
be renmenbered that it is he who clainmed that the approach of
met hodol ogi cal individualism and ganme theory is largely one that

is useful in a dynam c setting (Roemer,1982a,p.514).

Anot her issue related to this is that of endogenity of
the process. Roemer clains that in his nodels exploitation
emerges through endogeneous process. He also explains that
exploitation is the result of the inequality in the initial
endownent s. In his nodel alongwi th preference and technol ogy,
initial endowments are given. That is to say the initial endow
ments, or what is popularly referred to, in Marxian econom cs as

primtive accumulation' or what he calls the vector of produced
goods' is |left unexplained. In other words initial endowrents

remai n an exogenous factor. It is the initial unequal distribu-
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tation of endowments that explains the existence of exploitation.
That is to say that the roots of exploitation lay in the exogene-
ous factor of initial endowrents. Then to say at the same tinme
that exploitation energes endogeneously and that initial endow
ments which leads to exploitation are given will not be correct.
In order to absolve hinself of these charges he says, "The his-
torical process which gave rise to the initial endowents where
ny nodel begins is not a subject of ny analysis. That is a topic
for a historian" (1986a,p.138). This shows that Roemer's stand
that the approach of nethodol ogical individualism and gane theory
is largely one that is useful in dynamc setting, that it is con-
cerned with how one gets from one situation to another and that
it is of paranpbunt inportance for statenents about transition is
of no consequence. (Roemer 1982a,p.514-7).

It is based on these nodels that Roener builds his case
agai nst Marx's explanation of exploitation. The given inequita-
ble endowrents of property relations, through the exchange of
commodities between individuals, is said to generate exploita-
tion. The failure to account for the origin of the ‘'given'
endowrents erodes the explanatory power of these nodels. Because
of this property relations approach the contradiction between big
capitalists and small capitalists nmay also be described as ex-
ploitation of the later by the fornmer there by sidelining the
exploitation of proletariat by the capitalists for which intro-
duction of capitalist relations of production is a nust. Thi s
approach can only lead to the mystification of exploitation. In
the absence of the exam nation of production conditions this wll

lead to “~metaphysical or juridical illusion' (Marx, Collected
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Wrks, vo0l.39,1982,p.99). Furt her coerciveness of |abour ex-

change, property relations and rel ations of production are inter-
related ones and property relations cannot be abstracted from the
other two. The given property relations can only be explained as
the outcome of particular relations of production. The negl ect
of the relations of production can lead to obscuring the real
meaning of the property relations. This applies to Roemer's
explanation of capitalist exploitation through unequal property
rel ations. In his analysis property relations become the all
important thing and relations of production pale into insignif-
icance. As argued by Lebowitz, differential ownership by itself
could not explain capitalist exploitation and capitalist rela-
tions of production were to be brought into the picture (Lebo-
witz, 1988, p. 205-9) . The capitalist node of production requires
nore than differential ownershinp. Under it capital has seized
possession of production; and neans of production and product are
owned by the capitalists. Labourer, the owner of |abour-power has
to sell it to the capitalist for a wage and work under its guid-
ance to whom the final product bel ongs. It is this wage | abour-
capitalist relations of production, but not differential endow
ments that characterise the capitalist node of production and
that can only explain capitalist exploitation. In this regard
the |abour theory of value helps as a stepping stone in the
expl anation of extraction of surplus value or exploitation under
the reginme of capitalist relations of production. Karl Marx's
| abour theory of value, through considering capitalist econony as
consi sting of imrense collection of cormodities, through expl ain-

ing the substance and magni tude of value with the help of social-
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ly necessary | abour time, with commensuration of |abour tinme nade
possible as a result of particular form abstract form taken by
| abour under capitalist relations of production and distinguish-
ing between use value and exchange value of |abour, through
explaining that aim of capitalist producer is the production of
exchange val ue but not use val ue, through division of the working
day into necessary |abour time, expenditure of |abour needed to
obtain | abour-power in the market, and surplus |abour tinme during
whi ch | abour works over and above them needed, tries to explain
the presence of exploitation in capitalist production. As com
nmented by Khalid Nadvi, the |abour theory of value provided "the

proof of the existence of capitalist exploitation” (1985,

p.1484) .

The burden of Roemer's nodels is that for the presence
of surplus, exploitation of Ilabour is not necessary and that
surplus | abour accounts do not always correspond to our intuitive
notion of surplus. But the very construction of these nodels
hel ps to di sprove Roener's contentions. This is the case whether
we examne the pre-capitalist subsistence nodels or one where
accumul ation is introduced. This arises because of Roener's
failure to separate |abor magnitudes from expropriation of sur-
plus. His conception that the one who puts in larger than neces-
sary labour time is exploited by the one who puts in |ess than
necessary |abour time invariably brings in |abour value magni-
tudes. As argued by Ronald Kieve (1986,p.562), Roener's defini-
tion of exploitation was not only wholly dependent wupon and

derived from the |abour theory of value, but the nodels of ex-
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ploitation he had constructed gain whatever credibility they had
from the theory he had set out to disprove: the objective valid-

ity of the |abour theory of value shatters the very structure of

t hose nodel s.

Labour is the eternal condition of Man's existence. It
can be said that labour is the mode of existence of Man. The
fact is so obvious that Marx sarcastically remarks that, even a
child knows that a nation cannot exist wthout |abour even for a
few weeks (Marx and Engels 1975, p.196). Man, through |abour, by
acting on nature tries to produce things necessary for his/her
exi stence. In the process of struggle with nature productivity
of |abour reaches a certain stage when nan can produce surplus
over and above that needed to satisfy his/her necessities. Wile
interacting with nature or entering into relation wth nature
people also enter into relations anong thenselves. In other
words, people work under definite relations of production.
According to the extant relations of production wealth produced
in a society is distributed anong different classes. Wil e one
class has the nonopoly on the conditions of production, another
class is denied the ownership of it and is conpelled to work
under nonopoly class for its existence. \ile one class appro-
priates the surplus, another class is given only bare mninm
t hi ngs. The forner is the exploiting class, and the latter the
expl oited cl ass. These exploiting and exploited classes take
different fornms under different nodes of production depending on
different relations of production: slave, feudal and capitalist.

Accordingly, surplus produced also take different forns. Under
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capitalist relations of production this surplus takes the form of
profit. In other words profit is the form that exploitation of
| abour takes in the capitalist society. The Anal ytical Marxists
recognise only first part of this explanation. This becones
clear when Elster (1985,p.141) says that profit 1is possible
because man can tap external resources. The way produce is
distributed anong classes is of no concern to him This distri-
bution of produce anong classes, for him does not explain protf-
its. They take into account only technical relations and refuse
to consider the particular relations of productions under which
these technical processes take place. This attitude of theirs
comes out clearly when they (El ster, 1985,p.141; Roemer,
1986b,p.262) exam ne Morishima's Fundanental Marxian Theorenf.

They all have praise for Morishima's nodern and rigorous analy-

si s. But they do not like to accept that exploitation Ilies
behind profits. The reason they adduce is that correlation in
general cannot show causati on. In that case then they too have

to abandon all their mathematical nodels on which they base their
refutation of Marx's contention that exploitation is the source
of profit. The Analytical Marxists' opposition to Marx's analy-
sis of profit arise fromtheir neglect of relations of production
particular to capitalist node of production. It is not nere
"inequality in the distribution of productive resources', but it
is inequitable capitalist relations of production where | abourer
is alienated from the conditions of production and is forced to

put his capacity to |abour, |abour-power, on sale that leads to

the formation of profits.
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Related to this, the Analytical Marxists argue that the
| abour process need not be examned to account for exploitation
and that it is wong to search for coercion at the |evel of
process of production where surplus is extracted from |aborers
They consider the |abour process as a technical process in which
inputs are transformed into outputs, but not as a process of
val ue creation. Besi des this Roemer (1986b,p.99) also makes it
quite clear that his analysis is market dependent as opposed to
Mar x' s producti on dependent anal ysis. In other words only market
mechanism can explain the presence of profits. This is a reflec-
tion of their reliance on nethodol ogical individualism and neo-
classical analysis. As a result of this, they neglect the sphere
of production and rely on the sphere of circulation. They leave
the essence and stick to appearances. They find confort only in
the fetish world of the capitalist market. In opposition to
this, Marx's value analysis facilities the consideration of
| abour process as val orization process. 1t helps the integration
of spheres of production and circulation: while surplus value is
created in the sphere of production, it is realised in the sphere
of circulation. Through the integration of these spheres Marx's

anal ysis helps to denystify exploitation in capitalist society.

In this background, Roemer's comment that Marx did not
adequately distinguish anmong different types of surplus produc-
tion appears basel ess. Surplus |abour takes different forms in
different nodes of production and credit should go to Marx for

delineating the nature of different forns of this surplus. It is
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to be noted that Marx also recognised that surplus would also be
produced in a socialist systemand it would be used in a planned
way to serve the interests of the proletariat. (Tony

smith,1989,p.336).

VWhile criticising Mirx's dialectical method El ster
al l eges that Marx springs |abour-power, as a unique commodity, as
a surprise on unsuspecting readers (Elster,1985,p.39-45). Qppo-
sition of Elster and other Analytical Mrxists to Marx's expl ana-
tion of profit arises from their near hostility to Marx's nmethod
of dialectics. It is with the help of dialectics that Marx
recogni ses the contradictory nature of the capitalist node of
production where two antagonistic classes are to interact in the
production process under unequal relations of production. Oly
the examination of this antagonistic relations of production can
capture the origin of profits. Marx's nethod instead of mesme-
rising people, nmakes them aware of the fundamentally contradi cto-

ry and transient nature of capitalist node of production.

UNI QUENESS OF LABOUR- PONER

Wthin the analysis of the exploitation of the |abourer
as the source of profit, Marx's contention that |abour power has
the unique capacity of producing over and above its exchange
val ue has conme under scathing criticism Both the Sraffians and
the Analytical Marxists deny that |abour power as a commodity
possesses any peculiar characteristic of creating value over and

above what is needed to acquire it. Both of them argue that any
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other commobdity that goes into the production of every ot her
commodity can be wused to explain the phenomenon of profits,
without resorting to the exploitation of that peculiar commodity
“labour-power'. They even talked in terns of an energy theory of

exploitation, a steel theory exploitation, and a corn theory of

expl oi tati on.

Reviewing Sraffa's work Joan Robi nson conment ed: "the
commodities produce thenselves with a physical surplus." (1965,
p.8). This finds its echo in the witings of other Sraffians
like Steedman and Hodgson, leading to the conclusion that not
only | abour-power but other commpdities also are capable of
produci ng sur pl us. One of these aspects cones out when Steednman
refuses to acknow edge the distinction between |abour and | abour-
power. He writes, "Let us refer to whatever it is that workers
sell to capitalists as " it', thus postponing the question wheath-
er "~ it' is best described as |abour, as a |abour-power, or as
di sposal over the workers time by definition, it' is exchanged

but 'it' is nobst certainly not produced, let alone produced for

the explicit purpose of sale'. Thus it' is not a product and

the question how "it' can be a product which exchanges according
to the “1aw of value' and yet allow for the existence of a sur-
plus is thus sinply a non-question... Interestingly, Marx repeat-
edly gives oblique recognition to this fact, for he often refers
to | abour-power as a “peculiar commdity?; and he takes the val ue
of this "peculiar commodity' to be different from that of com
modities in general by containing a historical and noral elenent.

In each case Marx is recognising, in roundabout fashion, that it
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is actually inappropriate to call |abour-power a commodity at
all! "“Labour power is a comodity and thus has a value' is at
best a figure of speech, a sonmewhat forced anal ogy, which enables
one to give the senblance of a solution to a 'problem' which
actually requires no solution whatever. while the concept of
| abour power was intended to give greater coherence to the Ilaw
of value' Py bringing |abour under its sway, it actually reduced
the coherence of Marx's discourse, by forcing him to use the
concept of comodity in a nerely netaphysical manner at a crucial

point within his theory" (Steedman, 1982, p.149-50).

Steedman further wites, "For Marx, however, the con-
cept of |abour-power seenmed to do nore than solve the (non-)
probl em whi ch he enphasised in the critigque. It was supposed to
assist in revealing the origin of surplus value, to provide a
basis for discussing absolute and relative surplus value and to
expose the ‘false appearance® of the wage as paynent {or a full
day's work" (Steedman,1982,p.151). But "Nor does that concept
assist in explaining the existence of surplus" (Steednman,

1982,p.152).

Then the formalisation developed by Steedman on the
basis of Sraffa's analysis conmes in handy for Hodgson to prove
that | abour-power is in no way unique from other conmodities.
The followng is the way he adopts the formalisation: "The
material inputs of a capitalist econony are presented in the
usual matrix form One colum (or row) is added to the nth

position to represent the |abour inputs in each industry, and one
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row (or column) is added in the nth position to represent the
real wage, in the words, the 'inputs in the domestic sphere of
economy. A zero occupies the diagonal at the nth position. This

augmented matrix is sufficient to determne prices and the rate

of profit.

“"I'f we wsh to calculate the anobunts enbodied in each
coomodity we detach the nth colum and nth row, Ieaving the
original material inputs. The enbodied - [|abour values are

calculated with a well-known expression that includes the trun-
cated matrix and the vector representing the |abour inputs. The
poi nt, however, is that we can formally carry out the sanme opera-
tion for any row and corresponding colum. Det ach, say, the
forty fifth row and forty fifth colum. W assune that the forty
fifth coomodity is for exanple, lubricating oil. The forty fifth
colum (or row) gives the inputs of lubricating oil. This vector
along with new, truncated matrix is used in the same expression

to cal culate the quantatives of ‘' enbodied |ubricating oil".

"The point of this formal algebra is to denonstrate
that the role of Iabour as a source and neasure of value is
i ndiscernible from that of any other comodity. Any ot her
source' may serve as well in the formal determ nation of prices.
The relative price system remains the same whether we start from
| abour or anything else. At the formal level there is sinply no
di fference" (Hodgson,1981b,p.82). Using a simlar formalisation
Hodgson goes on to prove a corn theory of exploitation, a steel

theory of exploitation and a electricity theory of exploitation.
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Hodgson also argues, "W cannot simply assume that
| abour creates all values and then conclude that due to the
exi stence of surplus value it is denonstrated that the working
class is exploited. Such a conclusion follows, tautologically,
from existing assunption... Regarding exploitation, a heuristic
assunption does not provi de a concl usi ve ar gunent "
(1982b,p.261) . He attributes Marx's explanation of the unigue
nature of |abour power to the nonistic interpretation of the
phenonenon, the 19th century technology in which |abour was the
predom nant part of the |abour process, the resultant predilec-
tion of Marx and classical econom sts to reduce costs to |abour,
and the then prevailing notion of ‘fairness'. (Hodgson, 1980,

p.260-2; 1982b,p.59,80-82).

Unl i ke other nenbers of his school, Hodgson intends to
take note of the peculiar character of |abour-power as variable
capital, but the explanation he adduces to it neets the same fate
as that of the above. He attributes variable nature to |abour-
power not because of its ability to produce over and above its
exchange value but to indetermnate quantity of work done by the
worker on the shop floor as a result of the subjective relations
between the | abourer and the capitalist which he terns as class-
struggl e. Hodgson argues that resort to this peculiar character
of |abour-power to explain exploitation is not «correct. He

argues, "exploitation is a rich and conpl ex phenonenon. The one
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dimentional concepts of surplus |abour and surplus value do not

doit justice" (1981la,p.231).

The primacy bestowed on “labour-power', as a unique
commodity that produces more val ue, over and above what is needed
to obtain it, is disputed by Analytical Marxists also. Roemer
argues, "Labour power as a commodity is not unique in its magical
property of producing nore value than it enbodies. Indeed, in an
econony capable of producing a surplus, any comodity has this
nmagi cal capacity. If we choose corn as the value nuneraire and
calculate enbodied corn values of commodities and the enbodied
corn value of corn, we can prove that the econony is capable of
producing surplus if and only if corn is exp]Joited, in the sense
that corn value of a unit of corn is less than one. There is
absolutely nothing special about |[|abour-power in this regard".

(1986b, p.100), (A so see Roemer,1982b, p.183-188).

The Anal ytical Marxists argunment is further advanced by
Bl ster who argues that |abour need not be a conponent of all
goods and there may be other common something that can explain
exchange val ues. He says, "as to the first objection an econony
worked by highly trained nonkeys could have well defined relative
prices and or well defined rate of profit, wth no |abour being

used. The Von Neumann growth nodel can in fact be understood in

this light. Mre specifically imagine a fully autonmated econony”
(Elster,1985,p.139-140). In his opinion utility or wuseful ness
and scarcity fit into the agenda of common  sonet hi ng
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(Elster,1985,p.140-141). Here the neo-classical elenents nake
their full appearance. But this is not enough. In his opinion
it is the nmotives of individual econom c agents which can explain
the phenonenon of accunul ation. It wll do better to quote the

passage in full because of its nethodological implications:

"Marx tries to perform with a conceptual sleight of
hand the task to which Max Whber devoted vast enpirical studies

to explain the energence of the reinvestnent notive in early

capitalism No short-cut, however, 1is possible - unless one
al ready has answers. The explanation of saving and investnent
must be found in the notives of individual econom c agents. It

cannot be derived from a conceptual analysis of noney.

"Having deduced capital - that is selt expanding val ue
- from the conception of noney, Marx has to explain how the
creation of surplus is possible. In well known dramatic pages in
Capital - | Marx sets the scene for a derivation of |abour-power
as the condition of possibility for the existence of a general
surplus, as opposed to the surplus that any commodity owner may
realise at the expense of others ... the deduction is invalid,
since any commodity may be taken as the one whose exploitation
nmakes the econony productive and hence makes a surplus possible.
Yet this is a honest mstake, unlike the fundamentally m sgui ded

reasoning that wunderlies the attenpt to deduce capital from

money. Still, even had the derivation of |abour from capital
been successful, it is hard to see what insight would thereby
have been gai ned. Surely the denonstration would not provide an
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expl anation of the presence of exploited |abour in the production
process, since the premise - the existences of capital - is

itself derived in such a shaky nanner.

"The defects of the conceptual deduction are linked to
those of nethodol ogical collectivism It is infact, difficult to
deci de whether the self determ nation of capital is conceptual or
behavioral - or whether we are neant to conclude that this very
distinction is superseded. In arguing against these practices
one encounters the famliar difficulty of refuting a confused
position which by its very incoherence, resists being pinned down

sufficiently to allow a precise rebuttal” (Elster,1985, p.39).

In proving that |abour-power is in no way different
from other conmodities and that other commodities are also capa-
ble of producing surplus, both the Sraffians and the Analytica
Marxi sts follow sinmlar formalisations. They reduce the el enent
of labour to a bundle of wage goods needed for its subsistence
In this they reduce |abour to "an ani nal. Because of this | abour

I's indistinguishable from the commodities used as neans of pro-

ducti on. Labour disappears from the scene and only wage goods
remain in its place. In the resulting eguation system only goods
remain. Certain goods wused as inputs automatically lead to
out put of goods. Commodi ties are produced by means of comodi -
ties! If only |abour-power is not treated as a comodity. In

this exercise to equate |abour-power with other commodities I|ike
corn and steel they confuse an accounting property with a distri-

butional relation, or in other words they confuse a technical
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relation with social relation. Wien they try to explain exploi-
tation in terms of corn or steel values in the sense of corn or
steel values being less than one or when they describe |abour-
power as if it is a product of l|abour industry it is to be con-
strued that either they attribute distributional relations to
inaninmate things or reduce |abour-power to an inanimate thing.
Net outconme appears to be the substitution of technical relation
for social relation as in their conception technical relations
generate all outcomes that social relations generate in Mrx's
anal ysi s. This approach leads to misconceptions about reality,
because the real wage of |abour does not represent a technical
datum but a distributional relation in the social production, and
the paynment for the use of corn or steel as objects or instru-
ments of |abour out of net-product does not represent their
innate productivity but the appropriation of a share of net-
output by non-producing class, i.e., capitalists.’ The signifi-
cance of Marx's analysis, in this regard, lies in facilitating
the clear wunderstanding of this social relation wherein the

| abouring class is exploited by the capitalist class.

In their efforts to disprove Marx's contention that
exploitation of |abour-power is the source of profit the critics
set aside the distinction between variable capital and constant
capital . In the process they lose track of the secret of surplus
val ue. They end up arguing that not only |abour-power but also
every ot her commodity is capable of producing profit, contrary to
their own renonstrations that they agree with the surplus ap-

proach. (See Marx, 1956, p.222-223; 1971, p.179).
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Anot her common thread that runs through the witings of
both the Sraffians and the Analytical Mrxists is that Marx first
assumes that the |abourer produces surplus value and then tauto-
logically comes to the conclusion that Iabour is exploited and
exploitation is the source of profit. Contrary to this Marx
(1973,p.274-309) clearly explains the qualitative difference
bet ween | abour - power and other comoditi es. Instead of assuming
the uni queness of | abour-power Marx derives it fromthe relations
of production particular to the capitalist node of production and
the nature of exchange between capital and | abour. The distinc-
tion between sinple exchange of commobdities and exchange between
capital and |abour shows the wunique nature of the comodity
| abour - power . Marx's analysis of wuniqueness of |abour-power
helps to denystify the trinity formula according to which each
factor earns its own inconme. Marx's analysis of surplus value and
formation of profit clearly shows that while workers get only
subsi stence wages, capitalists obtain, after paying for inputs,
net-output for their control over the conditions of production
Contrary to Steedman's criticism Marx's analysis of the nature of

| abour helps to obtain a coherent picture of the capitalist

economy .

As pointed out above Hodgson argues that Marx had
chosen | abour-power because of the then prevailing technical
conditions.® This argunent is conpletely wong. As opposed to

this. "The choice of I|abour over other possibilities is not
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merely the result of negative process of elimination, but rather
it is based on the positive appraisal of the central position of
| abour anmong the human activities which order social relations,
and therefore exchange relations”" and Marx's, "choice of | abour
value framework was not tactical but fundanental: it was not a
matter of finding the easiest path into the mnds of the contem
poraries, but of developing tools to reveal |aws of social reali -
ty that are hidden from a casual viewer. It was far Marx... a
flatter of transcending the commonsense view of the world, not
succunbing to it for tactical reasons” (Lai bman, 1980,p.286-7).
Marx attributes the uniqueness to |abour-power not because of
technical conditions prevailing during his time but because of

its place in the capitalist relations of production.

Further, Roemer adds that the |abour market does not
exist at the level of abstraction traditionally enployed in
classical Marxian val ue theory. Under the generalized commodity
production of capitalism |abour-power also beconmes a comodity
and the | abour market beconmes a conponent part of the explanation
of dynam cs of the capitalist econony and it cannot be left out
whil e explaining any facet of capitalist production. It is under
capitalism that the |abourer beconmes a comodity, unlike other
modes of production |ike slave or feudal nodes of production when
| abour was turned into the property of the owner or was tied to
the land, which can be freely bought and sold as it is freed from
the instrunments of production and is forced to put itself on
sal e. It is the wage |abourer, who owns the comodity | abour-

power and lives by selling it, who nakes all the difference to
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the capitalist mode of production. To abstract fromthis crucia
element is to totally distort the picture of the capitalist
econony. It is the examination of the nature of this unique
commodity that gives vital clues as to the dynamcs of the capi-
talist econony. To attribute arbitrariness to this exercise is
to totally neglect Marx's nethod of analysis wherein the abstrac-
tion is a product of real historical process. It is only by
passing over or even totally opposing this process that Analyti -
cal Marxists claimthat any other commodity, Ilike corn or steel,
is capable of producing surplus in a surplus producing econony.
Though they concede that w thout the presence of sone comodities
capabl e of producing over and above than what is needed to re-
place them on the market, the generation of surplus and accunul a-
tion of capital cannot be explained, their nmethod of ruling out

the peculiar character of |abour-power is totally flawed.

Though Roemer says that what is to be taken into con-
sideration is the theory of history rather than the theory of
value, as the theory of value is only a corollary of the theory
of history, and that it is nore rewarding to look at history as
the struggle of one class against another class rather than as
struggle of man against scarcity which may entail a corn theory,
a steel theory, etc., depending on developnent of the society, he
neither specifies to which theory of history he subscribed when
he tries to describe corn or steel or other conmodities theory of
exploitation nor theory of value which is a corollary of his
theory of history. Here it is to be noted that whatever comopdi -

ty unit is taken as nuneraire it will only serve the purpose of
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an accounting devi ce. Even if |abour-power is taken as a mere
nuneraire it also serves the sanme purpose. This nuneraire busi-
ness is of no help in accounting for the creation of value or
origin of surplus. Marx's value analysis, instead of elevating
| abour as the all inportant nuneraire, through expounding capi-
talist relations of production brings into relief the role of
| abour vis-d-vis capital. Marx delineates the process through
which wage |abour energes and the way |abour takes the form oi
abstract | abour under the regine of capitalist relation of pro-
ducti on. It is this wage |abour and abstract |abour that forns
the bedrock of Marx's analysis of value and exploitation, not
| abour as such. Wth capitalist relation of production as the
background, what ever comodity is taken as nuneraire it should
be possible to explain that it is the exploitation ot |abour-

power that holds the key to the dynami cs of capitalist econony.

The net hodol ogi cal influence of neo-classical analysis
becones quite apparent in the witings of Elster, one of the
Anal ytical Marxists. In his opinion the explanation of accunul a-
tion, or what he calls savings and investnent, nust be found in
the notives of individual economc agents. According to this
expl anati on accunul ation takes place not because the capitalist
class exploits proletariat and converts the resulting surplus
value into capital accunulation, but bec-ause rational' indivi-
dual econom c agents think it fit to take place. Here anal ysis
of the class behaviour of agents is relegated as is the case with
Anal ytical Marxists and exam nation of rational behavior of the

i ndividual agent takes the centre stage. Surplus arises not
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because of exploitation of the |abourers but because of the ra-
tional individual's decisions. In the explanation of surplus and
profit the defects of Marx's analysis can be traced, in Elster's
opinion, to Marx's faulty methodol ogy, what he calls nethodol ogi -
cal collectivism In his opinion it nust be replaced by nethodo-
logical individualism Here it need to be pointed out that there
can be no rational individual carrying on his activities accord-
ing to set non-contradictory principles, immune from the sur-
rounding totality. The individual, to a large extent, derives
his nature fromthe society of which he is a menber. This is the
case nore so with class divided society like capitalist society.
e has to be on one or the other side of the class relations

e can be either a capitalist or a |abourer, exploiter or ex-
pl oi t ed. (Rosdol sky, 1977, p.200). Capital accumulation, hence
surplus production can be explained only by exploitative class

relations, not by the rational notives of individual economc

agents.

Engels wites, "In our present day capitalist society,
| abour-power is a comodity, a commodity like any other commodity
and yet quite peculiar commodity. 1t has, nanely, the peculiar
property of being a value creating power, a source of value, and,
indeed wth suitable treatnent, a source of nore value than it
itself possesses” (Marx and Engles, 1975,p.148). As a result of
the formalisation adopted by Sraffians and Analytical Marxists
| abour-power is not treated as a comodity, let alone a peculiar
commodity. Instead it is turned into a bundle of wage goods.

Because of this, "the distinction between variable and constant
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capital, which decides everything, is blotted out, hence the
whol e secret of the production of surplus-value and of capitali st
production, the circumstances which transform certain val ues and
the things in which they present thenselves into capital are

obliterated" (Marx, 1956, p.222-3).

Positive Profits and Negative Surplus Val ue

In the presence of joint-products and fixed capital,
Steedman argues, positive rate of profit and prices wll take
place even in the presence of negative surplus value, and the
bundl e of commodities appropriated by capitalists actually has a
negati ve value in aggregate. He says that surplus val ue, defined
as total Iliving |abour minus the total |abour embodied in the

worker's real wages- where each comodity value is defined in

Marx's additive way - will be found to be negative, even though
the rate of profit and prices of production will be found to be
positive (Steedman,198la, p.150). In this exercise in the tradi-

tion of Sraffian analysis, Steedman's aimis to show the futility
and irrelevance of Marx's value analysis. He wites, "The inpli-
cation of this result should be clear enough: conmodity values
and surplus value, as Marx defined them are not nerely irrele-
vant to the determnation of the profit rate (and prices of
production) but actually lead to results which deprive such val ue
magnitudes of any significance which Marx mght have sought to

attribute to them  Marx's concept of additively defined val ues
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shoul d be abandoned"” (198la, p.150). He al so assures us that
such an abandonnment in no way |eads to the rejection of a materi -

alist account of capitalist economes and their working (Steed-

man, 1981a,p.162).

To denonstrate this Steedman uses a nodel of the proc-
ess of production, both processes being joint-production process-
es, which produces positive quantities of each comuodity. Al so
wages are paid at the end of the period. In this nodel it is
al so assuned that the real wage bundle contains for every 6 units
of labour 3 units of the first comodity and 5 of the second, pj
being the price of the first comvodity, p;; the price of the
second comodity and r the rate of profit. The nodel can be

represented by the follow ng equations:

(1+r)5pi+1 = 6pi+1pii ]

(1+r)10pii+1 S 3p1+12p11 2

3p;j+5p3j; = 6 -

From t hese equations it can be calculated that

r = 20% pi:l/3andpii:1

Then from the given specification of the nodel he attenpts
to cal cul ate |abour values and surplus value. Here 1; stands for
| abour value of the first commodity and 1;; for Iabour val ues of

the second commodity. He takes recourse to sinmultaneous equa-

tions:
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5li+1 = 61i+1ii

10111+1 = 311+]2111 5

Fromthis he cal cul ates that 1; = -1 and 1. . = 2.

Then he substitutes these values into the equation of wage

bundle and net investment or surplus, to calculate the value of

| abour - power and the surplus value appropriated by the capital-
ist. He also avers that if the calculations are correct we must

find that (V+S) = 6 = total |abour employed (ibid, p.154).

]
\‘

V = 3x(-1)+(5x2)

‘I
1
=

S = 5x(-1)+(2x2)
V+S = 7+(-1) = 6

Fromthis it is evident that while the surplus value (-1) is
negative, rate of profit (20% 1is positive. This enables Steed-
man to conclude that "with the joint production, the existence of
positive surplus value is neither necessary nor a sufficient

condition for the existence of positive profits" (198la,p.155).

In his discussion of Morishima's criticism Steedman
makes it clear that the contentious issue is the interpretation
of Marx's concept of val ue. Paradoxically at the sane tinme he
affirns that he has no quarrel with Morishima on the latter's
General i sed Fundanental Marxian Theorem (GFM). Under GFMT
Morishima tries to prove that even in this presence of fixed

capital and joint-products Fundanental Mar xi an  Theorem t hat
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exploitation and surplus value are necessary and sufficient
conditions for the existence of profits. St eedman di sput es that
Morshima's concept of ‘true values' is completely consistent wth

Marx's basic definition of value' (1976, p.607).

Steedman's presentation of the issue of positive prof-
its in the presence of negative surplus value at a first glance
appears to be quite impeccable and sounds the death knell of
Marx's theory of profits, not only of Mrx's |abour theory of
val ue. But a closer look at his analysis shows that, it is
riddled with many inconsistencies. Above it is seen that the two
processes produces both of the two commodities, they are joint
production processes. Fromit, it can be seen that while in the
first process one unit of |abour enploynent |eads to net product
of one unit of each commodity, another process with the enploy-
ment of one | abour unit leads to net of product of 3 units of the
first commodity and two units of the second comuodity. That is

to say with regard to both of the commodities, the second process

is nore productive that the first process. In other words the
first process is inferior to the second process. Under normal
econom c conditions no one will invest in the first process as,

with regard to both of the commodities, the second process is

nore productive. If one transfers the investnent from the first
process to the second process the capitalist will benefit abso-
lutely. If on the other he/she transfers from the second to the
first process, he/she will incurr | osses. In this conditions it
will be no invention to say that, in the given distribution of
| abour, there wll be negative surplus value. The negative
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surplus value is the result of the presence of absolutely inferi-
or processes in the econony. This was also pointed out by Wolf-
Stetter, "a necessary condition for the coexistence of one nega-
tive | abour value wth the existence of a Sraffa-price system is,
in a stationery state, that one of this activities is absolutely
inferior; but not absolutely inferior in an economy growng wth
a golden rule rate of profit" (1976,p. 868) . The fact that the
phenonenon of negative values is not specific to joint product
process, but also to the single product process, when two proc-
esses produces the sane commodity and one of it is absolutely
inferior to the other is pointed out by Farjoun (1984,p.21). 1In
the first process because of the hilly terrain with the help of
two bags of corn two |abour days leads to the production of 4
bags. In the second process, where fertile land is used, 3 bags
of corn and two |abour days leads to 9 bags of corn. The net

product is as follows:

Labour days Net product (bags)
Process I 2 2
Process |1 2 6

Fromthis it is evident that second process is superior and

the first process is inferior one. Normally only process two
wll be undertaken. |If the process two is not sufficient to meet
the social demand, the first process, through inferior, wll also
be wundert aken. But in that situation differential rent wll
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enter the picture. It is paradoxical that Steedman, a neo-
Ricardian sidesteps the possibility of the presence of differen-
tial rent as pointed to by Ricardo. To quote Farjoun, "In
general it turns out that problens arise either in a joint or

non-joint production table only if one of the processes used is

strictly_ worse for each and every one of its net products than a

combination of other existing processes” (1984, p.21).

Now wi thout taking the help of Farjoun or others, we
can rely on Steedman hinself to prove the futility of his exer-
ci se. In order to drive the meaning of negative values of the
first commodity he alters the distribution of |abour. Here in
order to derive the sanme profit rate (in terns ot comodities) he
alters the real wage bundle to 6 units of the first commodity and
3 units of the second conmodity. But it is to be noted that here
the altered real wage bundle is not germane to the explanation
In this exercise he reduces the total |abour units enployed to 5
from6. While he enployees 3 units of |abour (previously 4 units
of labour) in the first process, 2 units of |abour (previously 1
unit of labour) is enployed in the second process. The outcone

is as foll ows:

| nput s CQut put
Commodi ty Commodi ty Labour Comuodi ty Commuodi ty
[ Il I 11
Process | 15 0 3 - > 18 3
Process || 0 20 2 > 6 24
Tot al 15 20 5 > 24 27

Ll ————————————— T



In this the net product is (9+7). Even when the anount of
| abour enployed is reduced the net product of the first commodity
increased by one while the net product of the second conmodity
remai ned the sane. In the previous use where 6 units of |abour
were enpl oyed the net product was (8+7). In this case the reduc-
tion of |abour instead of |leading to reduced net product resulted
in increased net product. From this it is evident that under
normal conditions of capitalist production and accunulation the
first process is not preferred because of its absolute inferiori-
ty. Steedman describes this,"Thus, by conparison with the first
econony, the second has the sane net output of comobdity 2, vyet
produces one nore unit of comodity 1, even though employment is
one unit smaller. This is the meaning of the result that comod-
ity 1 has a value of -1". He further says, "there is nothing
strange about a negative val ue. It follows that there is nothing
strange about negative surplus value” (Steedman,198la,p.159).
Certainly there is nothing strange about it. 1f a process that
is not socially necessary is enployed it wll lead to negative
surplus value, or in other words it w ]l drain the already pro-
duced surplus or accumulation. This is what Marx meant bY so-
cially necessary |abour. Steednman has to |abour so nuch in order
to reinvent the proverbial wheel. From Steedman's exanple it can
be shown that as we shift |abour from the first process to the

second process the net product goes on increasing.
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rixed capital

Thi s phenomenon of positive profits in the presence of
negative surplus values is not restricted to the case of pure
joint-products only. It was explained that up to this stage, in
the nodels, all capital was treated as circulating capital. Once
fixed capital is introduced, negative surplus value and positive
profits will enmerge. This result is based on the particular way
fixed capital is treated. Steedman (1975), who nmade this phe-
nonenon well known, argued that fixed capital should not be
treated on the basis of l|inear depreciation and that it should be
treated as a special case of joint-production. Once used fixed
capital is treated as a case of joint production, he pointed out,
the co-existence of negative surplus value and positive profits
would becone reality. This case was initially pointed out by
Morishima. (1973,p.181-3). H's contention for grafting Marxian
econom cs on to the von Neumann stock and resulting in the Marx-
Von Neumann flower is based on treating used fixed capital as a
joint-product. This treatnent was initiated by Sraffa (1960) and
von Neumann (1945). In this Sraffa - von Neumann tradition at
the end of the production period!! two products will come out of
the process: the commodity proper for which the production proc-
ess is nmeant and the used fixed capital. In this at the end of
the production period the remaining used fixed capital is treated
as a new comuodity. Used fixed capital is treated as output
along with newly produced products. Thus fixed capital is treat-
ed as a representative of joint-products. 1In determning val ues,

used fixed capital and newy produced comodities are treated
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similarly. No distinction is made between them In val ue deter-

mination fixed capital and newy produced commodities are treated

symetrically.

Followng the symetrical treatment of used fixed
capital and newly produced conmmodities, wherein used fixed capi-
tal is included along wth the newy produced products in the
output matrix: newy produced ones being on the diagonal and used
fixed capital being off diagonal, and solving the resultant
si nul t aneous equations Steedman (198la,p.163-73) cones to the
conclusion that rate of profit can be positive with respect to

price even when rate of exploitation defined in ternms of value is

negati ve.

The nmain problem with the above explanation is the
undifferentiated treatnent of used fixed capital and newy pro-
duced commoditi es. In this treatnment wused fixed capital is
treated as a commodity even though it never enters the sphere of
circul ation. The remaining used fixed capital at the end of the
production period |eaves the sphere of production and enters the
sphere of production w thout ever touching the sphere of circul a-
tion (Swanson,1986,p.50). To be a comodity, a product has to
pass through both the spheres of production and circulation.
Unlike the treatnment of Sraffa - Von Neumann tradition used fixed
capital is neither produced in the process being examned nor it
ever passes through circul ation. The value of elenents of fixed
capital, Ilike any other commodity, is determned by the process

in which it is produced, but not by the process into which it

135



used fixed capital, along with the transferred exchange val ue
consumed and remai ni ng use value also should be taken into recon-

sideration. (Marx, 1954,p.196-7; 1956,p.160; Savran, 1984,p.218).

Concl usi on

Marx's whol e endeavour was to unravel the nysteries
that abound in the capitalist node of production. Because of the
nature of comodity exchange, capitalist relations of production
are concealed in fetishistic shroud. Marx was of the opinion
that nmere exam nation of the appearances on the surface was not
correct and what was needed was the exam nation of the essence
that |ay behind the appearances. For him, appearances were only
the formthat essence took on the surface. The aim of scientific
research should be to reach this essence. This nethod characte-

rised Marx's analysis of the source of profit.

The maj or argunent of the critics against Marx's expl a-
nation of exploitation of |abourer as the source of profit is
that not only |abour-power but also any other commobdity is capa-
ble of producing surplus and |abour-power is not unique in any
way. They come to this conclusion on the basis of formalisation
where | abour-power is reduced to a bundle of wage goods and is
treated |ike any other comodity. The distinction between con-
stant capital and variable capital is not taken into account. As

a result, the whole secret of production of surplus value and of
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capitalist production is obliterated.

Critics also treat production of comodities as a
technical relation where workers convert inputs into outputs.
They do not recognise that people while acting on nature in order
to reproduce material conditions of existence, conmobdities in the
case of capitalism also enter into relations anong thenselves.
That is technical relations take place under the regine of par-
ticular relations of production. Because of the neglect of
capitalist relations of production in their analysis, critics

succumb to the fetishism of the bourgeois market nechani sm
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NOTES

Here only Marx's analysis of the phenomenon of profit 1is
taken up for consideration. O her theories that try to
explain profit like marginal productivity of capital, risk,
uncertainty, and time preference theories are not consid-

er ed.

Here interest and rent, the other claimnts on the surplus
val ue produced in the capitalist econony, are not con-

sidered separately.

Here Steedman's work (198l1a) is taken as a representative of
Sraffian anal ysis. Even anong the supporters of Sraffa's
analysis there are some who do not agree with the analysis
of Steedman and Hodgson in regard to the explanation of the
source of profit. For exanple Garegnani (1984,p.311) con-
cedes that the Sraffian analysis, on which Steedman, Hodgson
and others depend, does not exhibit the source of profit

correctly.

Al so see Marx, 1968,p.463-467.

The question of uniqueness of |abour-power is further con-
sidered in a separate section. Before that here is a di-

gression: See Steedman (198la,p.59). St eedman uses two

different fornulations to express exploitation/surplus/
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profit.

l L> a(I-A) " iw or L > v

bF & PF _A
[ 1. A (A ) =)\ (A+L w.a) <1

The first fornulation nmeans that total value created is
greater than the value of wages or value of |abour-power.
Here the surplus appears to be product of |abour. The
second fornulation neans that gross output is greater than
i nputs, inputs consists of both material inputs and wages or
subsi st ence. Here net output cannot be attributed clearly
to any portion of inputs. As such instead of show ng the
origin of surplus it only obscures the issue. In this
formalisation nature of variable capital is not noted.
Here L stands for total values posited, a labour inputs
w real wages, V value of l|abour-power, A inputs and A*

the augnented input matriXx.

Steedman is al so apprehensive that Marx's 'assertion' of the
exi stence of a surplus can as well be adopted by the neo-
cl assical s. He says, "Many theories unattractive to Marx-
ists have, of course, been put forward in explanation of
that persistent relation, in ternms, for exanple, of 'capital
scarcity', 'time preference' and so on" (1981b,p.17). This
apprehension is a result of his assertion that ' any theory
of why profits are positive wll at the sane, be a theory of

why surplus value is ©positive!' (Steedman, 1981a,p.58)
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(ltalics m ne). VWi | e explaining how neo-classical can be
included in this classification he reverses the relation
between surplus and profit: instead of deriving profit from
surplus, surplus is derived from profit. Contrary to Steed-
man's allegation Marx, instead of asserting the co-existence
of surplus and profit, "explains' how surplus value is
produced, how surplus value takes the form of profit and the
contradiction between the two (Marx, 1959,p.48). Bef or e
St eedman Sanuel son also made a simlar comrent, "The tools
of bourgeois analysis could have been used to discover and
expound the notion of exploitation if only those econom sts
had been notivated to use the tools for this purpose"

(1971,p.421).

See chapter - |, section on Analytical Marxism Al so see

Ki eve 1986,p.560-563, and Tony Smith, 1989,p.336.

Roemer (1981) also attenpts to provide a proof of Morshima's
Fundanental Marxian Theorem in his own way, (p-15-17). 1In
this exercise also reproduction appears nore as a technica

possibility than the reproduction of relations of produc-
tion. Al so his generalisation of FMI (p.47-50) appears to
be less than general as joint-products are kept out. The
only saving grace of this work when conpared to later writ-
ings (1986b) is that he considers exploitation as an impor-

tant aspect of capitalist society.

Presentation here to a large extant depends on Alcorn and
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10.

11.

A iecher (1987) .

Al so see Marx, 1956,p.211,222-231.

The issue beconmes even more clear if we take note of E1-
ster's proposal to replace the |abourer with a well-trained

nonkey or a robot.

As opposed to Steedman and others within the Sraffian tradi-
tion Hodgson argued in favor of taking into consideration
the variable nature of |abour. But the variable nature that
he attributes to labour is of no consequence in explaining
surplus production. Hodgson attributed variability to
capital spent on |abour-power on the basis that while |a-
bour-power hired is a specific quantum the |abour done is

unspeci fic and hence vari abl e. (1981a,p.231, 1982b,p.194).

The production period is a part of the production process.
The production process constitutes multiples of production
peri ods. The production period conforns to the turnover tine
of circulating capital and the production process confornms

to the turnover period of fixed capital.
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CHAPTER -3

RATE OF PROFIT

Marx represents the rate of surplus value as the ratio
of surplus value to the necessary labour or as the ratio of
surplus value to the capital spent on | abour-power, i.e., variable
capital s = gv, where st represents the rate of surplus value; S
and V stand for surplus value and variable capital, respectively.
This can also be witten as S = Slv. Marx represents the rate of
profit as the ratio of surplus value to the total capital
invested. Wen profit is taken as equivalent to the surplus val ue
in magnitude, since the fornmer is only the form taken by the
latter on the surface, this can also be represented as the ratio
of profit to total capital. Synbolically, n = S/C : where n
stands for rate of profit, C for total capital, constant (c) and
variable (V) capitals conbined together. The rate of profit n
can also be represented as S!,/k+1, where k stands for organic

composition of capital c:V.

For the capitalist it 1is the rate of profit, which

appears to be significant, as it neasures his gain over total

capital. Even to exploit the |abour-power through expenditure on
variable capital, he has to advance constant capita] neant for
nmeans of production. Wthout advancing variable capital, the
capitalist cannot make constant capital operative. In his eyes,
total capital contributes to the expansion of val ue. (Marx 1959,
p.41-2). For the calculation of the rate of profit, surplus
val ue, whatever its origin, is a surplus over the advanced total
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capital. Marx also explains that because of the conpetition anbng
capitalists there comes to prevail a general rate of profit
towards which all other capitalists converge under the pressure of
conpetition. This -rate of profit represents the surplus value
allotted to various quantities of capital, proportionately to
their maginitude, irrespective of its conposition, the equal

aliquot share of total surplus value going to equal nasses of

capital.

Here it is to be noted that the rate of profit pertains
to the capital in the econony as a whole, rather than to any
single individual capitalist. Taking note of this, Mirx wites,
"Profit as we still regard it here, i.e., as the profit of capital

as such, not of an individual capital at the expense of another,
but rather as the profit of the capitalist class, concretely
expressed, can never be greater th a n the sumof the surplus value.
As a sum it is the sumof surplus value, but it is this same sum
of values as a proportion relative to the total value o. the
capital, instead of to that part of it whose value really grows,
i.e., is exchanged for Iliving |abour. In rts immediate form,

profit is nothing but the sum of the surplus value expressed as a

proportion of the total value of the capital™ (1973.p.767).

The rate of profit is determined by two factors: the
rate of surplus value and the conposition of capital. Because of
the influence of conposition of capital, the sane rate of surplus
value may be expressed in different rates of profit. A rising

rate of surplus value may be expressed by a declining rate of
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profit and a declining rate of surplus value may be expressed by a
rising rate of profit. The rate of surplus value should not be
identified with the rate of profit, but the latter nust be derived
from the former through necessary internediate |inks. (Mar x

1971,p.33, Rosdolsky. 1977, p.374)

The rate of profit, Marx explains (1959, p.49-50;
1973,p.762), is always smaller than the rate of surplus value.
This is explained with the help of the equation n = slvic From
this we can express the follow ng proportion: n: St = v.C The
rate of profit is related to the rate of surplus value as the
variable capital is related to the total capital. The above
expression shows that the rate of profit is always smaller than
the rate of surplus value, as the variable capital is always
smaller than the total capital, except in the extraordinary
condi tion when vari able capital equals total capita] in which case

the rate of surplus value also equals the rate of profit.

D alectical relation between the law of value and the rate of profit:

The issues that became part of the w der debate on the
transformatioin of val ues into prices are related to the
consonance of this forrmulation of profit rate with the |abour
theory of value also as explained by Karl Marx. Regardi ng the
relation between these two categories Engels wote, "Equal average
rate of profit can and nust cone about, not only wthout a
violation of law of value, but on the very basis of it" (Mrx

1956, Preface.p.19). Simlarly Marx stated, "If one did not take

145



the definition of value as the basis, the average profit and
therefore al so cost prices would be purely imaginary and untenable
The determ nation of this surplus value itself, however,
only arises out of the determnation of the value by |abour-tine.
Wthout this, the average profit is average of nothing"
(1968,p.190). Marx, at the sane tinme, was aware that the rel ation
between the two was not that sinple. He underlined the
contradiction in the realisation of the relation between the two:
the law of value and the general rate of profit, the relation
between the abstract and concrete expressions of the phenomenon.
Regarding this problem of value and its form Marx wote, "Market
val ue equates itself with real value by nmeans of its constant
oscillation, never by neans of an equation with real values as if
the latter were a third party, but rather by mneans of constant
non-equation, the general law acts as the prevailing tendency only
in a very conplicated and approximate nanner, as a never
ascertai nable average of ceaseless fluctuations" (1959,p.161).
Marx carefully tries to avoid the mistakes of the classical
econom sts in directly relating the rate of profit to the |aw of
val ue without any internediate |inks. He analysed the
"conplicated social process’ that intervenes in the formation of

the rate of profit on the basis of the |abour theory of val ue.

The contradiction that sounded the disintegration of
Classical Political econony is the one between the law of value
and the law of the general rate of profit. It was established
that |abour was the sole source and substance of value and the

value of the commodity was determned by the anount of |abour
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needed for its production. Then, the equalisation of the rate of
profit leads to the formation of prices which deviate from val ues.
Because of this, it appears that the rate of profit contradicts
the law of val ue. In other words, the attempt to express the
phenonmenon of profit in terms of the category of value, to apply

the | abour theory of value to profit neets with a contradiction.

This contradiction is even nore apparent in the witings
of David Ri cardo. Ricardo’s |aw of value established that |iving
human | abour was the source and substance of value, an affirmation
that was an enornous advance on the road to the objective truth.
But profit was also value. |In trying to express it theoretically,
i.e., through the Ilaw of value, a <clear contradiction was
obt ai ned. The point was that profit was newy created val ue, or
rather part of it. That was an indisputably true analytical
det er mi nati on. But only new | abour produced new val ue. How di d
that tie up with the quite obvious enpirical fact that the rate of
profit was not determned at all by the quantity of Iliving |abour
expended on its production? It depended exclusively on the
quantity of capital as a whole, and in no case on the size of that
part spent on wages. And it is even nore paradoxical that the

higher the profit the less living |abour was consuned during its

producti on.

In Ricardo's theory, the law of average rate of profit,
whi ch established the dependence of the rate of profit on the
quantity of capital as a whole, and the law of value which

established that only living |abour produced new value stood in a
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relation of mutually exclusive contradiction. Nevert hel ess, both
laws determ ned one and the same object: profit. Here was a
problem t hat was inpossible to resolve on the principle of forna

| ogi c. And if thought had arrived here at an antinony, and had
landed in a logical contradiction, it was difficult to blame
dialectics for it. The formal logic justified a general law, in
the present case the law of value, only when it was denonstrated
as an inmediately general enpirical rule under which all facts

what soever were subsuned w thout contradiction.

It was found that there was in fact no such relationship

between the |law of value and fornms of its mainfestation. As soon

as one tried to treat profit theoretically, i.e., to understand it
through the law of value, it suddenly proved to be an absurd
contradiction. If the law of value was universal , profit was

impossible in principle. By its existence it refuted the abstract
universality of the law of value, the law of its own particular

exi st ence.

The formal nethod holds out two solutions as a way out-
of this contradiction: one is to change the neaning of value in
such a way that the concept of profit can be included in it
without any contradiction; another is to change the concept of
profit in such a way that it can be included in the sphere of
application of value analysis wthout any contradiction. The
attenpts to set aside these contradictions mark the beginning of
the end of Ricardo's analysis as well as of classical politica

econony. Ri cardo's  successors, in order to uphold the
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determination of profit, qualified the definition of value. In
order to maintain formal, logical consistency they tried to bring
the universal formula of the law in agreement with enpirically
unquestionable state of things, with that which is identical wth
the fact, i.e., to alter the expression of value in such a way as
to be in consonance with its enpirical form of nmanifestation, the
exi stence of a general rate of profit. In other words, in order
to stick to the canons of formal logic they tried to make the
concepts of value and profit agree directly wthout any
contradiction. Such attenpts at changing the conception of value
led to the disintegration of classical political econony. Wi | e
exam ning such an attenpt of Janes MIIl, a disciple of Ricardo,
Marx commented, "Wat he tried to achieve is forma], |ogical

consi stency. The disintegration of the Ricardian school

‘therefore’ begins wth bhim" (1971,p.84). Besides this as
menti oned above another way is to change the concept of profit.
In this direction profits were defined in such a way that the
source of profit in exploitation disappeared and profit appears to
orginate in reality from many other factors (Marx 1971,p.147;

Il yenkov, 1977,p.327).

Those who are working within the bounds of fornal
method when they encounter such contradictions, try to explain it
anay as the result of shortcomings in the existing concepts and
definitions, and fornulation of a universal law. That is, in this
kind of exercise, they view contradictions as being the result of
deficiencies in thinking and not because of the contradictory

nature of economc reality. In order to overcone these
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shortcomings, in the true spirit of formal analysis, they try to
make concepts and definitions more precise. Marx explained this
treatnment:"Here the contradiction between the general Ilaw and
further developnments in the concrete circunstances is to be
resolved not by the discovery of the connecting links but by
directly subordinating and immediately adopting the concrete to
the abstract. This noreover is to be brought about by a verbal
fiction. Py changing the correct nanes of things." Further, "The
phenomenon is very sinple as soon as the relationship of
surplus-value and profit as well as the equalisation of profit in
a general rate of profit is understood. 1f, however, it is to be
explained directly from the law of value w thout any internediate
link, that is if the profit which a particular capital yields in a
particul ar branch of production is to be explained on the basis of
the surplus value contained in the commodities it produces, in
other words on the basis of the labour directly expended in the
production of conmmobdities, that is a much nore difficult problem
to solve than that of squaring the circle, which can be solved
al gebraically. It is sinply an attenpt to present that which does
not exist as in fact existing" (1971,p.87) This explaining away
of the difficulty through verbal fiction can only lead to further

unr esol vabl e probl ens.

The contradictions that engulfed <classical ©politica
econony cannot be addressed by the fornmal nethod. Karl Marx, wth
the help of dialectics, attenpts to exam ne these contradictions.
Marx, instead of attenpting to save either the |law of value or the

rate of profit through arbitary fornulations, recognised that
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"general law of value stood in a relation of nutually exclusive
contradiction of a real object.’ (llyenkov, 1977,p.325). Mar x
also recognised that whenever attenpts were made to keep aside
these contradictions and relate the categories directly, it led to

unresol vabl e contradictions. (Marx , 1971,p.87)

Marx clearly showed that classical economists’-Ricardo’s
and Smith's - problens arose as they failed to recognise the
contradi ction between the law of value and the rate of profit.
Regarding Ricardo Marx commented, "Instead of postulating this

general rate of profit, Ricardo should rather have exam ned how

far its existence is in fact consistent with the determination of
value by |abour-tinme, and he would have found that instead of
being consistent with it, prima facie, it contradicts it, and that
its existence would therefore have to be explained through a
nunber of intermediary stages, a procedure which is very different
from nerely including it under the law of value" (1968,p.174) .
Marx was of the opinion that Smth, when conpared to Ricardo, was
in a better position as he was, to sone extent, aware of the
antinony, but was not able to overconme it, "It is Adam Smth's
great nerit that it is just in the chapters of Book-1 where he
passed from sinple comobdity exchange and its law of value to
exchange between materialised and living |abour, to exchange

between capital and wage |abour, to the consideration of profit

and rent in general - in short, to the origin of surplus value -
that he feels sonme flaw has energed. He senses that sonehow -
what ever the cause may be, and he does not grasp what it is - in

the actual result the law is suspended: nore |abour is exchanged
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for less labour (fromthe |abourer's stand point), less labour is
exchanged for more |abour (from the capitalist's stand point).
Hs nerit is that he enphasises - and it obviously perplexes him -

that with the accunulation of capital and the appearance of

property in land - that is, when the conditions of |abour assune

an independent existence over against |abour itself - sonething
new occurs, apparently (and actually, in the result) the law of
val ue changes into its opposite. It is his theoretical strength

that he feels and stresses this contradiction, just as it is his
theoretical weakness that the contradiction shakes his confidence
in the general law" (1963,p. 87-8) . Marx's attenpt was to unravel
the contradiction that shook the foundations of classical

econoni cs.

Marx' s Anal ysis of Contradictions

The contradictions that surfaced in classical economcs
did not conpletely disappear in Marx's analysis. I nstead, these
contradictions were represented as a necessary reflection of the
contradictory nature of concrete economic reality. Marx did not
treat the contradiction between general, abstract |aw of value and
its concrete manifestation of rate of profit as shortcomngs in
thinking or inexactitudes of the concepts and definitions. He
explained it as being a reflection of the nature of the object
itself. Marx in the three volunes of the Capital devel ops a whol e
chain of nediating |inks between the abstract and the concrete
expressions of the phenonena. These connecting |inks instead of

doing away with these contradictions as sonething subjective,
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prove them as being a necessary character of the object. Mar x
following the dialectical method, denonstrated that contradictions
between the law of value and the rate of profit were not |ogical
ones, but arose from the nature of the capitalist economy and
accordingly attenpted to exam ne how those contradictions were

resolved in reality.

Any system in notion or 1in the process of change
includes contradictions as the principle of its self-movement.
Any nmethod that attenpts to conme to grips wth notion has to
recogni se the contradictory nature of the process, and instead of
resorting to ‘verbal fiction’ as done under formal |ogic, must
Investigate concrete conditions to know how these contradictions

are resolved in reality paving the path for higher forns of

devel opnent. Only dialectical method holds out a nethod that can
capture the contradictory nature of reality. As described by
Il yenkov, "Dialectics proceeds from dianetrically opposite view.
Its solution of the problem is based first of all on the

assunption that the objective world itself, the objective reality
Is a living system unfol ding through energence and resol utions of
its internal contradictions. The dialectical nethod, dialectical
logic denmand that, far from fearing contradictions in the
theoretical definitions of the object, one nust search for these
contradictions in a goal-directed manner and record them precisely
- to find their rational resolution, of course, not to pile up
mountains of antinom es and paradoxes in theoretical definitions
of a thing" (1982,p.244). The dialectical mnmethod helps to

conprehend the essentially dynam c nature of the phenonena and the
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contradictions that charactrise these dynamics.

Different sectors or industries in the economy are
characterised by different compositions of capital. Because of
this difference in compositions of constant axd variable capital,
surplus value produced per unit of capital in different sectors or
industries differs. Under the formation of the general rate of
profit, surplus value is distributed amyg the capitals not
according to the surplus produced in each sector or industry but
according to the share of its capital in total social capital.
Becaus= of this, distribution of surplus value on the basis of
size of capital, but not on the basis of surplus value produced,
values of commodities differ from their prices. If the
commodities were sold a their values, the rate of profit in
different sectors will differ according to the productivity of
labour and composition of capital. This contradiction between the
lav of the value and the rate of profit does not invalidate the

lawv of value but shows the result of the capitalist competitive

process.

Capitalist competition achieves the equalisation of
profit rates, Max explains (1968,p.29-30), by regulating average
prices. As a result of this process the average prices are either
above or bdow the value of the commodities so that no commodity
yields a higher rate of profit than any other. It is wrog to say
that competition amayg capitals brings out a general rate of
profit by equalising the prices of commodities to their values.

As opposed to this, the average rate of profit is achieved by
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converting values of commopdities into average prices, in which a
part of surplus value is transferred from one comodity to
another. The value of a combdity equals the quantity of paid and
unpaid | abour contained in it. The average prices of a comodity
equals quantity of paid labour it contains (both materialised and
living) plus an averge share of unpaid |abour. The latter does
not depend on whether this anobunt was contained in the comodity
itself or on whether nore or less of it was enbodied in the value
of the compbdity. On account of this process of formation of the

general rate of profit, prices tend to deviate from val ues.

The nutually exclusive nature of the |abour theory of
value and the general rate of profit was expressed by Marx as
follows: "Owing to the diversity in the organic conposition of
capital which first manifests itself in the imrediate productive
process as the difference between variable and constant capital
and is later enlarged by differences arising from the circulation
process - the nmere existence of a general rate of profit
necessitates cost-prices that differ from values" (1968,p.176).
As capitals of equal size, irrespective of their conpositions of
capital, period of circulation or turnover, yield profits of equal
size the prices of production of commodities deviate from val ues.
If coomodities are sold at their values, instead of a genera] rate
of profit, different rates of profit wll conme to prevail. The

concept of general rate of profit inplies prices that deviate from

val ues.
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VWi le examining the antinonmy between the law of val ue
and the rate of profit Mirx recognised the place of the
conposition of capital. Marx (1954,p.149-153; 1968,p.29) noted
that the average price and value of commodity can coincide, and
the surplus value produced in a sphere can equal the average
profit when the relationship of various conponents of capital in
the sphere is the sane as that which exists when the total sum of
capitals, the capital of the capitalist class, is regarded as one
magnitude on which the whole of surplus value is calculated,
irrespective of the sphere in which it has been created. Equa
amounts of capital containing different proportions of variable to
constant capital Jlead to comodities of uneqeual values and
different rates of profit, and exchange process has to intervene
in the formation of the general rate of profit. Capitals of equa
magni tude containing simlar proportions of different conponents
lead to, as surplus value is not redistributed, equal values and

prices, and rate of profit equal to average rate of profit.

| nstead of subsuming the rate of profit under the |aw of
value directly, it has to be explained through a nunber of
intermediary |inks. A conplex social process inpinges upon the
formation of the general rate of profit which leads to the

deviation of prices fromvalues. The concept of |abour-power is a

crucial link in conprehending the nmutually exclusive contradiction
between the law of value and the general rate of profit. Thi s
contradiction surfaces wth |[|abour-power itself becomng a

comodity. (Marx, 1963,p.88). The recognition of the dual nature

of labour, its exchange value and use value, its unique capacity
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to create value , and the consequent production of surplus value
forns the basis of the explanation of the rate of profit on the
basis of the law of value. Wth the emergence of | abour-power as

a commodity, the conditions of |abour also acquire an independent

exi stence over and against |abour itself. Constant capital, dead
| abour, a creation of |abour itself cones to control [living
| abour . The competition anong capitalists, conposi tion of
capital, i.e., proportion of constant to variable capital and

circulation or turnover of capital go a long way with the concept
of | abour-power in explaining the formation of the rate of profit

on the basis of and at the sane tine its contradiction with the

| aw of val ue.

Tendenti al Process:

The formation of the general rate of profit is a
tendential process, where different rates of profit in different
branches tend to gravitate to it through the process of exchange
of commodities and conpetition anong capitalists. In the sane
way, as prices equate thenselves with values by nmeans of constant
oscillation and value of comopdities exists only in up-and-down
movement of commodity prices, the general rate of profit forns the
centre around which different rates of profit in different
branches fl uctuate. Marx explains that the general rate of
profit, "exists indeed as an ideal average figure in so far as it
serves to estimate the real profit; it exists only as an average
figure, as an abstraction, in so far as it is established as

sonething which is in itself conplete, definite, given. In
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reality, however, it exists only as the determining tendency in
the novenent of equalisation of the real, different rates of
profit, whether of individual capitals in the sane sphere or of
different capitals in the different spheres of production"
(1971,p.463). The formation of the general rate of profit through
competition, which inplies transfer of surplus value from one
branch to another, presupposes different rates of profit in
different brahcnes with equal magnitudes of capital. The process
of equalisation of the rate of profit is a conplex phenonenon
which involves many factors like fluctuation of market prices,

conpetition anong capitalist of different branches, distribution
of total social capital anong different branches, conposition of

capital anong different branches and turnover periods. ! Because
of the conplexities involved in the process of formation of the
general rate of profit, its tendential nature, and dynam c as well

as the contradictory and transient nature of capitalist econony, a

di sequil i brium situation appears to be the ever present condition.

In the debate that ensued regarding the validity and
viability of the Marxian understanding of the capitalist econony,
the issue of consistency of Mrx's analysis of prices of
production and rate of profit, of derivation of prices from
values, which is comonly referred to as the transformation
problem occupied centre stage. The Sraffians, the Analytical
Marxi sts and Morishima, Wwho attenpt to reinterpret Marxian
economc analysis, invariably deal at length with the consonance

of Marx's value analysis with the formation of rate of profit.
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sraffian Anal ysis of Rate of Profit:

—

In recent times the Sraffians energed as bitter critics
of Marx's formulation of the rate of profit (as a part of the
transformation problem).2 Thei'r criticism is largely based on
Sraffa’s work, which holds quite a simlarity with Bortkeivicz’s
work of more than half a century before. Besi des these two,
Canbridge particularly the Kal eckian flavours can also be found in
their works. The latter spirit, to a large extent, is reflected
in the works of Joan Robinson and Hodgson. Anong them while
Robi nson argued that a solution to Marx's transformation problem
could be found in the work of Sraffa, Steedman and Hodgson
vehemently differed from this viewpoint arguing that Sraffa’s
analysis along with the analysis of Bortkeivicz show that there is
nothing to be transformed as |abour values and its attendent
categories are redundant and physical conditions of production are
sufficient to calculate prices along with the rate of profit, and
that Marx's calculation and description of the rate of profit does

not hol d good under nodern rigorous analysis. "

In the Sraffian critique of Marx's analysis of the rate
of profit, two argunents take a prom nent place:
1. Only s imultaneous equation nethod can help to explain
the correct rate of profit and prices of production, and
2. conditions of production and the wage rate alone are enough to
cal cul ate correct prices of production and the rate of profit

and | abour values play no role in this analysis, |abour value

related analysis is inconsistent.
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The confidence that logic and nethod are on their side
appears quite promnently in the witings of the Sraffians. This
is even nore evident in the witings of Steedman. He is enphatic
that Marx's |abour theory of value and its related categories’
“irrelevance is logically inpeccable". He argues, "The Sraffan
based critique of Marx cannot be nmet head on and rationally
rejected, for the sinple reason that it is correct". He also says
that the sraffa based critique is in Kkeeping wth Mirx's
materialistic anal ysis. "Sraffa - based results are not only
correct but derive from argunents which do not depend on ignoring
or rejecting Marx's basic materialist framework" (Steedman 1981a,
p.25-26). He even goes to the extent of saying that Marx's val ue
analysis comes in the way of successful application of materialist
analysis to social problens. St eedman extends these views to his
analysis of Marx's rate of profit. Simlarly Hodgson conments,
"Marx aimed to explain the enpirically given equilibrium prices,
but he failed to do so. The works of Bortkievicz and Sraffa are
logically consistent attenpts to show the derivation of prices
from underlying relations in the econony. They succeed in

providing an equilibrium solution when Marx failed" (1974,p.372).

It is the enphasis on the sinmultaneous equation approach
that becones the hallmark of the Sraffian response to the problem
of transformation of values into prices and the formation of the
general rate of profit. Hodgson argues, "Had he [Marx] analysed
the problem nmathematically it woul d have been evident that only

si mul taneous determnation of the magnitudes was possible.”

(1974,p.363). In Steedman’s words, "From a formal standpoint
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Marx's error lay in trying to determne first the rate of profit
and then normal prices of commodities (or prices of production as
Marx called them) ; the fact is that the profit rate and prices of
production have to be treated simultaneously within the theory”
(1981b, p.14). Though he expressed doubts regarding the overall
treatment of Marxian economi c analysis by the Sraffians, Garegnani
as one of themalso felt that the rate of profit determned by the
ratio of surplus value to the value of total capital may not hold
because of the divergence of value from prices. The shortcom ng
in Marx, which as he says Marx was aware of, is that conpetition
will distribute profits in proportion to prices of constant and
variable capitals and not in proportion to the ‘values’. He
further says, "Marx seens to have left the question there. Had he
attenpted to correct the 'error', he would soon have found that
the price equations nodified estimating the capitals at their
prices nust determne not only the prices of production but also

rate of profit,"” so "in the price equations the uniform rates of

profit can only be determned simultaneously with relative prices
of the two commpbdities.” He also says, "The size of surplus val ue
does so change relative to capital. This surplus value is in fact
the price of production of the surplus product, and cannot but
change relative to that of social capital. Wen, wth the
di stribution of surplus value, relative prices in general conme to
diverge from relative ‘'values'... the profit rates is but the
relative value of those two conposite commodities and it wll not
be equal to the ratio between the quantities of |abour enbodied in
them any nore than the relative prices of any two comodities”

(Garegnani, 1984, p.305-323). Though Garegnani brings into the
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picture the ‘surplus equation method’ to capture the transperancy
of the system he considers it as an equivalent to the

‘price-quation met hod'.

Also in Sraffian considerations, the physical quantities
of inputs and outputs, and the bundle of commodities constituting
real wages are enough to determne the prices of production and
the rate of profit. Steedman Wwites, "First, those data suffice
to determine, proximately, the rate of profit and prices of
production. Second, the rate of profit does not, in fact, depend
on all those data, but only on real wages and the direct and
indirect conditions of production of those wage goods...Third, no
quantities of enbodied |abour play any necessary role in the
determnation of either the rate of profit or prices of
production” (1981b, p.15). He is of the opinion that physical
conditions of production holds key to the analysis: "The physical
analysis is actually the only possible foundation for value
anal ysis and that the physical analysis far from being a term nus
to enquiry precisely points to the issues which require further
I nvestigation" (Steedman, 198la, p.66). Steedman clainms himself
to be the inheritor of the tradion of Dmitriev, Bortkievicz and
Sraffa. He says, "they show that profit rates and prices depend
on real wages and production conditions, just things that Marx
enphasised... unlike that of Marx, are logically coherent... No
one has presented a direct logical criticism of these solutions
and that for the sinple reason that there is no logical criticism
to be nmade." (Steedman, 198la, p.33). He also says, "that the

production process is thus a social process and that the process
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is initiated and controlled for the sole purpose of making profits
does not, of course, alter the fact that the physical inputs, the
| abour done and the physical outputs produced stand in certain
necessary relation to one another. The followng analysis wll
generally start from such conditions of production.” (Steedman,
1981a, p.17). He says that since Marx's various |abour tine
magnitudes are entirely derivative of the physically specified
real wages and production conditions, these latter physical
quantities being fully adequate to the determ nation of the profit
rate and the prices of production, it follows at once that the
labour time magnitudes are of no significance for that
det erm nati on. He wites, "not only can one build the theory of
profits and prices around physical schema, rather than the val ue
schena, but one is forced to do so," and "This conclusion, it
shoul d per haps be enphasised, is the conclusion of an argunent in
| ogi c; should anyone wish to challenge it, they nust do so either
by finding a logical flaw in the argunent or by rejecting
explicitly and coherently one or nore of the assunptions on which

it is based." (Steedman, 1981a, p.48-49).

Wth this sinultaneous equation system and given
conditions of production and real wage rate, Sraffians try to

account for the rate of profit. Steedman uses the follow ng

equations to explain his argunent (1981la, p.51-2)

(1+4r) (p"A+ma) =p°— (1)
pU[l-(1 +r)Al = (14r)ma

or
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1

p" = m(1 + r)a[I-(1 + r)A] —(2)

mL = p'w (3)

on post nultiplying both sides of (2) by w and taking account of

(3), and after dividing through by m,

L = (1+r)a[I-(1+r)A] *w (4)

In these equations A stands for the matrix of produced neans of
production, where the ' colum shows the inputs used up in
industry j, a stands for row vector of the level of employment in
each industry, L for total enploynent, r for rate of profit, p"
for the row vector of noney prices, m for the noney wage rate and
v for the colum vector of the real wage bundl e obtained by the
wor ker s. In the above equation system AI a L and w are known
magnitudes and r is the unknown magnitude. On the basis of this
equation system Steedman argued that rate of profit is determned

fry the physical condi tions of production, expressed by A} a and L,

and by the workers real wages w

It was contended that Marx's analysis of the rate of
profit and prices of production was internally inconsistent and
that Marx's forrmula for the rate of profit S/c+v did not confirm
to the correct rate of profit. In Marx's fornmula the three
el ements: surplus value, constant capital and variable capital
were valued in |abour enbodied ternms. Marx explained that because

of the way surplus was distributed anong the capitalists according

to their share in total capital, prices tend to deviate from
val ues. If prices are not proportional to values, then the rate
of profit calculated in value ternms will not be equal to the one
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calculated in price terms. As the correct rate of profit is
determned by the ratio of surplus to the total capital valued in
price terms, Marx's determnation of the rate of profit in value
magnitudes which differ from prices, it is pointed out, is
internally inconsistent. According to this explanation, as the
rate of profit is equal to the price of gross output mnus the
price of the inputs, divided by the price of those inputs, and
when prices are not equal to values, the rate will not equal the
value of gross output mnus the value of the inputs, divided by
the value of these inputs. In other words Marx's value based
rate of profit is not the correct one. As a result of deviation
of prices from values and the inconsistency of Marx's value rates
of profit from actual price rate of profit, total surplus value
calculated in value ternms will not equal total profits calculated

in terns of prices. In short total profit is not equal to tota

surpl us val ue.

Steedman argued that values were derivative of the
condi tions of production. The sane conditions of production are
enough to determne the rate of profit and prices of production
As values are derived from conditions of production and the
conditions of production are enough to calculate rate of profit,
no reference to values are necessary to determne rate of profit.
Not only values are not necessary but also any reliance on them

will lead to inconsistent results.
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A Critical Appraisal

The Sraffian analysis as represented by Steedman and
others can be described as a positivist attempt to do away w th
the contradiction, the contradiction between the universal |aw
(law of wvaluc) and universal enpirical rule (rate of profit) .
They decline to accept that because of the nature of the
capitalist node of production, "a universal law (law of val ue)
stands in the relation of nutually exclusive contradiction to the
enpirically universal formof its own manifestation, wth the law
of average rate of profit" (lyenkov, 1982,p.242). 1Instead, they
ottribute the contradictions to the shortcomings in Mrx's
anal ysis, particularly in Marx's énalysis of the |law of value, as
is natural to those who find causes for the contradictions in the
i nadequaci es of reasoni ng, concepts, definitions, terns,
expressions, categories, etc. Wth this they enbark upon the task

of correcting Marx, to get rid of the shortcom ngs that plague

Marx's value analysis by reconciling the universal law and its
uni ver sal enpiri cal mani f estati on t hr ough nmodi fyi ng t he
definitions of the categories of profit and val ue. In this their

aimis to make the universal law to be in consonance with its
enpirical manifestation. In the process they conme to the
i nevitable conclusion that the universal law as represented by the
| abour theory of value should be discarded. It is no wonder that
to Steedman the transformation problem appears as a non-problem

in fact, a spurious one.
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A simultaneous equation system conmes in handy to the
Sraffians to ‘correct’ Marx and set right the ’shortcomings’ that
bedevil his anal ysis. Though this equation system helps them to
create an el egant nodel of equilibriumprices and profit rates, it
conceals the real process of wvalorisation in the capitalist
econony and also of passing of value into its opposite: prices.
Because of its treatnment, values and prices appear as two
different categories which needs the prop of an arbitary nuneraire

to cone together. This analysis helps only to obscure the

formation of the rate of profit.

An inportant drawback that appears in the sinmultaneous
nmethod vi s-a-vis Marxian analysis is its preoccupation with static
method and its failure to deal with the dynamc situation which is
the main concern of Mrxian analysis. In fact, Sraffa (1960
Preface) nakes it abundantly clear that his analysis as a critique
of neo-classical theory mainly deals with the situation where
change is not postulated. Later, those who try to address Marxian
analysis from a Sraffian perception use the sane simnultaneous
equati on nmet hod. Though Sraffians may object to this, it is to be
kept in mind that in their nodels reproduction goes on at the same
scal e. As Freeman expl ains, "the econony does not nerely
reproduce itself, it reproduces itself identically. Its past,
present and future are locked in a self-sustaining circle" (1984,
p.224). Because of this treatnment, the intrinsically dynam c and

contradictory nature of capitalist accurmulation is obliterated.
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Anot her | mpor t ant drawback is, because of this
simultaneous equation nethod, notw thstanding the ever going on of
accunul ation, values/prices represent a never changi ng phenonenon.
The prices of the goods remain the sane both at the starting as
well as at the end of the production process. Sraffians even
ridicule the notion of input values/prices being different from
the values/prices of outputs (Steedman 1981 a, p.43-4). But the
real economny presents ever changing val ues and consequently prices
as a result of constantly changing production nethods in response
to the requirenments of the capital accunulation. As Ernst wites,
"In this (neo-Ri cardian) conception, the value of comodities used
as nmeans of production in a period is determned simnultaneously
with the value of the output of that period. Yet when we observe
that the nmeans of production used in period t were produced in
period t-1, the neo-Ricardian determ nation of their value seens
suspect. There would be no need to consider this if the
conditions of production did not change from period to period.
However, in Marx's idea of the accunulation of capita] the
techni ques of production change as productivity increases. Si nce
increases in productivity are here assumed to occur on a regular
basis, we are consistent with Marx in treating the value of neans
of production as fully preserved in the output of a period"
(1984 ,p.88). The Sraffian analysis, in sum obviates the analysis
of the intertemporal changes in the value nagnitudes. Accor di ng
to the sinultaneous equation nmethod prices of inputs and outputs
are determned at the sane tine as if both are the outcones of the
same process. Contrary to this prices of inputs are determ ned by

the process in which they are produced, but not by the process
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into which they enter as neans of production.

More than the simultaneous equation nethod what runs
deeper in Sraffian analysis of Marxian econonmics is the notion of
equilibrium and acompanying concepts (Hodgson 1974, p.372). The
concepts of a uniform, equilibrium rate of profit and perfect
competition are an invariable part of their analysis. The
Sraffians adopt an idealised picture of the capitalist econony on
the basis of arbitrary (violent) abstractions. As opposed to this
Marx through determ nate abstractions takes into account the
factors that capture the typical nature of the capitalist econony.
Accordingly he considers capitalist econony as one in never
ceasing notion. The assunptions that production goes on unchanged
day after day, that the same commodities are produced over and

over again, that the same prices and uniform rate of profit

prevail are unreal. A disequilibrium situation is the ever
present character of this econony. The process of formation of
the general rate of profit 1is considered as a ‘’prevailing
t endency’ . Because of concentration and centralisation tendencies

inherent to the capitalist accunulation process each capitalist
tries to garner as much market as possible and push the rest out
of that conpetition. This also is reflected in capturing the
profits, which form the basis of the next round of accunul ation

In this kind of situation where disorder is the order of the day
the general rate of profit, instead of being an absol ute category,
functions as a proximate guide. Marx's rate of profit exists in

the up-and-down novenent of prices.
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The social nature of production process does not find a
place in the Sraffian analysis. The Sraffian's do not see the
production process as a valorisation process, but as a technica
process where inputs are automatically converted into outputs. In
analysing the rate of profit on the basis of physical conditions
of production they do not take into acccount the interaction
between different spheres. Even here their conditions of
prodution represent only technical relations. They derive the
rate of profit directly from conditions of production wthout any
internedi ate |inkages. As a result the necessary contradiction
between the rate of profit and the wunderlying value relations
di sappears. This is reflected in their denial of any role for
value magnitudes in the formation of the rate of profit. Wi | e
deriving the rate of profit from the conditions of production the
uni queness of |abour power is obliterated as it is treated like
any other commodity. As a result of this surplus does not appear
as a result of relations anong people but of relations between
inputs and outputs: instruments of |abour and objects of |abour on
one side and produced comopdities on the other. | nstead of
surplus |labour and surplus value, surplus products becone the
focal point. Surplus product appears to originate from every
portion of capital. As wage labour is reduced to a bundl e of wage
goods and constant capital is treated as a constellation of neans

of production, the specific nature of the capital-wage | abour

relation is obscured. In other words, the basic character of the
capitalist econony is set aside. Profits |ike wages becones
sinple purchasing power of particular commodities. They no

| onger signify class relations.
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The only saving grace of Steedman is that he does not
claim to have provided a new solution to the transformation
probl em But at the sanme tine he nmakes an equally extrenme claim
that there is nothing to solve in the transformation problem
Previously, there were efforts to link up the value system and
price system through various invariance postulates (however
arbitary these postulates may be) . In this exercise it was

accepted that the value system along with the price system existed

and that there was a need to relate the two. It was an effort to
map val ues on to the prices. But what is needed is to recognise
t hat in the capitalist process of production values are

transformed into their opposite prices. Prices are the phenonenal
form of val ues. Val ues and prices are not separate or distinct
entities but one and the sane, one bring the essence and the other

brings the form through which the former exists or noves.

When we nove on to Steedman and his elucidation of the
Sraffian tradition, what we have is the conplete snapping of a
connection between the two systens. O to use the expression of
Samuelson (1971,p.400), witing one equation, erasing it and then
witing the other (correct!) equation, calling the erasing process

the transformati on.

Unlike the sraffians’ representation value and price
systenms are not two separate, unconnected phenomena. The
conception that these two are separate cone to have hold over the
anal ysts because in the capitalist nmrket comopdities are

exchanged according to prices and not according to |abour val ues,
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and prices deviate from val ues. This impell analysts |ike
Steedman to claim that, price nmagnitudes being the significant
phenonenon and value nmagnitudes contradicting the significant
phenormenon, there is no need to look at the value system Thi s
contradi ction between val ues and prices, as noted by Marx, instead
of showing the self-contradictory nature of the theory, only shows
the contradictory nature of the system which the theory tries to
exam ne. The apparent deviation occurs because the surplus val ue
produced is not distributed anong the capitalists according to the
surplus produced by each capitalist, but according to the share of

each capitalist in the total social capital.

The issue of internal inconsistency of Miurx's analysis
of the rate of profit and the law of value as raised by the
Sraffians shows the methodol ogical divide that separates Marx's
analysis and Sraffians’ exam nation of it. Marx expl ains the
contradiction between the rate of profit and the prices of
production on one side and the law of value on the other as a
necessary outconme of the formation of the rate of profit through
the inversion of subject and object, and instead of brushing aside
this contradiction as theoretically unjustifiable he upholds it as
a victory of the dialectical method in unravelling the nystery
that eluded the classical economsts in understanding the
capitalist accunulation process. Marx with the help of the
di al ectical nethod ains at conprehending the contradictions that
characterise the capitalist econony. The contradiction that he
notes between the law of value and the rate of profit is an

i mportant one. As opposed to this Sraffians’ efforts are directed
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towards achi eving formal consistency, where contradictions are not
allowed. As a result the contradiction between the rate of profit
and the law of value is unacceptable to them and accordingly they
set up a formal nodel that they believe does away with this
contradiction. They may be successful in developing formally
consi stent nodels, but in the process they also nove far away from

reality, reality that is beset with contradictions.

In order to uphold the fornmal consistency, Sraffians
advocate separation of value and price cal culations as they think
that prices can not be explained by val ues. For them prices arise
directly from the conditions of production and any reliance on
value analysis leads to inconsistent results. In Marx's analysis
value and price form part of a single integrated system of
categories reflecting the nature of capitalist econony where
spheres of production, distribution and circulation form part of
process of production in capitalism. Val ues produced in the
sphere of production are realised ar> prices in the sphere of
circul ation. In the sane way, surplus value produced in the
sphere of production is realised as profit in the sphere of
circul ation. The formation of the rate of profit and prices of
production signifies the distribution of surplus value produced in
the sphere of production. This helps to explain the fetish nature
of comodity production where value seens to arise from the
relation between conmmodities rather than from relations anong
people, and profit seens to arise fromevery part of capital. The
price forms that we conme face to face on the surface are the

result of interaction of these spheres of activity. The
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formalisation that the Sraffians follow conpletely conceals this
complex process of formation of the rate of profit. They  set
aside the social nature of the process of productoin and treat it
as a technical process. The results that they obtain may be
consistent with the technical relation between inputs and outputs,
but it cannot be said that these results capture the real nature
of the capitalist econony. This is so because ‘commodities are

not exchanged simply as commodities but as products of capital’.

Because of the capitalist process of production,
distribution and exchange, the general Ilaw of value and its
empirical form of manifestation, general rate of profit stands in
a relation of mutually exclusive contradiction. Any attenpt to

relate values and rate of profit directly without intermnediate

linkages, wll further lead to intractable contradictions. But
Sraffiains, foll owi ng f or mal anal ysi s, consi der t hese
contradictions to be the result of shortcomings in Mar x' s

anal ysi s. In order to overcone these shortcomings they attenpt to
reinterpret Marx's economc analysis in such a way that these
contradictions disappear. In the process of renoving these
contradictions they also renove basic elenments or building blocks
of Marx's ecconom c anal ysis. Formal analysis holds out two ways
of overcom ng these contradictions: First is to alter the general
law in such a way that it is in consonance with the enpirical
facts. Second is to alter the expression of facts. Sraffians
make use of both ways. According to the first nmethod, the general
law stands in a relation of nutually exclusive contradiction with

its own empirical manifestation, the forner is to be altered in
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such a way that is in consonance with the latter. In other words
i f thought contradicts facts thought is to be altered in order to
make it to be in consonance with facts or phenomenal forns. Her e
the law of value the general law of capitalist production stands
in contradiction with rate of profit. So the need, according to
the formal analysis, is to alter the |law of value. The Sraffians
do not sinply alter, but conpletely reject the law of value. The
second nethod is to change the expression of facts thenselves.

Here the expression to be changed is that of profit. Profit is
considered as the form that surplus value takes in the sphere of
circulatjon Surplus value is the result of exploitation of the
| abourers in the production process where |abour produces nore
value than is needed to obtain the |abour-power. The Sraffians
repudi ate the contention that |abour-power is the unique comodity
capabl e of producing surplus value, and that surplus value is the
source of profit. They argue that |[|abour-power is in no way
unique, and in a surplus producing economy any commodity that goes
into the production of every commodity can be described as capabl e
of producing surplus. That is to say any factor is capable of

being a source of surplus, not only labour-power. In other words,

profit cannot be explained on the basis of Marx's law of val ue

The law of value, according to which the value of a comodity is
determned by socialy necessary labour tinme, and profit as the
form of surplus value forns building blocks of Marx's economc
anal ysi s. Once divested of these, in order to nmake it formally
consi st ent, Marx's analysis 1is ripe to be absorbed ‘into

pre-existing analyses that are in fact predicated on its absence
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Marx explains that the rate of profit and prices of
production are to be derived from value through a nunber of
internedi ate stages. Here the recognition that because of the
capitalist relations of production |abour-power appears for the

first time as a commodity on the nmarket forns a critical part.

Labour-power, |ike the other commobdities it produces, has a dual
nature: it has exchange value and use val ue. Wi | e exchange
value,to put it crudely, is cost of production of |abour-power,

its use value is to create nore value. Sraffians in building heir
nodel s do not recognise this. In fact as explained earlier they
repudi ate it. They treat |abour-power |like any other conmodity.
Labour - power becomes a part of the physical conditions of
producti on. Sraffian nodels, because of this treatnent of [|abour

represent technical relations but not social relations between

agents of antagonistic classes in the production process. These
nodels stand for reproduction of physical conditions of
production but not reproduction of wage rel ations. Profit in the

Sraffian nodels arises not because |abourer is exploited by the
capitali st but because inputs are converted into outputs
productively. VWile Marx's rate of profit arises from social
relations of production specific to the capitalist node of
production, Sraffians’ rate of profit arises from technical
rel ati ons, physical condition of production. These two rates of

profit represent two different realns of anal yses.
Profit is only the transformed form of surplus val ue.
Quantitatively they represent the same magnitude. The Sraffians

argue that as prices deviate from values, total profits being a
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price category cannot equal total surplus val ue. This criticisnm
comes from their conception that prices and values are two
seperate and unconnected systems. Contrary to this, prices and
values are elenments of the sane relation. Price is the form that

value takes in the sphere of circulation. Though the prices and
rate of profit are influenced by the sphere of circulation as well

as by the sphere of production, the sphere of cirtulation is
constrained by the sphere of production as circulation is only a
segrment of capitalist process of production and reproduction. The
sphere of circulation only circulates the value already produced
in the sphere of production, but it cannot alter their magnitude.
So also in the sphere of circulation profit is realised which is
already produced in the sphere of production. The sphere of
circulation itself does not give rise to new values to alter the
relati on between profits and surplus value. The concl usion that

total profit cannot equal total surplus value because prices
deviate fromvalues is to be attributed to the misunderstanding of

the process of formation of prices and rate of profit. Thi s
process only redistributes the surplus value already produced, but

it does not alter the nmagnitude.

The Sraffians also argue that as Marx's rate of profit

Is not equal to the equilibrium rate of profit, it cannot be
considered as consistent. The sSraffians’ equilibrium rate of
profit emerges from their sinultaneous equation system They

formulate this equation system on the assunption that the
equilibrium rate of profit and prices of production prevail.

Based on this assunption, the normalisation leads to equilibrium
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prices and rate of profit. In other words, they assume what they
want to expl ain. In this nmodel, the social process of fornmation
of prices fromvalues is not taken into account. Prices and rate
of profit is given independent of values as they are derived
directly from physical conditions of production and val ues do not
play any role. Further these sinultaneous equations by thenselves
cannot explain the rate of profit and prices. They need the help
of one or other invariance postul ate. Each invariance postul ate
is as good as or as bad as any other postul ate. Because of this
the solutions to the equilibrium prices and rate of profit are
clouded by the arbitrariness of these invariance postul ates.
These solutions, apart from the assunption of equilibriumrate of
profit, also depend on constant rate of returns (Al berracin,
1984). This shows the constraints wthin whhich Sraffians'

equilibriumrate of profit exists.

As opposed to this Marx, explicitly taking into account
the dynamic nature of the system as well as different sizes and
organi ¢ conpositions of each capital, explains the formation of
the rate of profit on the basis of conpetition anmong capitalists
to gain as nuch cake of surplus value as possible. In this the
rate of profit appears as a prevailing tendency rather than as a
static equilibrium nmagnitude. It is the sraffians’ equilibrium
rate of profit which is inconsistent with capitalist reality, but
not Marx's. The equilibrium rate of profit with which Sraffians
are obsessed has nothing to do with the real world. (Al berracin,
1984 ,p.201; and Naples, 1989,p.137-144). The rate of profit which

stands for the share of each aliquot part of capital in the total
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profit is fornmed by the conplex interaction of the spheres of
production, distribution and exchande. Marx's analysis of the rate
of profit and conversion of wvalUes into prices attenpts to

conprehend this conplex process.

The Sraffians argue that given physical conditions of
production are enough to calculate prices and the rate of profit
and thus | abour values are not needed to achieve this. It is to be
said that the given physical conditions of production and the
technical relations related to them only stand for the possibility
of profit and grounds for the existence of a rate of profit. The
physical conditions of production give us only the possibility.
In order to turn the possibility into reality the relations of
production specific to the capitalist node of production are to be
brought into the picture. Under the regime of capitalist
relations of production, workers are conpelled to carry on the
physical conditions of production to its logical end and produce
surhlus val ue. Because of these relations of production and the
exchange process related to it, concrete labour is reduced to
abstract [|abour and individual Ilabour is turned into socia
| abour . Through this nmechanism only the surplus val ue produced
Is distributed anong the capitalists to form the rate of profit.
Only Marx's value analysis could capture this formation of the
rate of profit. The Sraffians <could raise the issue of
i nconsi stency and redundancy of Marx's val ue anal ysis because they
attenpt to directly relate technical relations and phenomenal
forms and neglect social relations and rel ations anong the spheres

of production, distribution and exchange which could explain this
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conplex process that |inks the technical relations and the

phenonenal forns.

Views of the Anal ytical Marxists:

The Analytical Marxists, do not consider that the
enpl oyment of [|abour has anything to do with the production of
surplus val ue. (Roemer, 1981,p.52). According to them
i ndividuals' notives only can explain this phenonenon. It flows
from their reliance on nethodol ogical individualism according to
which only individuals’ actions can explain macro-phenonena. This
is also reflected in their analysis of the rate of profit.
Here,the neo-cl assi cal concepts  of equilibrium and perfect
conpetition also play an inportant role. This conmes out clearly

fromtheir comments on mnethodology (Parijs, 1983).

The inprovenent that Roener clains to have nade over the
exi sting analysis consists in introducing the financial market to
explain the formation of a single uniform rate of profit on the
econony as a whol e. Here it appears that he takes into account
only the noney capital circuit in explaining the mnmechanism
di sregarding the presence of the commodity capital circuit and the
production capital circuit. H s enphasis on neo-classical tools
leads him to assert that the existence of an equilibrium profit
rate is to be explained as a consequence of individual
capitalists’ accumul ation behaviour. This naturally impell himto
underscore the the role of financial market: "The argunent here

shows that it is not ‘competition’ in sone vague sense that
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equal ises profit rates, but precisely the existence of capital
market" (Roemer, 1981, p.71). In the process, he also obscures
the relationship between profit and interest by saying that
individual profit rates are all equal to the economy-wide rates of
interest. Here it is doubtful whether he is addressing capital as
a whole or only commercial capital. Consequently the distinction
between capital as such and commercial capital also becones vague.
Hs explanation of the equalisation of the rate of profit through
marginal rates of profit also brings into open his dependence on
neo- cl assi cal cat egori es. Though he nmentions that t he
differential endowments of produced assets and the presence of a
class of people who do not have sufficient endowents to produce
t hensel ves without selling their [|abour-power to the other asset
hol ders are primary prerequisities to explain profit rates, his
argunents that perfectly free entry and exit of the capitalist,
that the capital market should be given due role in the profit
rate formation and that |abour-power is not the only unique
commodity capable of producing surplus leads one to doubt
Roener's whol e anal ytical exercise. The sphere of production and
sphere of circulation conbined together influence the conversion

of surplus value into profit and the formation of the rate of

profit. Profit is the formthat surplus value takes in the sphere
of exchange. Though sphere of exchange appears independent, its
sphere of activity is limted by the sphere of production. In

Roener's analysis, only the sphere of circulation appears and it
is not <clear from where profit comes and where it goes.
Contrary to Roener's clains Marx also considers the role of

financial capital in the formation of general rate of profit.
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(1959, p.196). Besides the free flow of capital, Marx stresses
the free mobility of | abour-power from one sphere to another, from
one production locality to another. Apart from this, t he
conception of conpetition should also be exam ned. In this
anal ysis  of equi | i brium Roemer adopts the neo-classical
conception of conpetition where capitalists appear as autononous
i ndividuals perform ng according to set non-contradictory norms in
order to maximse the returns. As opposed to this, conpetition
among the capitals which appears nore like battle over spoils,
spoils of exploitation of |abour. This conpetition is tenpered by
the concentration and centralisation of capital inherent to the
capitali st accumul ation  process. Roemer’s  conception  of

conpetition exists only in the realmof ideas but not in reality.

A reductio ad absurdum proof that eqguilibrium prices

cannot be propontional to |abour values in genera] 1is given by
El ster, who like many others who attenpted to relate values and
prices, and surplus value and profit directly and nmnechanically,
narrates the sane ’‘shortcomings’ of Marx that were repeated again
and again, viz., that Marx did not take into account prices of
inputs but only its values and, as such, the sane commoditiy turns
out to have different prices at the sane time, that only price
magnitudes, but not value magnitudes are significant as
capitalists only use price magnitudes in their cal cul ations, that
the econony is not characterised by a wuniform conposition of
capital. He explains, "he [Marx] derived the avarage rate of
profit from the fundamental equation [r = sl/k+1], with all

magnitudes defined with respect to the econony as a whol e. There
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IS no justification for this procedure, and it does in fact give
the wong results. The fundanental equation holds only when
values and prices coincide because the organic composition is the
sane in all sectors, or when there is no surplus val ue. Next ,

Marx in a nunerical exanple in Chapter 111 derived the prices by

multiplying the values of the inputs by (1+r), that is by using
the average rate of profit as a mark up on values. This, however,
can only be called a hower, since the valuers are unknown
magni tudes and hidden to the capitalist hence they cannot enter
his cal cul ations... The equilibrium condition nust be that the
capitalists in all sectors calculate the sanme rate of profit on
the price costs" (Elster, 1985,p.134). In this 'new proof of
failure of Marx, Elster does not show anything that is new. Mar x
hinmself pointed out the role of the assunption regarding the
uni form organi ¢ conposition of capital and the need to transform
value of inputs into prices. Prices deviate from val ues when,
because of the different conposition of <capita] in different
brahcnes surplus produced is distributed anong different branches
according to the size of capital of each branch. Natural | y when
conposition of capitals is the sanme and there is no need to
redistribute surplus and prices do not deviate from val ues and the
rate of profit wll be sane. In the case of no surplus value
being produced also prices do not deviate from values as no
surplus value is distributed. At the sanme it is to be noted that

there will be no rate of profit as there is no surplus value to be

di stri but ed.
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In this attenpt of Elster to provide a new proof, two
things beconme quite apparent. One is his preoccupation wth
equi librium H's attenpt is to exam ne an econony in equilibrium
and to derive an equilibriumrate of profit. It can not capture
the real nature of the capitalist econonmy. The capitalist econony
is a systemin incessant notion passing through boonms and sl unps,
coining out of one crisis to land only in another deeper crisis.
Marx's attenpt was to capture the essence of this crisis prone
system Accordingly, his rate of profit does not signify an
equi librium situation, but one that exists in the up and down
movement of prices. This rate of profit equals approximately the
proportion of surplus value that falls to each aliquot part of
social capital. It stands for a tendential process rather than
for equilibrium situation. Anot her thing that is apparant from
Elster’s analysis is the total separation of value and price
el enent s. Values and prices instead of being separate entities

represent the sanme thing: expenditure of abstract |abour in the

production of a commodity. Price is the only form that value
takes in the sphere of exchange. In the sane way profit is the
transformed form of surplus value by way of rate of profit. In

this context what is to be done is not to go in search of
i nvari ance postulates to map values on to prices, but to exam ne
the process of transformation of value nmagnitudes into price
magni tudes, to examne the dialectical relation between essence

and appearance. This is what El ster does not do.

Morishima’s solution to the transformati on problem that

'Marx’s incorrect procedure converges towards the correct result
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when ‘’iterated’ appears to Elster (1985,p.134) as a mathematical
curiosity. In his opinion it has no exegetical or substantive
significance. But at the sane tinme he did not even nention Anwar
Shai kh's work (1977) where Shaikh presented exegetical evidence
for the above form of solution. El ster further coments that
Morishima’s result is obtained under quite restrictive assunptions

that do not seem to have any interesting relation to what Marx

wote or how the world is.

Gven his criticismof Marx's analysis of the formation
of the rate of profit and prices, Elster provides his own
solution to the problem of formation of prices and determination

of rate of profit. For this purpose he uses the followng

si mul t aneous equati on nodel :

[a,;(by*by Py+...bL P )+a; +a, po+..-a pp] (14r) = pj
In this p.J stands for prices of comodity j; b.J is the anount of
coomodity 1 that the worker receives in return for an hour work;
a IS nunber of workers, a,, i=1l....n, Is inputs used in the
production, r is rate of profit. Commodity 1 is taken as
nuneraire so that p,=1. Here smal |l er parenthesis denotes outlay

on wage |abour and total parenthesis denotes total outlay on
i nput s. In this excercise the rate of profit and prices are
derived sinultaneously. As far as the formalisation is concerned
there is nothing new in this solution as it is nore or less a
repetition of the Sraffian treatnent. Simlar to Sraffian

analysis, Elster also resorts to the sinultaneous equation nethod
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and the physical conditions of production determ ne price as wel
as the rate of profit. This equation system, as explained
earlier, can only capture static dimensions and is incapable of
addressing the dynamic situation with which Marx was concerned.
The physical conditions of production only denotes technica
relations between inputs and outputs and they conceal the social
nature of the production process and the source of profit. As a
result, the rate of profit appears as a nmere mark up. Elster also
uses the above formalisation to attack Sraffians (whom he refers

to as neo-Ricardians) on an inportant aspect which will be dealt

with |ater.

El ster (1985,p.135) attenpts to derive inplications of

his ’'new’ finding. For this purpose he divides his interpretation

into four parts as foll ows:

1. The Local ldentity Interpretation : Prices are proportional
to val ues.

2. The Gobal ldentity Interpretation : (a The sum of all
prices equals the sum of all values. (b) The totality of

surplus value equals the totality of profits.

3. The Hegelian Interpretation : (a Values can be determ ned

I ndependently of prices, but (b) prices cannot be determ ned

I ndependently of val ues.
4. The Ricardian Interpretation : Prices are independent of the

conposition of final demand.

El ster dism sses the first two interpretations, local identity and

global identity interpretations, as confused and trivial. Thi s
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judgerment follows directly from his treatment of the relation

bet ween val ues and prices (i.e., transformation problem) . Through

the third i nterpretation, what he calls t he Hegel i an
interpretation, El ster attributes conpletely false theory to
Mar X. He turns Mrx's dialectical relation between content

(values) and form (prices) into determnistic relations and then
tries to denolish them Through this he lays the foundation to
uphold that one can derive prices and rate of profit directly from
the technol ogical coefficients, wthout any reference to value

magni t udes. This is in no way different from Sraffians’ simlar

claim

It is wth regard to the fourth interpretation that
El sters' original contribution conmes out. It is also here that
met hodol ogi cal individualism and neo-classical influences, the
bedrock of Analytical Marxism nake their presence felt. He terns
it as the Ricardian Interpretation according to which prices are
i ndependent of the conposition of final denand. By this he
inplies that Marx did not examne the role of demand in the
formation of prices. Again attributing a false theory to Marx,
El ster provides a repudation of it: "In the equations from which
the rate of profit and prices were derived, the consunption
coefficient b.i appear as coefficients of the unknown price
vari abl es. Hence a shift in demand will affect the solution of
the system contrary to the R cardian view'. (1985,p.137) Mor e
than bei'ng contrary to Ricardian view , its significance for
Elster lies in the possibility of injecting the inpact of

i ndi vi dual deci si ons on macr o- phenonena. For him the
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neo- Recardian (Sraffian) simultaneous equation system S not
sufficient to overturn the Mrxian theoretical edifice. He needs
to snuggle in neo-classical elenents to conplete the act.
Contrary to Elster’s claim Marx clearly takes into account the
play of supply and demand forces. (Marx, 1973, p.136-9; 1959,
p. 173-200). The problem with Elster lies in his preoccupation
wth an equilibrium approach reflecting neo-classicals and
attributes the sane to Marx. Marx takes into account the constant
fluctuations that characterise the capitalist econony  and
accordingly takes into account supply and demand factors also to
explain the novenment of narket prices around prices of production.
At the same tine Marx al so recognises that cost of production, in
its turn, influences the fluctuation of supply and demand. But
Elster intends to use denmand factors in the determ nation of
prices of production thenselves. This will be no wonder if we
remenber that for Elster (1985,p.138-140) utility/ wuse-value can
be the source of exchange value. sraffa’s attenpts, on whose work
Sraffians (neo-Ricardians) depend, were precisely to attack this
and the consequent distribution analysis. The significance of
Elster's attenpts Ilie in conbining these two dianetrically
opposite theoretical analyses to achieve his aim the denolition
of the Marxian edifice. Though it is a fact that Sraffians
through their sinmultaneous equation approach and neo-classical
affinities attenpt to disprove Marx's analysis of the rate of
profit, it is doubtful how far both analyses can be conbined,
keeping in view Sraffa's aim of presenting a critique of

neo- cl assi cal anal ysi's N
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This aspect of giving inportance to demand and
subj ective choice also finds place in John Roemer’s anal ysis. He
says, "both subjective utilities and class struggle can be thought
of as having a role in determning prices. There is no |ogical
contradiction in admitting a place for both approaches”. He even
gives primary inportance to consunption rather than exploitation
in the explanation of the rate of profit: "Athough the profit
rate is a well-defined function of the consunption bundle it is
not a well-defined function of the rate of exploitation.” He goes
on to prove the theorem "If the organic conpositions of capital
of technology {A L} are not all equal, then. for any e>o, there
always exists b b_c £ such that e = e(b ) = e(b) but n(b)) =
rc(g )", which nmeans that one cannot conceive of n as a
single-valued functions of e, as b varies. (Roemer, 1981
p.162-163) In this expression A stands for material inputs, L for
| abour inputs, e for rate of exploitation, n for rate of profit, ¥
for the set of consunption bundles. The proof of this theorem as
provided by Roener, itself hinges on the assunption either that
the profit rate is zero or an equal organic conpositions of
capital in all sectors. This sort of interpretation is based on
the understanding that Mirx adopted purely subsistence theory of
wages and that if wages are made endogenously variable, Marx's
theory cannot hol d. But contrary to this Marx explains that
besi des the subsistence needs of |abourers historical and noral
el enents also enter in the determ nation of wages. Changes in
wages lead to changes only in the ratio of nercessary |abour to
surplus | abour. Apart from this, though the rate of profit is

determined in the sphere of <circulation, it 1is based on the
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surplus value produced in the sphere of production, as the later
provides the limts to the forner. Though changes in wages or

configuration of wage bundles may lead to changes in the rate of

profit, it does not nean that exploitation as a deterninant of
profit rates disappears. Gven the organic conposition of
capital, changes in wages lead to changes in the rate of profit

only through changes in the rate of exploitation.

VWhile it is true that Marx also took demand into

account, the neaning he gave it is different fromthe one given by

neo-cl assi cal econom sts and Analytical Marxists. According to
the Anal ytical Mar xi sts  denand is determned by i sol at ed
i ndi viduals' preferences and subjective utilities. In Marx's

anal ysis consunption and demand is influenced by historical and

social conditions under which production is carried on. Demand is
determined by the distribution of social income anong different
cl asses of people. The Analytical Marxists' formulation follows

from their basic argunent that independent individuals' behaviour
determ nes nmacro phenonenon. This shift of their focus from

classes to individuals is opposed to the fundanental Marxian

under st andi ng of social devel opnent. The individual, to a great
extent, is formed by the social and historical conditions under
which he Ilives. To separate the individual from his historical

and social coditions is to resort to a historical and asoci al

anal ysi s.

The analysis of consunption which appear in the hands

of Elster as a tool to criticise neo-Ricardians' (Sraffians)
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neglect of demand factor in the exam nation of price formation,
becomes a tool in the hands of Roemer to deny a meaningful role
for exploitation in explaining the formation of the rate of
profit. Once it is noted that exploitation of |abour itself does
not have any place in Analytical Marxists' analysis, it wll not
be a surprise to see that it disappears fromtheir analysis of the
rate of profit. In their efforts to save the science of political
econony from col |l apse because of 'contradictions' of dialectical
analysis, the rate of profit as a measure of exploitation of

| abour becomes another casuality.

The Primacy Question

Gven the tw rates of profit, the value rate of profit
as calculated by Marx and the price rate of profit as derived from
the sinultaneous equation nmethod, critics are of the opinion that
the price rate of profit is nore significant than the value rate
of profit. Along with the simultaneous -equation nethod and
physi cal conditions of production approach this opinion is also
common to both the Sraffians and the Analytical Mrxists. The
common argunent put forward to support this is that capitalists
use only the price rate of profit in their calculations and that
the value rate of profit is not knowmn to them Joan Robinson
wites, "When prices in terns of noney are not exactly

proportional to values, the share of net profit in proceeds is not

exactly equivalent to surplus value. In that case, it is the
calculation in ternms of noney that is operational, for the
decisions of the businessnmen who control investnment and the
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distribution of income are influenced by profits, not by values"

(1979,p.282).

Steedman wites, "Now if these two profit rates differ,
which is the significant one? Wich wll affect capitalists
decisions? And which wll tend to be made uniform, as between
industries, in a compititive econony? The answer is self-evident;
it is the money rate of profit which effects decisions and tends
to be equalised. The ‘valuerate of profit’ used by Marx is of no
concern to capitalists, it is unknown to the capitalists and their
is no force acting to make it equal as between industries. The
inmplication is clear, S/(c+v) is not a significant rate of profit
in a capitalist econony, and it does not. equal the actual noney

rate of profit." (1981a,p .30)

Hodgson wites, "The capitalists will calculate their
rate of profit in terms of prices, not values. Money capital
movements between firns will be in equilibrium when the rate of
profit in price terns in equal in each firm.. Capitalists are not
aware of, or disposed towards, any calculation in terns of
enbodi ed | abour values. Hence the rate of profit that tends to be

equalised to forma general rate of profit is in ternms of prices,

not val ues" (1974,p.363).

Simlarly, Elster also wites, "This, however, can only
be called a hower, since the values are unknown magnitudes and
hidden to the capitalist; hence they cannot enter into his

cal cul ati ons. To confuse value and profits is to commt the
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dialectical sin of mixing essence and appearance. The equilibrium
condition must be that the capitalists in all sectors calculate
the sanme rate of profit on the price costs of the factors of

production, not on their costs in value ternms" (1985,p.134)

Wen these critics talk about the equilibrium rate of
profit and prices they nmean the rate of profit and the prices that
prevail in the idealised equilibrium conditions of the capitalist
econony, the rate of profit and the prices that arise from their
simultaneous equations that have nothing in comon wth the
capitalist reality. The rate of profit and prices that they refer
do not belong to the magnitudes that prevail in the actual narket
condi ti ons. This comes out clearly from what Steedman says,
"sraffa considers only ‘prices of production', his book containing
no reference to market prices... The sane is true of the present
work," and "The prices considered throughout the work are always

prices of production, for market prices are never considered"

(198l1a, p.13,20). Capitalists' actual decisions are based on the
prices and rates of profit that prevail in the market and not on
the equilibriumprices and rate of profit. Capitalists are in the

dark as nmuch about the equilibrium price rate of profit as they
are about the value rate of profit. Using their own yardstick it
should be stated that the equilibrium rate of profit and prices
are ‘unknownto the capitalists' and as such are of no concern to

them’. As a result, they should not be considered as significant

or primary.
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The aim of the science is to apprehend the essence that
lies behind appearances. I f appearances are to satisfy us, it
marks the end of science. |If it is to know the prices that
capitalists use in their calculations it is better, as Freenman
(1984 ,p.246) remarks, to visit the nearest grocer rather than
indulge in intricate theoretical analysis. Unlike the critics
mentioned above Marx did not base the success of his theory on
whet her capitalists were aware or made use of his categories. He
took unearthing the essence that explains the laws of notion of
capitalist econonmy as his aim He was aware that capitalists are
blissfuly unaware of the process at work. To quote Marx, "But
this is a process which occurs behind his [capitalist] back, one
he does not see, nor wunderstand, and which indeed does not
interest him The actual difference of magnitude between profit
and surplus value - not nerely between the rate of profit and the
rate of surplus value - in the various spheres of production now
conpletely conceals the true nature and origin of profit not only
from the capitalist, who has a special interest in deceiving
hinmself on this score, but also from the |abourer. The
transformation of values into prices of production serves to
obscure the basis for determning value itself. Finally, since
the mere transformation of surplus value into profit distinguishes
the portion of the value of a comodity formng the profit from
the portion formng 1its cost-price, it is natural that the
conception of value should elude the capitalist at this juncture,
for he does not see the total I|abour put into the commodity, but
only that portion of the total |abour for which he has paid in the

shape of neans of production, be they living or not, so that his
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profit appears to him as something outside the inmanent val ue of
the commodity. Now this idea is fully confirned, fortfied and
ossified in that, fromthe standpoint of his particular sphere of
production, the profit added to the cost-price is not actually
determned by the limts of the formation of value within his own
sphere, but through conpletely outside influencs. The fact that
this intrinsic connection is here revealed for the first tine;
that up to the present tine political econony... either forcefully
abstracted itself from the distinctions between surplus value and
profit, and their rates, so it could retain value determination as
a basis, or else abondoned this value determination and with it
all vestiges of a scientific approach, in order to cling to the
differences that strike the eye in this phenonmenon- this confusion
of the theorists best illustrates the utter incapacity of the
practical capitalist, blinded by conpetition as he 1is, and
i ncapabl e of penetrating its phenonena, to recognise the inner
essence and inner structure of this process behind its outer
appear ance" (1959,p.168) . Marx nekes it clear that what
capitalists see is at variance with the real nature of capitalism

He shows that we should be interested about not what capitalists

see but what they do not/cannot see. Instead of taking the
perceptions of the capitslists at their face value, Mar x
I nvestigates their material basis. Because of their conception

that profit emerges from the sphere of exchange capitalists are
not able to recognise the inner nature of the capitalist
production process. This is in consonance with the fetish nature
of the capitalist market relations of which capitalists are

captives. The critics by pointing out that what capitalists know
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is significant show that they also are not free from the influence
of the fetishism The rate of profit, as explained by Marx, that
enmerges as a result of the intrinsic nature of the capitalist
econony should be of significance to us in understanding its |aws
of notions, rather than the one that arises from an equation

system that does not mrror actuality.

MORISHIMA’S ANALYSI S

Li ke many other econom sts of diverse hues, Morishima
also attenpts to relate |abour values to prices and to derive an
'equilibrium’ rate of profit. Morishima’s work (1973; 1974)
surfaced earlier than the works of the other two streans exam ned
her e. Yet, unlike the other two streans, he does not advocate a

whol esal e overthrow of |abour value analysis, but would like to

absorb Marx's analysis with ‘stringent’ conditions. In this
exercise, Mrishima adopts von Neumann's equilibrium bal anced
growh path and cost-price inequalities. Like many others he

also, within his own formalisations, treats values and prices
seperately and tries to find out sone invariance conditions that
will relate them to each other unanbi guously. He explains that
t hough Marx's analysis is marred by confusion, Marx ‘almost’ got a
correct solution. In a way, Morishima’s attenpts are directed

towards clarifying and correcting this solution.

VWhile Mirx tries to account for the contradiction
between the law of value and the general rate of profit as the

basic nature of the capitalist node of production, Mrishima tries
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to bring out a harmonious result out of his mathemetical
treat nent. Consequently he wites, "he [Marx] often confused an
account in ternms of values with the corresponding account in terns
of price, in spite of the obvious fact that price and value are
dimensionally different; the forner is measured in terns of noney
or sone other commodity taken as nuneraire, the latter in terns of
| abour-tinme. Therefore a rigorous treatnent of the transformation
problem is possible only by normalising prices so that they are
dimensionally identical with values" (Morishima, 1973,p.73). He
also argues that in deriving the rate of profit as r=S1V/C, Marx
dd not fully recognise that prices and the rate of profit are
variables in the price system while values and rate of
exploitation are variables in the value system That is to say,
Morishima treats values and prices as two systens, rather than as
content and form of the one and the sanme thing. Thus he al so
pl ods along the beaten path that the two are separate systens and
are to be related with the help of some invariance postulate. In
its place what is needed is the treatnent that prices are the form
of value and it is in the form of prices that values nove, that
because of the capitalist production and circulation process
values are transformed into their opposite: prices. Simlarly,
the " rate of profit is forned both on the basis of and in
contradiction to the law of value. Instead Morishima goes in
search of concepts and definitions in order to relate the |aw of
value and rate of profit directly. Morishima resorts to this in
spite of his recognition that Marx was notivated by a desire to
unravel the deceptiveness of capitalist accounting in terms of

prices. (Mrishima 1973, p.74,84-5).
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Further, Morishima considers the transformation problem
to be one of traversing from sinple comodity production to
capitalist extended production. He argues that values represent
sinple commodity production and prices corresponds to capitalist
society: "Marx started the sequence p = /'\ because values would
give the long run equilibrium prices in the society of ‘simple
comodity production' (as the classical |abour theory of value
clains) and so these values could not be very far from equilibrium
prices in capitalist society," and, "At one end of the Marxian
transformation we have the long run equilibrium prices set of the
classless ’simple-commodity production’ econony and at the other
the long run equilibrium price set of the capitalist econony”
(Morishima, 1974b,p.624). Regarding simple-commodity production
he wites, "But it is not an actual historical (pre-capitalist)
econony but an imaginary fictitious one which 1is introduced
because it is heuristically useful in the proof "(Mrishim and
Catephores, 1978,p. 173-4). He is of the opinion that this
conparison helps to understand the effects on prices of a change
in the social structure from one type of econony to the other.
Marx was not concerned, as far as the formation of rate of profit
is concerned, about what happens at the point of transformation of
one type of econony into the other, but he was concerned about the
conversion of value magnitudes into price magnitudes that takes
place all the tine in the capitalist econony. In the process of
exchange particular use values of the commodities are abstracted
from and they are treated as possesing exchange val ue. In the
sane process, the concrete nature of the |abour spent s

abstracted from and it is treated as common abstract labour that
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forns the substance of val ue. This value and abstract |abour are
products of capitalist relations of production. Marx was
concerned about the transformation of this value into price in the
process of redistribution of surplus value anong aliquot parts of

capital to formthe general rate of profit.

Contarary to the explanation of Morishima (1973,p.74)
Marx did not generalise the classical |abour theory of value, but
he exposed the contradictions in classical analysis as they were
unable to conprehend the contradiction that energed between the
general rate of profit and the law of value in the process of
capi tal accunul ation® 1n accounting for this contradiction, Mrx
takes different organic conpositions of capital in different
industries as the typical nature of the capitalist econony. In
other words Marx’s analysis is based on the recognition that the
organic conposition of capital is not identical among different
i ndustries. Based on this, Marx cones to the conclusion that
prices deviate fromvalues as the general rate of profit is formed
out of distribution of surplus value anong different wunits of
capital on the basis of each capital's share in the total social
capital.

Morishima is of the opinion that Marx's conclusions |ike
the rate of profit m is identical with the ratio of surplus val ue
to total capital S/ (c+V), sumof prices of outputs is equal to the
sum of their values, and total profit equals total surplus value
can be upheld. At the sane tinme he feels that Marx's analysis is

i nconplete and needs revision in order to nake these concl usions

val i d.
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In order to overcone what he feels to be incompleteness
of Marx's analysis of the rate of profit and prices of production
Morishima follows iterative nethod. He explains that initial
magnitudes in Marx's analysis are in value terns and the rate of
profit 1is calculated on these value nagnitudes. 1f val ue
magnitudes differ from prices, the cost of production in value
terns does not correspond to price terms and the rate of profit
will not correspond to the eguilibrium rate. The prices that Marx
obtained represent only a first approximation. The costs of
production are to be recalculated on the basis of the prices that
Marx obtained as a first approximation. The new prices and rate

of profit are obtained on the basis of the revised costs of

producti on. This process of recalculation goes on until correct
equilibrium prices and rate of profit are obtained. To express
this procedure Morishima (1974b,p.624) uses the follow ng
equation7:
AN
b P L P
PN o

In this process an arbitrary non-negative, non-zero vector Y s

taken as the starting point. Fromthis other val ues Y1’ Y, and so

on are calculated on the basis of the above formula until

stationary solution Y is obtained. Form this AY / MY is
calculated which is equal to 1+7. This rate of profit s
substituted in the price equation P = (1477)pl M. The resulting

1

o]
sequence of prices lead to the long-run equilibrium price set.

But this process is fruitful only along the balanced equilibrium

growt h pat h.
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In his analysis of rate of the profit, Morishima assunes
equi librium prices and an equilibrium rate of profit and exam nes
the condition under which they becone real. Mori shima expl ai ns
that the equilibrium rate of profit n can be identical wth
individual rates of profit TI =Sﬁlc,+ VL, and profit equals surplus

value and prices equal values if and only if identical value

conpositions of capital prevail in all industries. He states that
profits LI ;TT are proportional to surplus val ues S:P.., S,
if and only if conpositions of capital are equal 9 S c
\Y% _ \% Vm
1 2
X,oo= (CytVe) = 8y (1= 1;.00,m)
P - (cpi+v§; My (A=1,r.0 0 m)
X, stands for values, c, and V, for value magnitudes, and ¢; and
v§ for priced nmagnitudes of constant and variable capitals
respectively. Since S, =amn, (a stands for proportionality) We
obt ai n

(/\-aP) (I-M) = (S-a T) = o

Here M stands for input matrix. As I-Mis not singular from the
above expression we obtain /A=x P, i.e., prices are proportional
tovalues. Fromthis we have c,=a c’ Pnd V. = «a v’

1

Fromthis proportionality of values and prices we get

. S. V.
T —— 2 M = e 1—
p p
. + V.
c; i c.+ VW c.+ V.
1 5 | h 2
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The equalisation of rate of profit also signifies identical vaue

compostion of capital. This is equa to the expression of

Vi V2 Vm
e — —_ = ... e e n
C + V c + V c + V
1 1 2 2 m m

Substituting this rate of profit in value and price equations
(1+m) (ci+vi) = A, (i = 1 m)

(1+m) (ci+v‘i’)

I
el
e
!
=

S, =1m (c,+V.)
i i i

P, P
= Pyt
771 T ‘(C:t Vl)
Since c. =a ¢ and Vv.=av’ we obtain S = a n..

1 1 1 1 1 1

That is to say profits are proportional to surplus val ues.

This condition of equal composition of capital appears
restrictive and accordingly Morishima weakens it into ’linear

dependence of industries'.
nm(c+V)M = SM  oOr (77 (c+v)-s)M = 0

In this expression the matrix M is singlular, i.e., |[M]| = 0. In
this matrix each colum represents input coefficients, for both
capital and l|abour for each industry. The linear dependence and
singularity of the matrix inplies that one of the colums of the
matrix is a |linear conbination of other colums. He explains that
Marx normalises prices such that costs of production could remain
unaffected by the conversion of values into prices and that such a

procedure is possible only wunder the assunption of [|inear
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dependence of industries. He denotes equilibrium prices obtained

through Marx's algorithms q,.-..9q. These are proportional to
equilibrium prices p,...p, 1i.e., p=aq. From this ¢+ V
1 m p P

a(cq+V ). The equilibriumcondition is expressed as
q
- q q
q;= (1+m (ci+vi) )
Because of the |inear dependence of industries, cost of production

remai ns unchanged in spite of transformation of values into prices

c.+V. = cd+v? .
1 X b 8 1
o| S.Y.
1-1 1 1
From m - -.E—_(E_._TV_)_Y__. :
1=1 1 i’ a

and the above expression of equilibrium conditions and costs of

production the following equality is obtained:

This neans that sum of the prices of outputs in terms of the

Marxian prices q is equal to the sum of their val ues. Simlarly

the following equality is obtained:

U | m . ~9 _ y4 = "
A AL R SOV AR O
This means that total profit equals total surplus val ue. These

equalities are possible, Morishima points out, only under the
restrictive assunption that industries are linearly dependent.
Morishima explains the relationship between the rate of

profit and the rate of exploitation with the help of the follow ng

equation system:
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p,= (147) (P A +WL )

p = (1+m) (p
\ / L8 o

A +WL )
“11 |

1111 6

Here n is the equilibrium rate of profit, p prices of capital
goods, P, prices of wage and |uxury goods, W the wage rate per
hour of | abour. Further the wage rate can be depicted as

W =Dp WB
' 9 |

B stands for the bundle of wage goods and w units of the bundle.
The sanme can be represented as

W=p D
11

D represents the bundle of commodities demanded by the |abourers
with the given wages. The above prices equations can also be

represented as:

p = (1+m) (p A +p DL )
M ' L L B L 6
p=(1+mn) (p A+ pDL)
ol & \ Y 1 M \\
In matrix form p = (1+m)pN
A
when p = (p ,p, ) and N = '
' DL”J

From this equilibrium output can be represented as:

Y = (1+n) NY
Wth the help of the above equation system once the real wage is
given prices and the rate of profit 77 can be derived. O herw se
if the rate of profit 77 is given prices and real wages can be

deri ved.
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In value terms, the wage rate is expressed as
W =AD
The wage rate represents the necessary working tinme. Sur pl us
working time is the excess of the daily working tinme on the
necessary working tine. It is represented as I—/\IJJ

Gven this rate of exploitation is expressed as:

Morishima explains that rate of exploitation depends not only on
the total working tine but also prices in terns of the wage rate
or what he calls |abour tine.

The val ue determ ning eguations are represented as:

A = AA + (l1+e) ,\ DL

A = AA + (1+e) A DL
Wth the help of the above price and val ue determ nati on equations
Morishima derives n =—e V/c+V. But this is true, according to

him only along the balanced equilibrium growth path.

Further, Morishima points out that Marx's conclusions:
sum of values equals sum of prices and total surplus val ue equals
total profits, can be established only when the econony is in the
state of long run equilibrium balanced growh (1974,p.627-8).
Long run equilibrium growth takes place when capitalists do not
consune and workers do not save i.e., when capitalists spend their

total profit on capital expenditure, wthout using it for persona

consunpti on.
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= ; *

K represents aggregate capital in price terms and gK represents
*

the growth rate of K

(ac+aV)/\Y(t)+(a_c+oV)/\Y(t)

. 1 1 111 e g o1 11 o1 g
gK (t)=
(ac+a V)Y (t) + (ac +a V )Y (1)
11 111/ (NN S S S R ST
a, a, stands for proportion of prices to values in capital

1
goods, and wage and |uxury goods branches respectively. This rate

of gromh is also seen to equal the proportion of capitalists
saving from the profits.
*
gk (t}:SCn
In value ternms aggregate capital 1is represented by K and its

growth rate by gk

gK(t) = &;r;“')f _(i) + (c” 4%‘ )%I (t)

This can al so be represented as

S(t
- d Efii l?f}‘

In this equation a stands for accumulatioin of capital, i.e.,
that proportioin of surplus value which is left for investnent

after capitalists’ consunption of wage and |uxury goods.

Morishima explains that Marx's equations will hold only
when, apart from equal organic consunptions of capital in
different branches, there is balanced growh and capitalists do
not consune. This inplies that SC= a =1 This also |leads to the

condition where the growth rate in value terns and price terns are
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equal gK=g K In this context, the growh rate equals the rate

of profit which is referred to as the von Neumann growh
equi librium
S(t) 1

| %] - a - g

c(t)+V(t)  K+1

This condition inplies equalisation of the sum of values and the
sum of prices, and of the sum of surplus values and the sum of
profits. Morishima concludes his analysis, "we may thus conclude
as follows: Marx's transformation formula, that the ratio of
surplus value to the aggregate total capital equals the rate of
profit, holds true as a relationship along the Marx - von Neumann
golden equilibrium path, but it nust be replaced in all

ci rcunst ances” (1973,p.158).

Notwi t hstanding all these efforts to vindicate Marx and
to clarify, correct and generalise Marx's 'alnost’ correct
solution Mrishima (1973,p.159) states that Marx's value analysis
need not be adhered to, because value categories are operationally
meani ngl ess, and production coefficients can be aggregated in
terms of von Neumann equilibrium production - prices. The
concl usions derived on the basis of the latter nethod are as good
as the ones based on the fornmer. As value categories are
operationally nmeaningless and price categories are refutable, he
concludes the forner method can be rejected. As is the case with
the other two streans of analysis, the Sraffian School and the
Anal ytical Marxism Mrishima also cones to the conclusion that

what ‘strikes the eye’ is nore neani ngful.
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Morishima’s efforts were directed towards devel oping a
formally consistent analysis where Mrx's equalities could be
obtained w thout any contradiction. He situated his exercise
within equilibrium analysis as he assunmed that the equilibrium
rate of profit and prices of production would prevail. G ven
these equilibrium prices of production and rate of profit
Morishima exam ned under what conditions Marx's equalities could
be obtained along with equality of individual prices and val ues.

In his owmn words, he was in search of "special cases where first

approximation gives the true prices precisely” (Mori shi na,
1973,p.77). These special cases turn out to be, apart from zero
exploitation and equal organic conpositions of capital, |inear

dependence of input matrix and von Neumann equilibrium bal anced
growt h path. The conditions of linear dependence and bal anced
equilibrium growth, I|ike =zero exploitation and equal organic
conpositions of capital, are also restrictive in understanding the

real nature of the capitalist econony.

Dumenil (1983), Lipietz (1982), Foley (1982) and Prabhat
Patnai k  (1989) attenpted to overcone the constraints of
Morishima’s anal ysis. In order to do this they treat value of
| abour - power differently. Instead of equating wages to a bundle
of comodities they treat it as a share of the value added

(Lipietz, 1982,p.75), 'a certain fraction of the working day’
Q

(Prabhat Patnaik 1989,p.556) Based on this altered treatnment of
the value of |abour-power, they clained that, Marx's equalities
could be obtained along with equilibrium prices and rate of

profit. This solution also is not w thout problens. (See Napl es,
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1989 and d eicher, 1989). The problem arises nmainly because,
contrary to their beliefs and understanding, they also situate
their exercise in an equilibrium situation, which is antithetica

to the nature of the capitalist econony being characterised by
constant oscillations. An equilibriumsituation in the capitalist
econony could be visualised only on the basis of sone restrictive
conditions (like standard proportions). These restrictive
conditions invariably lead to the sidelining of one or the other

basic feature of the capitalist econony.

The limtations of these restrictive conditions are also
recogni sed by Morishima (1973,p.155-7; ]974,p.630).]0 But he does
not see that these limtations arise because of their inability to
capture the typical features of +the capitalist econony. He
attributes these shortcomngs to Marx's ‘confusions’ saying that
Marx's analysis of equilibrium prices and rate of profit can be
obtained only under restrictive conditions. Morishima is
pre-occupied with equilibrium conditions and as stated earlier his
efforts are directed towards exam ning the conditions under which
these can be realised. As opposed to this Marx was not concerned
about the equilibrium prices and treated the general rate of
profit as a prevailing tendency. Mrx dealt with the general rate
of profit that took place through the adjustnment of prices as a
result of redistribution of surplus value anong different
i ndustri es. Contrary to Morishima’s (1973,p.61) coment Marx was
not confused between values and prices, but recognised the
relation between them Mrishima by trying to find circunstances

in which the ‘confusion’ can be justified, sets aside Marx's
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probl em I nstead of recognising the contradiction between the |aw
of value and the general rate of profit Morishima attenpts to
relate both of them directly wth the help of different
condi ti ons. But these conditions fail to give unambiguous
answers. This leads him not to the recognition of the futility

of this formal analysis, but to the rejection of Marx’s value

anal ysi s.

CONCLUSI ON

The repudiation of Marx's analysis of the rate of profit
and its relation to the law of value as being inconsistant by the
critics is closely related to their nethod. They intend to derive
the rate of profit wthout any contradiction from the l|law of
val ue. Hence, Marx's explanation that the law of value and rate
of profit are dialectically related and that the rate of profit
and the related prices of production are to be derived from |aw of
value through many internediate stages, appears to them to be
untenable. In the process of discarding dialectics as a nethod,
they also do away with Marx's law of value and other related
categories that hold the key to the analysis of |laws of notion of
the capitalist econony. Labour - power as a unigue commodity plays
a crucial role in conprehending the contradictory relation between
the law of value and the rate of profit. But the sane
| abour-power, in the critics' analysis, is reduced to a bundl e of
commodities, and the |abourer is transforned into a beast of
burden. Along with this, the relations of production specific to

the capitalist node of production are set aside, thereby robbing
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the whole analysis of its historical nature. In the critics'

analysis, the rate of profit energes directly from the given

physi cal conditions of production. As a result, the roles that
different spheres - production, distribution and circulation -
play in the formation of the rate of profit are neglected. The

rate of profit is the phenonenal form that surfaces in the sphere
of circulation as a result of the distribution of surplus value,
created in the sphere of production, anmong the capitalists
according to their share in the total social capital. Because of
the influence of the sphere of circulation, new elenents enter in
to the formation of the rate of profit. Marx writes, "The actua

process of production and the process of circulation intertw ne
and intermngle continually, and thereby invariably adulterate
their typical distinctive features" (1959,p.44). Through the
uni queness of | abour-power, the labour theory of value, the role
of different spheres of activity and intrinsically dialectical

nature of the social process, Mirx attenpts to distill the essence
fromthese adulterated forns. As opposed to this, critics enbrace
the same adulterated fornms as conplete reality. If we take this
into account, the critics' clains that they are concerned with the
same issues with which Marx was concerned, that they take into
account the sane elenents that Marx so ’intensively’ exan ned,
that their analysis is in keeping wth Marx's basic materiali st

framework, and that their analysis is nore coherent than Marx's,

appear unconvi nci ng.
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NOTES

Marx points out that general rate of profit is not just an
average of different rates of profit. In his words, "The
formation of the average rate of profit is, therefore, not
merely a matter of obtaining the simple average of the
di fferent rates of profit in the wvarious spheres of
production, but rather one of relative weight which these
diffrent rates of profit have in formng this average."
(1959,p.162) He also points out that formation of the general
rate of profit is a long drawn out process, "In spite of the
great changes occurring continually, as we shall see, in the
actual rates of profit wthin the individual spheres of
production, any real change in the general rate of profit,
unl ess brought about by way of an exception by extraordinary
econom c events, is the belated effect of a series of
fluctuations extending over very long periods, fluctuations
which require nmuch time before consolidating and equali sing
one another to bring about a change in the general rate of

profit." (1959,p.166) (Al so see ibid,p.173-5).

Anwar Shai kh (1981,p.268) describes their work as being in
t he Ricardo-Marx-Sraffa-Keynes-Kalecki tradition. One may add

the nane of Bortkeivicz to this |ist.

Wthin the overall Sraffian approach to Marx's economc
analysis there appears to be two trends: one represented by

Eatwel | (1974) and Garegnani (1984), and another represented
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by Steedman, Hodgson and ot hers. Garegnani and Eatwell rmake
their presentation from a historical perspective. Steedman
and others make their presentation largely from a mathemati cal
perspecti ve. Though Steednman and Hodgson also refer to
classical political econony, they seemto stand at a distance
from Garegnani and Eatwell who reached the conclusion that the
usual Sraffian treatnent of Marxian economcs |acked the
transparency or clarity that Marx's analysis displayed. At
the sanme tinme Garegnani pointed to the rel evance of the | abour
theory of value and related categories |ike constant capital
and variable capital, uni queness of | abour-power, whi |l e
Steedman and others refuted the unique place of these
categories. Wile Steedman treated the transformation problem
as a non-problem both Garegnani and Eatwell pointed out its

rel evance in Ricardian as well as Marxian anal ysis.

As far as the method of solution to these problens is
concerned Eatwell presents, a dissenting note. He
di stingui shes between Bortkeivicz’s, Dmitriev’s and Sraffa's
sol uti ons. This is contrary to Steedman’s explanation who
conbines the three as formng a single heritage. Eat wel |
describes the forner's approach as a sinultaneous equation
approach and the latter’s as an aggregative approach. He is
of the opinion that the sinultaneous equation approach |acks
clarity of the genesis of surplus, while the aggregative

approach is in conformty with Marx's approach.
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4.

Freeman (1984,p.231-233), while defending Marx's analysis
against Sraffians, also points out that Sraffians do not
recogni se the influence of demand factors which Marx took into
account. At the same tinme he also criticises neo-classicals.
He comments, "This outlook distinguishes him [Marx] both from
mar gi nal i st s, who only see the nechanism and t he
neo-Ricardians, who only see the results. For t he
mar gi nal i sts, the play of demand and supply is in sone
nysterious way the source of value and its regul ator. They
anal yse only fluctuations, and not their objective context."
This criticism against the Sraffians cannot be nade accross
the board as there are sone |like Joan Robinson and Amit
Bhaduri (1980), and Hodgson (1982) who also recognise the

i nfl uence of denmand forces.

In the course of defending Marx's analysis of the rate of
profit against the «criticism of Sraffians, Anwar Shaikh
(1981,p.292) made an interesting comrent: "The neo-Ricardians,
on the other hand, are safely ensconced within equilibrium
anal ysis, conducted on the assunption of ‘something |ike
perfect competition’... It has been so successful in its
struggl e agai nst neo-classical theory not nerely because it is
better than its adversary, but also because it is so simlar
to it." [Aso see Frank Roosevelt, "Canbridge Econom cs as

Commodity Fetishism" in Schwartz,J. (1977)].

Samuelson wites, "I have got the space to deal wth the

defensive argunent that volume I‘’s |abour theory is a (needed
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or un-needed?) simplifying first approximation... to my m nd,
the only legitimate first approximtion would be that of Smth
and Ricardo in which the labour theory is first introduced
with zero surplus value or profits... but is then to be
dropped as unrealistic. Vol I’s first approximtion of equal

positive rates of surplus values, S.llv.l, Is not a sinplifying

assunption but rather - to the extent it contradicts equal
profit rates Si/ (viaci) — a conplicating detour"
(1957,p.891-2). Here Samuelson reflects a formal |ogical
method according to which whenever essence cones into

contradiction with its apparant manifestation, essence is to
be sacrificed in order to safegaurd appearances. Because of
this he cones to the conclusion that the |abour theory of
value is 'to be dropped as unrealistic.’ Though Morishima
(1973,p.74,84-6) here defends Marx's analysis he (p.159)
ultimately cones to the conclusion that Marx's theory of value
is to be given up.

/\DLY

Here the rate of profit n = e - Wiile e stands for the
/MY

rate of exploitation ,ADLY stands for wages and AMY for

total cost of inputs on bal ances growth path.

Shai kh  (1977) also made a simlar attenpt to arrive at
correct prices through an iterative process. He pointed out
that in the case of the 'correct' prices of production the
money rate of profit would deviate from the value rate of

profit. Yet the deviation of the noney rate is systematic and
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9.

determinate and the money rate of profit would vary with val ue
rate.
A similar attempt was also made by Kliman and McGlone
(1988,p.71-76) But they pointed out that their procedure
should not be interpreted as an iterative one, as iterative
solutions illustrated only novements 1in prices, but not
movenents in val ues. They also pointed out that the
di fference between the magnitudes of the first period and the
equi librium solution should not be treated as deviations but
as an incorporation of additional value into the socia
capital in the interim This incorporation of additional
value into capital, according to them accounts for different

profit rates in these periods.

Napl es (1989,p.142) explains that in their analysis |abour
val ues and surplus values only play an interpretative role,
but not a causal rol e. Gleicher(1989) al so expresses
reservations about their clainms. He says that the above
groups’ analysis transfornmed the Fundanmental Theorem into sone
thing of a macro-tautology and that while variable capital is
conserved, constant capital is not conserved. Value expansion
in production is robbed of explanatory power with respect both
to price formation and the rate of profit. In his opinion
there is no tendency in capitalist economes for the prices to
be equal or proportional to t he quantities of
abstract-labour-tines required to produce commopdities and no
nunmeraire can be constructed which can conserve val ue, and the

pursuit of conservation of equalities is a pursuit of
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10.

will-o-the-wisp. Though he did not repudiate the |abour
theory of value and its inpact on prices and rate of profit,
he expressed reservations regarding the present effort to

evol ve nuneraire to conserve val uer.

Morishima nentioned (1973,p.59) that Marx assuned that the
val ue conposition of capital mght differ from industry to
industry and as a result equilibrium prices deviate from
values and that profits of industries are not proportional to
their surplus val ues. He said that this treatnent was the
case with only part Il of volume IIl of capital, whereas in
part | of the sane value was concerned wWth proportionality
of profits and surplus value implyinig equal val ue
conposition of capital. But this is contrary to what Marx
di d. Marx took the different conposition of capital as a
typical feature of the capitalist econony. The analysis in
part | was also based on this diverse conposition of capital.
Particularly the Chapters 111, [V and V specifically deal
with this kind of analysis, while in Chapters | and Il the
general rate of profit emerges in the background of different

conpositions of capital.
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CHAPTER - 4

TENDENCY OF THE RATE OF PROFIT TO FALL

Wien Marx deals with the tendency of the rate of profit
to fall (TRPF) , he is concerned with the tendency, the cyclical
nature of the economy, but not with the secular, irrevocable and
inevitable trend. Marx recognises that, while due to the
contradictory nature of the capitalist accumulation, the rate of
profit tends to fall, there were also sonme in-built features that
save the economy from an inmnent collapse and lifts it out of the
slunmp. In Marx’s analysis, TRPF appears as a manifestation of the
dynam sm of the capitalist society, as a corollary of its
revolutionary role in the devel opnent of the forces of production.

Marx makes it wvividly clear that the capitalism resolves its

contradictions through crises. The crises, through the
elimnation of inefficient capitals, lay the foundation for
further accunulation on a firnmer basis. Notwithstanding this, a

|arge part of the discussion on TRPF proceeded on the notion that
Marx had predicted an automatic collapse of the capitalist system
It may be that sonetines efforts were nade to read what is not
there into Marx's fornulation of the TRPF. Many of those who
tried to examne Marx's analysis of the trends in the profit rate
took Marx's postulation to be one of a secular downward trend and
any attenpt to remnd them that Marx also visualised contrary
configurations only draws sarcastic remarks that it is an attenpt
to escape nodern rigour (Parijs, 1980,p.12). Parijs (1980 and
1983) and Roemer (1981), basing thenselves on the capitalists'

‘rationality’, ruled out any possibility for a dowward trend in
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the rate of profit. In contrast to this, what Marx had intended
was to highlight the contradictions that beset the capitalist
system the inherent barriers to its growth, crises that haunt the
system, the system coming out of one crisis only to land sooner
rather than later in a bigger and deeper <crisis (Lebowtz,
1976,p.236) . Enmerging out of the womb of feudal node of
production, capitalism strives towards universal developnent of
the forces of production, in the extended reproduction of itself.
In this historical mssion of ceasel ess expansion, capital cones
face to face with its barriers. The contradictory nature of the
process of capitalist accunulation, and its relation to the
process of circulation presents real barriers to the unlimted
expansion of capital. Here it is to be noted that capital

represents relations of production between the owners of means of
producti on (capitalists) and owners  of | abour - power (wage
| abourers) , but not a certain quantity of goods wused in the
production either as instruments of |abour or objects of |abour

This points to the basic difference between the approaches of Marx
and others. Wile Marx treats the capitalist as a personification
of capital involved in accumulation and reproduction of capitali st
rel ations of production on an extended scale; and constrained by
these conditions of accunulation and reproduction, others treat
the capitalist as the one carrying on his/her business according
to set universal and eternal principles of ‘rationality’ and in
the process optimsing his/her as well as society's returns
wi thout harming any section of the sane society. It is against

t he background of capital accunulation that Marx exam nes TRPF.1
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Marx’s Anal ysis

Marx's rate of profit can be witten as S/(c/V + 1) ,
i.e., the rate of profit can be described as the ratio of rate of
exploitation to the organic conposition of capital. Mar x ar gues
that devel opnent of capitalist production is characterised by
increased expenditures on constant capital vis-A4-vis variable
capital i.e., the organic composition of capital ri'ses.2 He
explains that given the constant rate of exploitation, as the

organi ¢ conposition of capital increases the rate of profit begins

to fall.

A rise in the organic composition of capita] S
represented in two ways: the enploynent of a high proportion of
constant capital in the total invested capital in conparison to
the proportion of variable capital. In other words, relatively
small quantity of living labour is required for the reproduction
and expansion of given capital. Wthin the value of an individual
commodity that portion which represents living |abour decreases
where as the portion of materialised |abour or constant capita
increases. This is because of the social productivity of | abour

nore commodities are produced per unit of |abour enployed. A rise

in organic conposition of <capital is represented by greater
productivity of labour, which is expressed in the relative
decrease of variable capital and increase of constant capital. As

a single unit of [|abour produces nore units of a comodity it
needs nore constant capital in the shape of fixed as well as

circulating capital like raw materials and auxiliary materials.
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Marx explains that it is a law of capitalist production that its
devel opnent is attended by a relative decrease of variable capita
in relation to constant capital, and consequently to the tota

capital set in motion.

In the next step of the analysis, he gives up the
assunption of the constant rate of exploitation and argues that
even in the presence of a rising rate of surplus value because of
the rising organic conposition of capital the rate of profit
begins to slide down; that even a rising rate of surplus value had
a tendency to express itself in a falling rate of profit.'j H s
argunment is that as a result of the rising organic conposition of
capital, the ratio of variable capital to constant capital, as
well as total capital cones down; and, as a result, the proportion
of living labour in the value of a comobdity cones down. Wth the
reduction in the proportion of variable capita], though the rate
of surplus value increases because of the inproved social
productiveness of |abour, the total surplus value produced per
unit of capital falls. This inplies that the rate of profit

falls.

He says that a falling rate of profit does not express a
falling rate of surplus value, unless the proportion of the value
of constant capital to the quantity of |abour power, which sets it
in notion, remains unchanged; or the anount of |abour power
increases in relation to the value of constant capital. |In a way,
Mar x' s argunent depends on the analysis that the rise in the rate

of exploitation as a result of inprovenent in productivity is
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offset by the rise in organic conposition of capital. Furt her

Marx argues that failure of the classical economsts to cone to
grips with the falling rate of profit phenonmenon was because of
their 1inability to distinguish between constant and variable
capitals, and to grasp the phenonenon of organic conposition of

capital and its inplication for the anal ysis.

Marx al so nentions counteracting tendencies because of
which the rate of profit may not fall. These counteracting
tendencies are: the increasing intensity of expl oi tati on,
depressi on of wages bel ow the val ue of |abour-power, cheapening of
the elenents of constant capital, rel ative over popul ation
foreign trade and increase in the stock of capital. It is also to
be kept in mnd that these causes nmay only obstruct the tendency,
but they by thenselves do not negate it conpletely. I n ot her

words, they would check the fall in the rate of profit but cannot

prevent it altogether.

Marx al so nentions that there are certain insurnountable

limts to the intensification of exploitationn of |abour-power.

Marx explains that the tendency of the rate of profit to fall is
i nherent to the capitalist accumrulation process. He says that a
fall in the rate of profit and accelerated accumulation are

different expressions of the sane process in so far as both
reflect the devel opnent of productivity. Accunul ation, in turn,
hastens the fall of the rate of profit, in as much as it inplies
concentrating labour on a large scale, and thus a higher

conposition of capital. On the other hand, a fall in the rate of
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profit again hastens the concentration and centralisation of
capital. Thus, according to Marx, the tendency of the rate of
profit to fall signifies the underlying dynam cs of the capitali st

node of production.

Criticisns:

Anal ytical Marxists go to the extent of witing an
obituary to Marx's TRPF theory. They are of the opinion that it
is no use spending any more time on it. One of the causalities in
their attack on the TRPF is the organic composition of capital
Conceptual ly, they are opposed to the —category ‘organic
conposition of capital’ as they dispute the distinction between
constant capital and variable capital. In their opinion,
| abour-power as a comodity is in no way different from other
commodities in producing surplus and there is no nmeaning in
terming the expenditure incurred on wages as variable capital. As
a result of this mstaken representation, they argue,the
conception of organic conposition of capital hanpers the growth of
Mar xi an anal ysi s. "Indeed", Roemer says, "the dogmatism that has
been associated with the theory of the 'organic conposition of
capital’ has been one of the heaviest palls on the devel opnent of
a creative Marxian project to study the laws of notion of nodern

capitalist society" (1981,p.88).
Besides this, Anal yti cal Marxi sts dispute Marx's

analysis that because of the nature of capitalist accumulation

process the organic conposition of <capital increases. For
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exanple, Parijs (1980,p.1-13) contended that there was no truth in
arguing that individual profit maximising capitalists necessarily
prefer |labour saving technology to capital saving ones; that
techni cal conposition of capital rises in the course of capitalist
devel opnment; and that with the technical conposition of capital

organic conposition of capital also rises. Okishio’s (1961)
analysis is a watershed in the long debate over the TRPF. To the
Anal ytical Marxists represented by Parijis and Roemer, GCkishio's
analysis comes in handy to repudiate any neaningful role for the
organic conposition of capital. Parijs relying heavily on
capitalists’ rational behavi our, a l|a ishio doubt t he
possibility of a rise in the organic composition of capital,
considering it to be a contingent fact, rather than one stenm ng
fromthe nature of the capitalist node of production. In a simlar
vein Roenmer argues, "if one believes Ckishio' s nodel, then there
IS no increase possible in the organic conposition of capital so
great as to reduce the rate of profit. \Wat, then, is the point
of tracking the organic conposition unless one first consciously
questions the postulates of the Okishio model”™ (1981,p.113). In
fact, he considers the organic conposition of capital as a chalice

that must be cast asi de.

However , much the organic conposition of capital

increases, Parijs argues that it is always possible for the rate

of exploitation to increase by an even larger anount, thus
nullifying Marx's falling rate of profit theory. He al so says
that a fall in the maximum rate of profit does not inply an
eventual fall in the equilibriumrate of profit and that a rise in
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the organic conposition of capital is incapable of causing a fall
in the general rate of profit. He mentions that besides the
organic conposition of capital there are three other elements.
viz., a fall in the length of the working day, a rise in the real
wage, and a rise in the unit value of wage goods, which provided
downward pressure on the equilibriumprofit rate. Needless to say
that this reflects profit squeeze hypothesis which postulates an
inverse relationship between profits and wages. This stance is a

natural corollary to accepting the validity of Okishio’s theorem

Anal ytical Marxists argue that the macro phenonmenon
should be explained by the behaviour of the mcro units of the
econony. In the sanme line, they explain that the equilibriumrate

of profit is the outconme of the decisions of the profit naximsing

rational individual capitalists. They place their faith in the
capitalists' ‘rational’ behaviour. They argue that capitalists
will resort to technical progress only if it produces a higher
rate of profit than the previous one. In this regard, they

heavi | y depend on ki shio who concludes, "The proposition that the
new technique satisfying cost <criterion introduced in basic
i ndustries necessarily increases the general rate of profit cannot
be conpatible with Marxian law of the rate of profit to fall.
This proposition states that, however large the organic
conposition of production nmay beconme, the general rate of profit
must increase w thout an exception, only if the newy introduced
technique satisfies the cost criterion and the rate of real wage
remai ns constant. And we can safely say that every production

techni que introduced by capitalists reduces the cost of production
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in terms of prevailing prices and wages. Therefore, we nust
accept the conclusion that every technical innovation adopted by
capitalists in basic industries necessarily increase the general
rate of profit unless the rate of real wages rises sufficiently"
(1961,p.92). In line wth this, Parijs rather strongly
enphasi ses, "under competitive capitalism, profit maximising
capitalists are condemmed to technical innovations which yield a
transitional rate of profit superior to the initial general rate"
(1980,p.11). Roemer di stingui shes between viable technica

progress and progressive technical progress(1981,p.97-109). Wile
cost criterion is taken for analysing the viable technical

progress, productivity criterion S t aken for anal ysi ng
progressive technical progress. He explains that rational

capitalists in conpetitive markets do not follow progressive
techni cal methods because in the long-run it generates falling
profit rates, and that they adopt only viable technical progress
under which the rate of profit wuld increase wth each
introduction of technical progress. Because of the rational

behavi our of the capitalists, he argues, the profit rate would not
fall due to the technical progress. He also nentions that the
falling rate of profit as explained by Morishima on the basis of
capital using - |labour saving technology is not correct as it
depends on neutral t echni cal progr ess, the reason being
capitalists do not choose neutral technical change. He al so says
that if other elenents like class-struggle, growmh of reserve arny
and other deviations are introduced into the nodel, the story

becones | ess definitive’ (Roenmer, 1981, p.97-109).
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Criticising Shaikh's (1978) contention that once fixed
capital is introduced into Ckishio's nodel the inportant inference
of it becomes wong, Parijs argues that rational behaviour of
capitalists rules out any fall in the rate of profit even if fixed
capital is introduced into the nodel. He further argues that
Shai k's contention can be upheld only in non-conpetitive, e.g.
ol igopolistic situations. Simlar opinion is expressed by Roemer:
"Falling rate of profit theories can exist if pure conpetition
nodel is abondoned" (1981,p. 132) . He also says that under the
assunption of conpetitive capitalist economy, even in the presence
of fixed capital technical change would lead to rise in the rate
of profit. He says that if real wages remain unchanged, no matter
how one conplicates the technology, the conpetitive profit rate

can rise only as a result of technical innovation.

Wth the help of sraffa’s analysis, Steedman not only
attacked Marx's analysis of the source of profit and the formation
of the uniformrate of profit, he also trained his guns on Marx's
theory of TRPF. Though Steednman expl ains that under Marx's norna
assunptions the falling rate of profit holds, he is of the opinion
t hat when other influences are allowed the sane becomes untenabl e.
He says that wunder Marx's normal assunptions a rising value
conposition of capital is possible and that a rising rate of
surplus value, a rising value conposition of capital and falling
rate of profit are mutually consistent. He devel ops an equation
system whereby he equates the ratio of constant capital to
variable capital with the ratio of the rate of exploitation to

maximum rate of profit. Thereby, he concludes, that a rise in
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rate of exploitation and a fall in maximum rate of profit entail a
rising value conposition of capital and falling rate of profit.
He also provides the necessary and sufficient conditions for the
falling rate of profit, which he says, were very nuch sought after
by Meek (Steedman, 198la .p.124). According to him the rate of
profit would fall if and only if the rate of change of the val ue
conposition of capital is nmore than the rate of change of
expl oi tati on. In other words, the rate of increase in the val ue
conposition of capital should be greater than the decrease in the

wage rate which leads to rising rate of exploitation.

But Steedman says that mere assertion that the statenent

"over the tine the rate of exploitation and the val ue conposition

of capital will increase, while both the maximum rate of profit
and the actual rate of profit will fall"™ is mutually consistent,
does not |ead anywhere. Because, the correctness of the first

three conditions do not automatically lead to the correctness of
the final conditions. Besides this when other influences |ike
di fferences in turnover peri ods  of capi tal and/ or val ue

conposi tion between sectors are allowed, it falls to smthereens.

Besides all these that the four propositions in question
are nutually consistent, however, does not nean that any one of
them is factually correct. St eedman argues that neither Marx nor

any one knew the value conposition of a single econony, let alone

trends in it. He says that this is because in the case of Marx
sinply the relevant information is not available, while in the

case of others nere fact that the increase in the mass of neans of
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production per worker is not enough as it cannot be known a priori
the value rate and money rate would nove in the sanme direction.
He also argues that the same case applies to the issues of the
maxi mum rate of profit and the rate of exploitation. Steedman
feels that though the rising organic conposition of capital is
hypot hetically acceptable, it may not be 'factually correct'. He
also remarks that as it is based on |abour values, it is not a
significant concept for the analysis of capitalist econom es
(Steedman, 198la, p.117, 124, 136). Wth regard to this organic
conposition of capital Schef ol d (1976 ,p.819), whom Steedman
mentions approvingly, while examning different kinds of technical
progress like saving of [|abour, saving of raw materials,
mechani sati on, saving of capital goods and inventions, says that a
secular trend of it can only be postulated wunder special
historical circunstances and nothing can be said as to any
definite tendency of it. In consonance with this Steedman’s
conclusion is that one cannot say anything regarding the trends in

the profit rate based on Marx's val ue analysis.

St eedman attenpts to examne this issue with the help of
his own ‘correct fornulation' based on the alternative framework:
(I+r)lI(l+rH =“w = 1. Here 1 and w are row vectors of |abour
val ues and the real wage bundle respectively. The sguare matrix H
shows the physical capital stocks required, whether directly or
indirectly for the production of the various conmodities, while r
stands for the rate of profit. Here the rate of profit is
described as a function of 1,H and w. He says that over tinme as

the changes in 1,H and w include both its nmagnitude and its
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constitution it is not possible to nake any a priori expectation

about the novenent of the rate of profit. He concludes this part
of the analysis by saying that there are probably sone forces at
work tending to increase r and sone tending to decrease r over
time, and there is no rational basis for expecting one tendency to

pevail rather than the other.

Steedman says that the technical progress would be
relevant only if it leads to higher rates of profit at sonme given
real wage rate, and that it is inpossible for the rate of profit
after technical advance to be less than before the advance.
Further, the rate of profit would not fall unless the real wage
ri ses. He even scoffs at the arguement that decentralised,
i ndi vi dual decisions need not always lead, in aggregate, to the
achi evenent of the commonly pursued objective and the consequent
inference that while each individual capitalist would respond to
new technical possibilities by seeking to nmaxim se his/her rate of

profit, the overall effect can be to |lower the new uniform rate of

profit.

He finds one of the possible reasons for the falling
rate of profit in the niggardliness of nature in Ricardian vein:
"technical regress can result only from worsening conditions in
the productioin of food, rawmaterials, fuels, mnerals, etc. Wth
a given real wage, a falling rate of profit can therefore result
only from the increasing niggardliness of nature" (Steednan,
198la.p.129). He also says that these worsening conditions m ght

|l ead sone elenents of 1 (labour values) actually to increase
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overtine and affect the rate of profit negatively (lbid, 131) .
Along with this, he argues that Marx's emphasis on the rise in the
organi ¢ composition of capital is an unfortunate consequence of
Marx's concern to argue against Ricardo that a falling profit
theory did not have to be based on the limting role of
agricultural land. Thus, Steedman even wth the help of an
‘alternative framework’ fares no better than those who relied on
Marx's value theory |ike Sweezy, Meek, or even recently Fine and
Harris, in doing amay with the indeterminancy that engulfs the
analysis of the trends in profit rates. Added to this, he finds
the limtations of nature as being acconmodative of the falling
rate of profit theory as opposed to Marx, who contends that the
notion of capitalist economy is to be explained by the inherent
nature of it. Not only this, the retreat to Ricardo appears to

St eedman and others to be 'so topical' today.

Morishima attenpts to give what he clains to be the
first rigorous proof of the law. In this he takes into account
the golden equilibrium total const ant capi tal and gol den
equilibrium variable capital instead of actual total constant
capital and variable capital. He al so takes into account gol den
equi librium output and golden equilibrium growh rate where the
growmh rate is equal to the rate of profit. He feels that Marx's
specification of technical change/organic conposition of capital
is not sufficient for rigorous derivation of the |aw In this
regard he adds the assunption that after technical change
i ndustries wthin each departnent are identical in value

conposition of capital to the assunption that in each industry a

231



rise in capital-input coefficients is accompanied by a decrease in
the | abour-input coefficients. Wth these, he infers the TRPF to
be correct (Morishima, 1973,p.142-4). Here it may be pointed out
that Marx did not assume the growh in organic conposition of
capital but explained it, and change in technology is treated as a

part of accunulation process rather than as an autononous

phenonenon.

A RESPONSE

Before we take up the substantial issues three related
issues need to be clarified. They are: critics’ contention that
Marx analysed the TRPF on the assunption of constant rate of
exploitation which becomes infructuous once change in production
met hods is introduced, that there can be no limt to rise in rate
of exploitation, and that Marx did not take into consideration

cheapening of the elenments of constant capital in the wake of

changed technol ogy.

Contrary to the critics' contention that Marx did not
take into consideration a rise in the rate of exploitation, it can
be said that though Marx starts the analysis with the assunption
of a constant rate of exploitation, at the next stage he gives up
that assunption and argues that even in the face of rising rate of
exploitation the rate of profit would fall. Contrary to critics
contention that he relegated the rise in the rate of
exploitation/surplus value to the counteracting tendencies Marx

took this into account in the chapter on "The |aw as such". Mar x
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argues that because of the rising organic composition of capital,
"the commpdity contains less newy added |abour, but its unpaid
portion grows in relation to its paid portion" (1959,p.226). Marx
argues that the tendency of the rate of profit to fall is bound up
with a tendency of the rate of surplus value/exploitation to rise-
The rate of profit does not fall because |abour becomes less
productive, but because it becones nore productive. Both the rise
in the rate of surplus value and the fall in the rate of profit
are but specific forns through which growing productivity is
expressed under capitalism Marx states that owing to the
distinctive methods of production developing in the capitalist
system "the rate of surplus value, at the sane, or even a rising,
degree of |abour exploitation, is represented by a continually
falling general rate of profit" (1959,p.213). This clearly shows
that, as against the critics’ argunments, Marx in fact took into
consideration the rise in the rate of exploitation as an integral
part of the analysis.4 This rise in the rate of exploitation and
fall in the rate of profit are manifestation of the sanme

phenonmenon, i.e., growi ng productivity of social |abour.

The critics (Robinson 1966, Parijs, 1980) also point out
that the rate of surplus value can always increase and that
however much the organic conposition of capital increases it is
al ways possible for the rate of exploitation to increase by an
even |larger amount, thus nullifying Marx's falling rate of profit
theory. Contrary to this there are strict limts beyond which the
rate of surplus value cannot increase. The working day cannot be

extended beyond a limt because it may endanger the reproduction
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of | abour-power and consequently reproduction of the relations of
producti on. Then there is workers’ opposition to any attenpt to
reduce their wages. Also the advances in technol ogy may not reach
those sectors of the econony where wage goods are produced I|ike
agriculture.5 Though there is a possibility for the rate of
exploitation to rise, the nature and necessity of capitalist
production system itself would inpose certain limts on the rise

in rate of exploitation.

Sone critics (Robinson 1966,p.35-6, Meek 1967,p.135)
also point out that Marx did not take into account the inpact of
cheapening of the elenments of constant capital and relegated it to
a nere countertendency. But as opposed to this, Marx brings in
the inmpact of changes in values consequent upon the changing
technol ogy and productivity of |abour on the cheapening of the
i nstrunents and objects of l|abour, i.e, constant capital. He not
only treats cheapening of constant capital as a counter tendency
but refers to it in the formulation of the ’law as such'. Mar x
writes, "To this growing quantity of value of the constant capita
- although indicating the growth of the real nass of use-val ues of
which the constant capital materially consists only approximtely
- corresponds a progressive cheapening of products. Every
i ndi vidual product, considered by itself, <contains a smaller
quantity of |abour than it did on a lower level of production."
(1959,p.212) He also wites, "Since the developnment of the
productiveness and the correspondingly higher conposition of
Capital sets in notion an ever-increasing quantity of neans of

Production through a constantly decreasing quantity of |abour,
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every aliquot part of the total product, i.e., every single
commodity, or each particular lot of commpdities in the total mass
of products, absorbs less living labour, and also contains |ess
materi alised |abour, both in the depreciation of the fixed capita

applied and in the raw and anxiliary materials consuned. Hence
every single comobdity contains a smaller sum of |abour
materialised in neans of production and of |abour newely added
during production. This causes the price of the individual

comodity to fall" (Marx, 1959,p.226). This cheapening of the
commodities also affects the commodities that constitute the
constant capital as well. Further chapter - V of capital, volune
Il "Econony in the enploynent of constant capital” deals
specifically with the issue of cheapening of the constant capital.

This shows that Marx did not relegate the issue of cheapening of
the constant capital to a secondary position in the exam nation of

the organic conposition of capital] as alleged by many critics.

Apart from all these, it is to be noted that the organic
conposition of capital is not nerely related to the value of
constant capital, particularly fixed capital, but is generally

i nfluenced by the total process of capital accurul ation.

That part of the debate on the TRPF concerning the
organi c conposition of capital which to a great extent is based on
ki shio's analysis appears to be lop-sided as it identifies
changes in the organic conposition of <capital wth technica
change and it in turn wth capitalists’ ‘rational’ behavi our. In

this exercise analysis of technical change is conpletely kept away
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fromthe analysis of the capitalist accunul ation process. It can
be said that Dobb addresses such anal ysts when he says, "It would
have been alien to his [Marx] whole historical method to suggest
that any answer could be abstractly given or that any conclusion
of universal application could be deduced nechanically from data
concerning technical change treated in vacuo" (1972a,p.108). As
opposed to such treatnent, Marx links the changes in the organic
conposition of capital with the changes in accunulation process

that is peculiar to the capitalist production.

The capitalist production process is simultaneously a
process of accumnul ation. The distinctive nethods developing in
the capitalist accunulation process create an innate tendency for
concentration and centralisation of capital in a fewer hands.
This process of concentration and centralisation of capital
i nfluences the rise in the organic conposition of capital. The
same has been side-stepped by the critics who place their faith in
the perfectly conpetitive nature of capitalismand the rationality
of the capitalist. Because of the changing production methods the

portion of variable capital cones down in relation to the total

capital invested. In other words, a relatively small quantity of
| abour is needed to set in notion a larger capital. This al so
means that |larger anounts of capital, particularly constant
capital would be needed to enploy a given variable capital. This
i nplies concentration of capital. In analysing this process, it

is also to be noted that the changed production nethods are
carried on in the context of already given produced production

f orces, or already accumulated productive capital (Reuten,
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1991,p.85-88) . The devel opi ng productive methods hold rel evance
only when they are examned in the background of the existing
magni tudes. Those who treat technical change in yayo conpletely
neglect this tinme and space aspects of the changes. Marx writes,
"The capitalist node of production involves a tendency towards
absol ute devel opnent of the productive forces, regardless of the
val ue and surplus value it contains, and regardless of the social

condi tions under which capitalist production takes place; while on
the other hand, its aimis to preserve the value of the existing
capital and pronote its self-expansion to the highest |imt (i.e.,

to pronote an even nore rapid growh of this value). The specific
feature about it is that it uses the existing value of capital as

a neans of increasing this value to the utmost" (1959,p.249).

The essence of the capitalist process of production
consists in the production of surplus value. A part or portion of
the surplus value would be reconverted into capital, i.e., would
be accumnul at ed. This accumul ation or the reconversion of a part
of the surplus value into capital "is the imediate purpose and
conpelling notive of the capitalist production" (Marx, 1959,
p.244). This also neans continuous reproduction and expansion of
the capitalist relations of production. This accelerating
accunul ati on advances social productivity of |abour considerably.
This in turn will be represented in the relatively less living

| abour conpared to dead |abour or constant capital needed in the

producti on. This in turn wil appear 1in a higher organic
conposition of capital. This rise in the organic conposition of
capital can in turn lead to greater accumnul ation. In this regard
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Marx writes, "The same development of the productiveness of social
| abour, the sane laws which express thenselves in a relative
decrease of variable capital as conpared to total capital, and in
the thereby facilitated accunulation, while this accunulation in
turn becomes a starting point for the further relative decrease of
variable capital"™ (1959,p.220). Marx also mentions that this
process |eads to an increase of the total enployed | abour-power.
The changi ng methods of production and nature of the capitalist
production process leads to greater accumulation of capital. As
Marx explains, it "can express itself only in a growmh of the
total capital at a pace nore rapid than that at which the rate of
profit falls. For an absolutely increased variable capital to be
enployed in a capital of higher conposition, or one in which the
constant capital has increased relatively nore, the total capital
nmust not only grow proportionately to its higher conposition, but
still nore rapidly. It, follows, then, that as the capitalist
node of production devel ops, an ever larger quantity of capital is
required to enploy the sane let alone an increased, anount of
labour-power" (1959,p.223). This continuous expansion of
accunmulation in its wake also brings in a very important
characteristic of capitalist production viz., concentration and
centralisation of capital. This concentration and centralisation
of capital also leads to a higher conposition of capital.
Explaining this aspect of the capitalist production process Marx
writes, "The devel opnent of capitalist production and accunul ation
lifts | abour-processes to an increasingly enlarged scale and thus
imparts to them even greater dinmensions, and involves accordingly

| arger investnments of capital for each individual establishment.
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A nounting concentration of capitals (acconpanied, though on a
smaller scale, Py an increase in the nunber of capitalists) is,
therefore, one of its material requirements as well as one of its
results... The causes which concentrate masses of |abourers under

the command of individual capitalists, are the same that swell the

mass of the invested fixed capital, and auxiliary and raw
materials, 1in nounting proportions as conpared to the mass of
enpl oyed living labour" (1959,p.219). The growh of the mass of
invested capital "requires a simultaneous concentration of

capital, since the conditions of production then demand enpl oynent

of capital on a larger scale. |t also requires its
centralisation, i.e., the swallowing up of the snall capitalists
Py the big and their deprivation of capital. It is again but an
instance of separating - raised to the second power - the

condi tions of production from the producers to whose nunber these
smal |l capitalists still belong, since their own |abour continues
to play a role in their case. The |abour of a capitalist stands
altogether in inverse proportion to the size of his capital, i.e.,

to the degree in which he is a capitalist. It is this sanme
severance of the conditions of production, on the one hand, from
t he producers, on the other, that forns the conception of capital.

It begins with primtive accumnulation, appears as a pernmanent
process in the accunmulation and concentration of capital, and
expresses itself finally as centralisation of existing capitals in
a few hands and a deprivation of many of their capital (to which
expropriation is now changed)" (Marx, 1959,p.246). This process
of concentration and centralisation of capital on the one hand

and rising organic conposition of capital on the other reinforce
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each other, nmore so in the background of falling rate of profit.
Marx writes, "Accunulation, in turn, hastens the fall of the rate
of profit, in as nuch as it inplies concentration of |abour on a
|arge scale, and thus a higher conposition of capital. On the
other hand, a fall in the rate of profit hastens the concentration
of capital and its centralisation through expropriation of mnor
capitalists, the few direct producers who still have any thing
| eft to be expropriated" (1959,p.241). Di scussing Dobb's
contribution to the analysis of capital, Anwar Shaik (1978) points
out that a rise in the organic conposition of capital is the cause
but not consegeuence of fall in the rate of profit. Though in
principle this stand is correct, there is also a possibility that

as a reinforcing mechanism a fall in the rate of profit may |ead
to a further rise in the organic conposition of capital as it

hastens the concentration and centralisation of capital. The
trend that set in with the primtive accunulation of capital

continues with the capitalist production process, leaving its
inprint on the conposition of capital. Changi ng production
nmet hods conpelled by the capitalist accumulation process which
results in the continuous expansion of capitalist relations of
production, and concentration and centralisation of capital as the
innate nature of capitalist accunulation lead to a higher organic

conposition of capital ©.

In this way the organic conposition of capital rises as
a necessary part of the continued accunulation process under
capitalist dispensation. But this rise in the organic conposition

of capital cannot be denied or even supported on the basis of the
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individual capitalist's rational motives, as done by Roemer,
Parijs and others basing on Ckishio' s nodel. Further they situate
their analysis in the mlieu of perfect conpetition where
capitalists take decisions ‘rationally’. |In this analysis, it is
the behaviour of the mcro wunit that determnes the nmacro
phenonmenon and the influence of social and historical conditions
are kept at bay. As opposed to this, Marx's anaysis clearly takes
into account the influence of the material production process

which is characterised »PY concentration and centralisation of

capi tal, the anti-thesi¢ of perfect compition and rational
non-contradi ctory behaviour of individual capitalist. The issue
of the organic conposition of capital is so not nuch about

| abour-saving versus capital-saving technology but about the
capitalist accunulation process. The technical change that takes
place in the capitalist production process will be propelled nore
by the necessity of the further expansion of the capitali st
accunul ation and reproduction of the capitalist relations of
production on an even extensive scale rather than by the rationa

notive of the capitalists. In this context, to develop a
critique of Marx's analysis of the organic conposition of capita

and the TRPF on the basis of capitalists' rational notives and on
the criteria of perfect conpetition, while being basically static
(Weeks, 1982), ill suits Marx's purpose of the study of the |aws
of nmotion of capitalist society. Further, Roenmer derives the
inmpossibility of the rise in organic conposition of capital so
great as to reduce the rate of profit from the assunption that
rational capitalists take only those decisions that naximse the

profit rate. For Analytical Marxists, like Roemer and Parijs,
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absence of a rise in the organic conposition of capital becones
necessary/functional to maxim se profits. A rational capitalist
al ways takes decisions that maxim ses profit. To maxim se profit
there should be absence in the rise in organic conposition of
capital . So the rise in the organic conposition of capital
becones i npossi bl e. Then can not the blanme for blunders of
functional explanation be laid at the door of Roemer and fellow
Anal ytical Marxists? (Hodgson,1986). Similar may be the case with
Lai bman (1982,p.104) who saying that there are definite
condi tions, consistent wth capitalists’ micro-rationality in
which a rising organic conposition of capital] and falling rate of
profit can occur, tries to save both Marx and Ckishio at the sane
tinme. Here it is to be stressed that the paraneters w thin which
Roemer and Parijs examne, i.e, perfect conpetition and rational
capitalist do not apply to Marx's analysis which highlights the
basically inperfect nature of the capitalist production sytem.
The sane criticism applies to those who visualise the
inmpossibility of a fall in the rate of profit and a rise in
organic conposition of capital as they think that a technical
change cannot lead to a fall in the rate of profit. This may be
because of the narrow view of technical change, where technical
change takes place because of the maxinum rate of profit seeking

rational capitalist, rather than because of the necessity of the

capitalist accunul ati on process.
The opposition to Marx's analysis of the TRPF is based
on the argunent that capitalists’ decisions can only lead to a

rise in the rate of profit. The rational capitalist would not
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take any decision that would lower the rate of profit. So al so
when capitalists introduce technical change it can lead only to a
rise in the rate of profit, but not to a decline. This is based
on the assumptions of the existence of equilibrium and perfect
conpetition. Here capitalists take the decisions independently of
the process of capital accunulation underway. But this is not in
consonance with reality. Capitalists do not operate as autononous

I ndependent agent acting on the basis of certain universal rules

of | ogic.

The capitalist acts as a nenber of the class of the
appropriators of surplus val ue. His/her aimis to corner nmaxinmm
profit. In this act he/she is not only pitted against |abourers,
but also he/she is at war with fellow capitalists on sharing the
surplus val ue produced. The postulate of perfect conpetition
cannot capture this process of generation and distribution of
surplus value and resulting accunmul ation of capital. This process
of accunulation further leads to concentration and centralisation
of capital7. In fact Marx pointed out the rationality of the
t ypi cal capitalist, in times of crises "he [capitalist]
deli berately lowers his rate of profit in order to drive the

smaller ones to the wall"” (1959,p.225), leading to further
D

(=]

concentration of capital . But this normal behaviour appears
abnormal to those who base their analysis on the existence of

equi li brium and perfect compitition.

Changes in the rate of profit depend on the surplus

val ue produced and changes in the conposition of capital. The
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capital accunul ation process is characterised by a rise in the
ratio of constant capital to variable capital. As the amount of
variable capital, the source of surplus value, per unit of capital

cones down, the anmount of surplus value produced per unit of
capital even in the face of a rising rate of exploitation also
conmes down. This inplies that the rate of profit falls. Though
the rate of profit falls, the absolute profit produced in the
econony need not fall. As the level of accunulation of capital

moves on, the anmount of capital involved also increases. In an
econony profit produced at a lower Ilevel of accunulation when
total anmount of capital is small, even in the presence of higher
rate of profit, wll be smaller than the profit produced at a
hi gher | evel of accumul ation when anount of capital 1is |arge, even

though the rate of profit is |ow

Mar x's enphasis on social relations of production and
acunul ation process of capital underlines the dynam c nature of
the issues that arise. The dynamc nature of the TRPF is an
exanple of this. Due to the essentially equilibrium nature of
their analysis, Sraffians and Analytical Marxists fail to grasp
the essence of the issues at hand. The dynamic nature of
accumul ation and technical change as a part of it cannot validate
the equilibrium framework of the Sraffians and the Analytical
Mar xi sts. The technical change as a part of the changing
production nethods affects prices. The prices at the beginning of
the production cannot be equal to the ones that come into
exi stence followng the introduction of new technol ogy. The

attenpts to examne technical change in ternms of equilibrium
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prices fail as they do not take into account the changing
val ues/ pri ces. Because of their resorting to equilibrium prices
the Sraffians, the Analytical Mrxists and other critics attribute
changes in the rate of profit to changes in wages. The static
nature of their analysis obviates the examnation of the
tendential process of accumulation and of the rate of profit.
Marx's method of analysis helps to capture the contradictory

tendencies inherent to the capitalist accurmulation as manifested

by the TRPF.

In keeping with the equilibrium approach, criticism of
the TRPF is cast in static terns. Because of this we are given
unchangi ng, stable prices and rate of profit. The tendential
nature of the variables is neglected. The TRPF arises as a result
of the dynam c process of capital accunulation. Once equilibrium
conditions are visualised, conditions for the existence of the
TRPF are spirited away. On the other hand, if the equilibrium
approach and its static analysis is kept aside and dynam c nature

of the phenonenon is taken into account, the existence of the TRPF

becones possi bl e.

They treat all capitalists as being simlar, in facing
the sanme conditions and showing simlarity in behaviour (Weks,
1982,p.64). In reality, different capitalists control different
magnitudes of capital and also different conditions of production.
Besi des these the state of devel opnent of forces of production and
as such the capacity to appropriate surplus value are also

diffrent. These do not inply equilibrium condition where al
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capitalists face identical conditions in the process of obtaining

optimum rate of profit. On the contrary, it connotes the struggle

anong capitalists to appropriate surplus val ue, inplying a
basically disequilibrium situation. It can also be said that the
situation is one of stratification of capitals (Weeks,

1981,p.205-207; Reuten, 1991, p.86-87), rather than aggregation of

honogeneous units.

The specific conception of conpetition as equilibrating
mechanism wunderlies critics' exam nation of the TRPF. The
conpetition anong capitalists does not always lead to stable
equi librium conditions. Because of the nature of capitalist
relations of production, different stages of developnent of
productive forces/technology under which different units of
capital operate, capitalists' insatiable appetite for accunul ation
and consequent changes in organisation of <capital conpetition
appears nore |like war anong capitalists to capture as nuch profit
as possi bl e. In such conditions the criterion that influences the
i ntroduction of technical change would be conpletely different
from the one that applies to the perfect conpetitive conditions
under the equilibrium analysis. The TRPF, being an outconme of
dynam ¢ disequilibrium process, cannot be accepted by those who
are firmy entrenched in equilibrium analysis. The process of
concentration and centralisation inherent to the ~capitalist

accumul ati on process leads to the TRPF.

The increased wuse of fixed capital and, as an

acconpaninent of it, constant capital as conpared to variable
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capital is an outcome of the relation between capital and |abour
specific to the capitalist mode of production. Wth the
possibility of increasing absolute surplus value becoming
unavai l able, the reliance is shifted to relative surplus val ue.
This |eads to perfecting the |abour process through nechani sation.
This tendency is strengthened by the process of alienation
inherent to the capitalist relations of production. The
alienation of direct producers from conditions of production that
starts with the primtive accunulation of capital takes the form
of concentration and centralisation of capital as accunul ati on of
capital accel erates. The concentration of capital t hr ough
enpl oynent of capital on a large scale leads to higher conposition
of capital. The centralisation of capital through progressive
expropriation of direct producers and mnor capitalists, and
t hrough increased expulsion of |abour from the production process
because of the changed net hods of production also |eads to higher
conposition of capital. Those who place their faith in perfect
conpetition and eguilibrium anal ysis by-pass this tendency natura

to the capitalist econony.

Because of the nature of the capitalist devel opnent
process even in the presence of a rise in the rate of

expl oi tation/surplus value, there is tendency for the rate of

profit to fall. The devel oped social productiveness of |abour
al so influences the rate of surplus val ue. Yet the rise in rate
of surplus value, because of Ilimts to the working day and

changing wage structure in the wake of changed production

conditions may not be able to offset changes in the organic
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conposition of capital. As Marx (1959,p.226) maintained the
unpai d portion of newy added |abour grows in its relation to the

paid portion, but only within certain limts.

Because of the expanded accunul ation of capital and the
resul tant change in organic conposition of capital, expenditure of
capital on |abour-power as a proportion of total capital is on the

decl i ne. Qpposed to this, the mass of constant capital and as a

proportion of total <capital, even after taking into account
cheapening of the elenents of constant capital, is on the rise.
As the total Iliving l|abour enployed as a part of total capital

expenditure is on the decline, total surplus value produced in
relation to the total capital also conmes down. Since the rate of
profit is represented by the ratio of surplus value to total
capital, the decline in the proportion of variable capital and
consequently in the surplus value produced and rise in the
proportion of constant capital and also of mass of total capital

will be reflected in a fall of the rate of profit.

Even if the rate of exploitation rises, as variable
capital vis-a-vis constant capital decreases, total surplus val ue
may not rise to offset the increased mass of constant capital. As
the denom nator of the rate of profit (i.e., c+V) is grow ng nore
than the nunerator of the rate of profit (i.e., S) and because of
t he changi ng production conditions the former increases while the

| atter decreases, the rising rate of surplus value is represented

by a falling rate of profit.
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It is not only that as accumulation accelerates it |eads
to large scale enploynent of nmeans of production which in turn is

possible only under the conditions  of concentration and

centralisation of capital, and thus leading to rise in organic
conposition of capital and fall in the rate of profit, but also a
fall in the rate of profit itself in turn hastens the

concentration and centralisation of capital as snall capitalists
are driven to the wall in the face of a falling rate of profit and

their capital being appropriated by big capitalists.

Though because of the changing nethods of production

variable capital as a proportion of total capital declines, the

t ot al | abour - power  enpl oyed, in response to the expanded
accumul ation of capital, increases. As changing conditions of
production facilitate further expansion of accunulation, it

requires enploynent of nore |abourers in order to set in notion

materi alised |abour under the new dispensation. Because of the
growh of total capital, the anount of capital spent  on
| abour - power wunder the previous conposition of capital is not

sufficient to enploy |abour-power needed to set in notion constant
capital under changed nethods of production. Because of the
nature of capital accunulation expenditure on variable capital
relatively, as a proportion of total capital declines, total or
absol ute amount of capital spent on variable portion increases.

This signifies increased enpl oynent of | abour-power.

As the total nunber of workers enployed increases and

also the rate of surplus value increases as a result of
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devel opment of social productiveness of |abour, the mass of
surplus value and hence profit produced increases. In spite of
the increasing organic conposition of capital, the absolute mass
of surplus value appropriated by capital grows. The TRPF
signifies relative decline of surplus value/profit but not
absol ute decli ne. The fall in the rate of profit is not because
of decline in absolute profit but because of its relation to
i ncreasi ng mass of capital enployed. In other words, in spite of
the TRPF, the total capital accunulated increases. As Marx
wites, "on the whole a relative decrease of variable capital and
profit is acconpained by an absolute increase of both. This two
fold effect... can express itself only in a growmh of total
capital at a pace nore rapid than that at which the rate of profit
falls" (1959,p.223). The TRPF and accel erated accunul ation are
different mainfestations of the sane dynamcs that propel the

notion of the capitalist econony.

The criticism against Marx's analysis of TRPF arises
mainly fromthe critics' failure to caputure the dynam c nature of
the phenonenon as their analysis is concerned only with static
condi tions and the ‘rationality’ t hat they attribute to

capitalists.

Anal ytical Marxists rule out any possibility for a
dowmward trend in the rate of profit on the basis that rationa
behavi our of capitalists obviates any possibility for such an
out cone. They are of the opinion that rational capitalists are

‘condemned’ to undertake only profit rising neasures. Here they
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take a narrow view of technical change as a mere changed relation
bet ween instruments and objects of production, and fail to situate
them as a part of the accumulation process. In attributing
unquestioned rationality to the capitalists, in the tradition of
neo-classicals, they totally neglect the essential nature of the

capitalist production process.

Contrary to the analysis of Analytical Mar xi st s,
capitalism is not characterised by static equilibrium conditions,
but by a dynamic disequilibrium process where because of the
capitalist accunul ation process, concentration and centralisation
of capital set in. In these conditions, the criterion that
capitalists follow is not the one as naintained by the Analytica
Mar xi sts. Capitalists attenpt at capturing nonopoly power over as
much social capital as they could grab and profits related to it.
In this process, they resort to cheapening of conmmodities and
drive their conpetitors out of the market (Marx, 1954,p.586;
Shai kh, 1978,p.245-6) . In this process, during crisis period
they even resort to deliberately lowering the rate of profit in
order to drive smaller capitalists to the wall. The TRPF energes

as a logical outconme of the capitalist production process.

Wien it is pointed out (Shaikh, 1978,p. 242-3) that the
ki shian nodel, on which Analytical Marxists depend for their
anal ysis, may not be applicable in the case of fixed capital as it
is concerned wth the situation where capital is equated wth
circulating capital, they again invoke capitalists’ rationality to

say that under given assunptions of perfect conpetition and
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capitalists' rationality whatever be the nethod of production,
i.e., whether fixed capital is used or not, the rate of profit
woul d not come down. G hers who addressed the problem of fixed

capital vis-a-vis the Anal ytical Marxists and Okshio |like Al berto
9 . 10

and Per sky, and Laibman fail to question tijhe basis of the
ki shian nodel and certify its basic soundness. The rate of
profit cannot be analysed apart fromthe fixed capital, because as
devel opnent of capitali st producti on progr esses, as a

characteristic of growing |abour productivity fixed capital cones

to form a significant proportion of constant as well as total
capital. Mechanisation of the production process, as a result of
the relation between capital and |abour, increasingly involves

intervention of instruments of |abour or fixed capital in turning
a greater mass of objects of labour or circulating capital per
unit of labour into commodities. Marx's analysis of the TRPF to a
great extent hinges wupon a rise in constant capital which
invariably consists of fixed <capital along wth «circulating
capital. Negl ect of this aspect by the critis rai ses the
guestion as to whether they are in fact exam ning Marx's anal ysis
or sonething else. Roemer (1981,p.119-124) attenpts to address
this issue. But he takes into account fixed capital that |asts
forever, which neans that value of fixed capital would not be
transferred to commodities produced and that it need not be
repl aced. This ampunts to say that fixed capital does not exist
as far as the analysis of value and rate of profit is concerned.
This shows that their analytical apparatus is not successful in

capturing the specificity of the capitalist dynam cs.
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More than capitalists’ rationality it is their
opposition to Marx's analysis of uniqueness of |[|abour-power and
the related analysis of the organic conposition of capital that
drive the critics to oppose Marx's analysis of the fall in the
rate of profit. Both the Analytical Marxists and Sraffians

repudi ate the distinction between constant capital and variable

capit al and consequently set aside the category: organi c
conposition of capital, arguing that |abour-power is in no way
uni que in producing surplus val ue. Py totally obliterating this
vital distinction they rob the specificity of Marx's anal ysis. |

we note their total sidestepping of the issues of uniqueness of
| abour - power/variable capital as the source of surplus value and
the role played by constant capital in the production process, we
need not wonder that they come to the concluisions that are

completely opposed to Marx' s+ .

Besi des these, the Ricardian argument that the rate of
profit falls as a result of rise in wages because of the
limtations inposed by nature on the production of wage goods
r eappears in t he wor ks of Sraffians like Steedman
(1981a,p.129-131). This is also reflected in the strict inverse
relationship that they postulate between wage rate and profit
rate. This is possible only if the novenents in the rate of
surplus value and rate of profit are identical. That is to say,
the rate of profit falls only if the rate of surplus value falls.
The rate of surplus falls when the worker has to work for a
greater part of the day for hinself and the tinme during which he

works for capitalist gratis decreases. This is the ca.:e when
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val ues of necessaries and consequently wages rise. In other
words, in this case the rate of profit falls only when the wages
rise, via fall in the rate of surplus val ue. As opposed to this
because of the developnent of social productiveness of |abour

13 Reflecting this the time during

val ues of commodities decline
which the worker has to work for hinself decreases and surplus
| abour time increases, i.e., the relative value of labour falls
and relative surplus value increases. In this phenonenon of the
capitalist economy, the rise in the rate of surplus value and the
expansi on of accunulation is bound up with a fall in the rate of
profit. The problemis to explain the fall in the rate of profit
even in the presence of a rise in the rate of surplus val ue.
Marx's analysis of the Trpr addressed this issue. The rate of
profit falls even in the presence of a rise in the rate of surplus
value as the organic conposition of capita] increases with the
devel opment of the productive power of |[|abour. Thi s phenomenon
surfaces as an inherent characteristic of the capitali st

acumulation process, of capitalist relations of production, not

because of the niggardliness of nature.

CONCLUSI ON:

The TRPF, as an expression peculiar to the capitalist
node of production, is a logical outcone of the contradictory
tendencies inherent in the capitalist economny. Contrary to those
out a fall in the rate of profit on the basis of rationality of
capitalists, the capitalist accunulation process contains the

possibility for the rate of profit to fall. Fall in the rate of
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profit is bound up with the expansion of accumulation Of capital.
Under the capitalist mode of production, development Of social
productiveness of labour contains an ‘inner and necessary

connection’ petween these two contradictory tendencies.
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1.

NOTES

Along with the analysis of the relation between the rate of
surplus value and the organic conposition of capital as an
explanation of the TRPF, there are two other explanations
adduced to account for this. One of them is the inverse
rel ati onship between the wage and rate of profit. Here a fall
in the rate of profit is attributed to the rise in wage rate.
This is being referred to as the profit sequeeze hypothesis
(Szymanski, 1984). Another problemis that of realisation of
surplus val ue. This 1S being referred to as the
under consunpti on hypothesis (Wi skopf, et al, 1985) Regarding
the profit sequeeze hypothesis see Marx (1968, p.192-203).
Regar di ng t he underconsumption hypot hesi s see Weeks

(1979,p.283-4).

Regarding the distinction among technical, value and organic
conpositions of capital WMirx explains, "The conposition of
capital is to be understood in a tw fold sense. On the side
of value, it is determned by the proportionn in which it is
divided into constant capital or value of the means of
production, and variable capital or value of |abour-power, the
sumtotal of wages. On the side of material, as it functions
in the process of production, all capital is devided into
means of production and Iliving |abour-power. This latter
conposition is determned by the relation between the mass of
the nmeans of production enployed, on the one hand, and mass of

| abour necessary for their enploynment on the other. | call
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the former the value-composition, the latter the technical

conposition of capital. Bewteen the two there is a strict
correlation. To express this, | call the val ue-conposition of
capital, in so far as it is determined by its technical

conposition of capital and mirrors the chaanges of the latter,

the organic conposition of capital. Whenever | refer to the
conposition of <capital wthout further qualification, its
organi ¢ conposition is always understood" (1954 ,p.574). In

analysing the TRPF the necessity to take into account this
distinction is underlined by Fine and Harris (1976,p.162), and

Weeks (1981,p.198-9).

Joan Robinson (1966) argues that in response to technical
change, the organic composition need not rise and rate of
surplus value need not renmain constant and that the outcone
contradicts Marx's concl usions. Meek (1967,p.131-6) argues
that Marx in fact took into account a rise in the rate of
exploitation, but he did not take into account cheapening of
el enents of constant capital; the final outcome being
i ndet er mi nat e. Rosdol sky (1977) attenpts to stick to Marx's
falling rate of profit theory by explaining that it is a
necessary outconme of capitalist production and constitutes the

basic law of notion of capitalism

VWhen Marx discusses a rise in the rate of exploitation as a
part of the counteracting tendencies, he refers to a rise in
intensity of exploitation and |engthening of the working days.

Wen he refers to the rise in the rate of exploitation
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consequent upon the rise in the organic conposition of
capital, he discusses it as part of 'The law as such'. See

Rosdolsky (1977,p.398-405) and Meek (1967,p.131-135).

Laibman (1982,p.98-100) attenpts to rescue both Marx and
Ckishio at the sane tine. He attenpts to develop falling rate
of profit on the basis of a constant rate of exploitation with
the argunent that the Okishio-Morishima-Roemer tradition takes
the wages as given to represent neutral class relations
whi ch, he says cannot represent it and that only a constant
rate of exploitation can represent the said neutrality. But
this analysis cannot stand in the face of a rising rate of
surplus value and as such is susceptible to the criticisns of

Joan Robi nson

See Rosdol sky (1977,p.407-411) and Lebowitz (1976).

Many supporters of Marx's formulation of TRPF while examining
the organic conposition of capital do not take this
concentration and centralisation of capital into account.
They attribute it either to rising wages consequent upon rises
in the demand for |abour in the wake of expandi ng accunul ation
and resulting fall in profit which |eads to [|abour saving
production nmethods or technical/engineering culture natural to
the capitalist node of production. Dobb (1972,p.123-125),
Shai kh (1978,p.237-238), Laibman (1982) and Reut en

(1991,p.82-84) .
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7.

Though Harris,D.J. (1983,p.326-328) accepts that the
treatment of nonopoly is not a formal but a substantive one,
he does not nmake any progress as the major conclusions of his
analysis flow fromthe assunption of perfect conpetition. Hi's
analysis of this aspect in no way furthers our understanding
from where Parijs (1980,p.12) and Roemer (1981,p.132) left

after making simlar comments regarding inperfect competition.

In this regard Shai kh points out, "But the point is precisely
that within the battle of conpetition, the choice is not
voluntary’ in the above sense (at least, no nore so than in
any other type of war)... No side in a war voluntarily chooses
to lose, and few conbatants voluntarily choose to die, but one
side does always |lose, and many do end up dying. It is in the
nature of warfare that it cannot be characterised by a series
of "voluntary' choi ces anong congeni al out conmes”

(1978,p.245-246) .

Al berto and Persky (1979,p.37-41), though argue that because
of the inperfection of expectations that characterise the
anarchy of capitalist production and because of the quickness
of technical change which nakes previous technology, through
which super profits were expected, obsolete and realise
reduced profits leading to fall in the rate of profit, attenpt
to explain that even if fixed capital is introduced Ckshio's

conclusions still remain robust.
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10.

11.

12.

Laibman (1982,p.100-1) describes a ‘pure’ fixed capital case
in which there are no material flow inputs and capital goods
do not depreciate, consequently no ‘'indirect |[|abour', which

effectively will nean no fixed capital.

Weeks (1982,p.66) recognises the limitations of the Ckishian
nodel in treating fixed capital. He attributes it to its
static nature and its formalistic treatment of tinme where the

past, present and future are perfectly interchangeabl e.

Marx attributes the failure of Ricardo and other classical
political economists in analysing the falling raate of profit
to their inability to conceive the organic conposition of
capital and the related issues. Marx writes, "When we
consider, ..., that up to the present political econony has
been running in circles round the distinction between constant
and variable capital, but has never known how to define it
accurately, that it has never separated surplus-value from
profit, and never even considered profit in its pure form as
distinct fromits different, independent conponents, such as
i ndustrial profit, comrercial profit, interest, and ground
rent, that it has never thoroughly analysed the differences in
the organic conposition of capital, and, for this reason, has
never thought of analysing the formation of the general rate
of profit - if we consider all this, the failure to solve this

riddle is no longer surprising." (1959,p.213-4).
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13. The mssion of the capitalist mode of production is to
unl eash forces of production. This affects not only
industrial sector but also the agricultural sector. (See

Marx, 1968,p.459-461).
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CHAPTER - 5

CONCLUSI ON

The challenge throwmn at Mrx's analysis by those who
tried to reinterpret Marx's contribution to economic analysis in
the light of recent developments can be summed up in the words of
Steedman: "This conclusion... is the conclusion of an argument in
| ogi ¢c; should anyone wish to challenge it, they nust do so either
by finding a logical flaw in the argunent or by rejecting
explictily and coherently one or nore of the assunptions on which
it is based", and "the present type of argument has been
exam ned, 1in various forns, by many different witers over the
|ast 80 years. The sanme concl usions have always been reached and
no | ogical flaw has ever been found in such argunents”
(1981a,p.49). Those argunents, it is to be noted, are based on
formal |ogical analysis. According to them |logical consistency
Is possible only within the confines of formal | ogic. Fol | owi ng
this they try to relate the concrete and the abstract w thout any
intermediate |inkages. Any contradiction between abstract and
concrete, particular and general appears to them to be the
breakdown of science. As a result Marx's, followi ng dialectica
met hod, explicit acknow edgenent of contradictions and his
economc analysis which is based on the examnation of the
contradictions that are characteristic of capitalist node of

production are not acceptable to them
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The conclusions that are said to be accepted for the
| ast 80 years are based on formal method which deny any role for
the analysis of contradictions. Marx addresses precisely this
treatnent when he criticises Janmes MII that the disintegrationof
the Ricardian school starts with MII as he attenpts to achieve
formal, |ogical consistency. (Marx, 1971, p.84) The critics by
trying to brush aside contradictions entangle thenselves in

further contradictions.

The critics, both the Sraffians and the Analytical
Mar xi sts, are opposed to Marx's dialetical method. They are of
the opinion that dialectics can achieve nothing that cannot be
done by the formal nethod. Further dialectics is a redundant
exercise replete with anamolies. In their opinion dialectics
| eads to contradictory results. Their criticism of Marx's method
is based on Karl Popper's criteria of scientific nmethod, according
to which a scientific proposition should be anmenable to be tested
by enpirical evidence. 1f a theoretical proposition appears to
stand in contradiction to percieved concrete conditions then the
said proposition is to be treated as incorrect. In their
tr eat nent any contradiction between the (general and the
particular, the abstract and the concrete appears as leading to

t he breakdown of science. In their analysis dialectics has no

pl ace.

Contrary to the contention of the critics dialectics,
instead of giving rise to contradictory results, highlights the

contradictions t hat charactrise t he concrete phenomena.
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Di al ectics t hr ough exam ni ng t he unity of opposi ties,
contradictory aspects of the concrete phenonenon attenpts to grasp
det er m ni ng, Inner relations. Also, basing on dialectica
analysis Marx instead of sidelining facts (concrete evidence)
takes into account the historical nature of these facts.
Consequently critics’ argunent that Marx's dialectical method is

idealistic is m staken.

Di al ectics examnes the process of change taking into
account the interconnections and interrelations among the things.

Dialectics studies laws of notion pertaining to nature, society

and al so thinking. It is based on the idea that change is the
fundanental feature of all concrete things. 1t considers that
physical world as well as society are in incessant notion. In

this incessant notion, because of nutual interpenetration of polar
opposi tes, continuous transformation IS taking place. Di al ectics
underlines the transient nature of the phenomena and attenpts to

conprehend the process of this change.

In its analysis of notion and change dial ectics stands
in quite contrast to the formal nethod and its principles of
identity, excluded mddle and non-contradiction. The fornal
met hod, as it holds everything as permanent and non-contradictory,
is incapable of capturing reality. In reality everything is in
i ncessant notion and change, and at every nonent a thing is both
identical with itself and becoming distinct from itself as it

passes into its opposite. In contrast to the formal method,
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dialectics attenpts to capture the change as being a result of

unity of opposites, unity of contradictory moments.

Not i on of contradiction i's f undanent al to the
di al ectical nethod in explaining change. Mdtion and change cannot
be explained without taking into account the contradictions that
are inherent to the things. Dialectics, unlike the formal nethod,
instead of concealing contradictions quite explicitly takes into
account the presence of these contradictions and their resolution

| eadi ng to devel oped forns.

Di al ectics operate not only in the realm of nature and
society but also in the realm of thinking. Di al ectics considers
the contradictions that arise in definition and concepts as a
mai nfestation of the contradictions inherent to natural and social
phenonena. Dialectics does not attenpt to conceal t hese
contradi ctions, but tries to examne their resolution. Unl i ke
dial ectics, formal nethod considers the contradictions that energe
in the process of conprehension of the phenonena as purely

subjective and tries to resolve them by redefining or refining

definitions and concepts. In this process formal nethod instead
of overcom ng those contradictions, Is engulfed in further
contradictions.

Marx's endeavour was to examine the laws of notion of
the capitalist econony. It involved the analysis of dynamc
condi ti ons. The need was to study the passing of one condition

into the other, examnation of the opposite forces which inhabit
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apparently non-contradi ctory situations, i mpact of t he
contradictions of those opposite forces. These elenents could not
be analysed within the confines of the formal, analytical nethod
which frowed wupon any acknow edgenent of the contradictory
forces. Because of the inadequacies of the formal nethod in
understanding the dynamc nature of the capitalist econony Marx

relies on the dialectical nethod.

The dialectical nethod plays a crucial role in Marx's
anal ysis of source of profit, i.e., exploitation of |abour/surplus
val ue. Because of the nature of the capitalist production, origin
of surplus value appears to come into contradiction wth the
uni versal law of capitalist production, law of value. Sur pl us
val ue enmerges even when commodities are exchanged at their val ues.
In other words, surplus value is extracted w thout contradicting
the fact that comodities are exchanged in proportion to the
social |abour time congealed in them The existence of surplus
val ue appears to stand in contradiction to the law of value.
Following the formal nethod one would have attenpted to change the
meani ng or definition of either surplus value or value in order to
see that the contradiction disappears. In the process either the

| aw of value or surplus value or both would have di sappeared.

Karl Marx followi ng the dialectical nethod does not set
aside the contradiction, but analyses the contradictions in order
to understand their basis. The problem that Marx set himself to
solve is how to explain origin of surplus value ‘’both in

circulation and yet not in circulation'. The origin of surplus
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value is to be explained on the basis that comodities are
exchanged at their val ues. This entails the existence of a
commodity wthin the sphere of circulation whose use value
possesses the unique characteristic of being source of surplus
val ue wi thout voilating the law of value. Marx explains that the
exi stence of |abour-power as a commodity..in the capitalist econony
solves this problem. Labour-power for the first tine becones a
commodity only under the capitalist relations of production as
| abourer is alienated from the conditions of production and is
forced to enter the market as the agent or owner of | abour-power,

and capitalist obtains nonopoly power on these conditions of

producti on. Labour-power is that peculiar commodity which is
capabl e of producing value over and above what is needed to obtain

it.

It is the exchange between capita] and |abour that hel ps
to explain the source of profit. Like other commodities,
| abour - power al so has exchange val ue and use val ue. The exchange
val ue of |abour-power is determned by the value of necessary
commodities needed for the existence and reproduction of the
| abouring class which is influenced by social and historical
condi tions. Its use value for the capitalists lay in creation of

val ue.

Qpposition of the Sraffians and the Anal ytical Marxists
arises fromtheir hostility to Marx's nethod of dialectics. They
are of the opinion that the shortcomngs in Marx's analysis

surface because of the method he foll ows. Both of them repudiate
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Marx's contention that |abour-power as a commodity possesses
pecul iar characteristic of creating value over and above what is
needed to acquire it. They argue that any other commodity that
goes into the production of every other comobdity can be used to
explain the phenonenon of profits. Depending on the stages of
technol ogi cal progress, they contend, one can explain the origin
of surplus value on the basis of exploitation of corn, steel or
ener gy. In other words, the corn theory of exploitation or steel

theory of exploitation or energy theory of exploitation can
expl ain the energence of profit and consequently | abour-power does

not have any uni queness in accounting for the source of profit.

The Sraffians contend t hat conmmodi ti es pr oduce
thenmselves with a physical surplus. Formalisation that they
follow, in keeping with the formal nethod whereby they deny any
role for contradictions, helps them to show that | abour-power is
in no way unique from other commodities. In this analysis
| abour - power as such does not enter the formalisation. The
commodi ties which |abourers use for their subsistance take its
pl ace. In other words, |[|abour-power is reduced to a bundle of
wage goods. In this exercise |abour-power is indiscernible from
ot her commoditi es. Basing on their fornmal nethod they argue that
| abour-power is in no way unique from other comodities and any
other comobdity can be used to explain the source of profit:. They
argue that Mrx's explanation of the uniqueness of |abour-power
comes from the existing assunptions, i.e., the thing to be proved
is already assuned. In their opinion, the concept of uniqueness

of | abour-power does not help in explaining the source of profit.
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In this they neglect social relations of production and take into
account only technical relations. In order to overcone the
contradi ction between the law of value and energence of surplus

value they give wup the concept of exploitation of |abour

al t oget her.

Li ke the Sraffians, the Analytical Marxists also dispute
Mar x's explanation of source of profit. They also argue that
| abour - power as a commodity is not unique in its magical property
of producing nore value and that in an econony capable of
produci ng surplus any commodity has this unique capacity. They
even go a step further and argue that only notives of individuals
can be of help in understanding this phenonenon. They argue that
Marx's reliance on dialectics and nethodol ogical collectivism as
opposed to nethodol ogical individualism led him astray in arguing

that exploitation of |abour is the source of profit.

Both the Sraffians and the Analytical Marxists in
criticising Marx's analysis of surplus value and the nethod on
whi ch he bases his analysis and in their efforts to do away wth
the contradictions end up in defining law of value and surplus
value out of existence as surplus is seen to energe from every

pore of capital. On this basis they argue that each factor earns

its own reward.

Contrary to this Marx wth the help of dialectics
captures the contradictory nature of the capitalist npde of

production where two antagonistic classes - capitalists and
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| abourers - nmeet each other under capitalist relations of
producti on. It is these relations of production that lay the
basis for exploitation of |labour, the source of profit. The
critics who treat production as a nere technical process set aside
this social aspect of production. Under this dispensation
exploitation of labour instead of being a nere assumption
necessarily energes from the wunequal capitalist relations of
producti on. Mar x chose | abour-power as the peculiar conmodity,
not because during his time |abour fornmed the predom nant part of
i nputs, but because of its relation to capital. The nature of
exchange between capital and |abour is different from the exchange
of other commodities, and it is this exchange between capital and

| abour that explains the source of profit.

The critics come to the conclusion that |[|abour-power is
in no way unique and any other commodity that enters the
production process is capable of producing surplus on the basis of
formalisation where |abour-power is reduced to a bundle of wage
goods and is treated |like any other comodity, devoid of its
unique place in the production process. Because of this
treatment |abour is indistinguishable from other commdities used
as neans of production. \Wages which denote distribution relations
are reduced to a technical datum As a result of this, in the
topsy-turvy world of the critics, as a manifestation of fetishism
distribution relations are attributed to inanimate things. As an
outcome of this treatment, the distinction between variable
capital and constant capital is renoved there by paving the path

to obliterate the secret of the source of profit.
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The Fundamental Marxiam Theorm that exploitation is the
necessary and sufficient condition for the existence of profit is
popul ari sed by Morishina. But this result as he explains is
l[imted to the conditions where fixed capital and joint-products
are not included. This problem arises as the above theorem
emerges from his conception of productivity and expandability of
capital rather than from the conception of capital as a social
relation. In the process of this analysis Morishima al so gives up

Marx's theory of val ue. Because of this Mrishima fails to

denystify the source of profit.

Marx's endeavour was to wunravel the nmysteries that
surround the energence of profit. In this effort exam nation of
alienation of |abourer from the conditions of production and the
consequent renoval of fetishistic shroud that concealed the
essence of capitalist production process played an inportant part.
The critics- the Sraffians, the Analytica] Mrxists and Morishima-
who exam ned Marx's analysis of source of profit fail to take it

into cogni sance and wongly proclaimthe failure of Marx.

In the examnation of the rate of profit also the
dialectical nmethod plays a crucial role. This concerns the
formulation of the rate of profit on the basis of the law of
value, in other words the relation between the law of value and
the rate of profit. Because of capitali st producti on,
distribution and exchange, the law of value and rate of profit
appear to stand in contradiction. The classical econom sts at the

very sight of apparent unviability of the law of value in the
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presence of the rate of profit and the corresponding prices of
production tend to give up the law of val ue. Their inability to
comprehend the contradictory but necessary relation between the
law of value and the rate of profit sounded the disintegration of
the classical economics. It was established that |abour was the
sol e source and substance of value, and the value of a commodity
was determined by the amount of |abour needed for its production.
The equalisation of the rate of profit leads to the formation of
prices which deviate fromvalues. Because of this it appears that
the rate of profit contradicts the law of value. That is to say,
the application of the law of value to the rate of profit neets
with a contradiction. Marx wth the help of dialectics explains

the nature as well as the necessity of this contradiction.

d assical economists’ - Smith's and Ricardo’s - probl ens
arose as they failed to recognise the nature of the contradiction
between the law of value and the rate of profit. Ricardo, instead
of exam ning how far the rate of profit is consistent with the |aw
of value, attenpts to derive the rate of profit directly from the
| aw of value without any internediate |inkages and as a result was
entangled in a web of contradictions. In Ricardo's theory, the
|l aw of the average rate of profit which established the dependence
of the rate of profit on the guantity of capital as a whole and
the law of value which established that only [living [|abour
produced new value stood in a relation of mnutually exclusive
contradi ction. Simlarly Smth, though he grasped that with the
accurul ati on of capital and the appearance of property in land and

with the energence of the relation between capital and |abour, the
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| aw of value appeared to be suspended, failed to conprehend the
significance of the contradiction between the |law of value and the

rate of profit and gave up |abour theory of value in favour of the

addi ng up theory of val ue.

The law of value and its empirical form of manifestation
as the rate of profit, though address the sane issue: profits,
stand in mutually exclusive contradiction. As soon as one tries
to treat the rate of profit theoretically, i.e., wunderstand it
through the law of value it suddenly appears to be an absurd

contradiction. If the law of value is wuniversal, profit is

i mpossi ble in principle.

The formal method justified a general |aw, in the
present case of the law of value, only when it was denonstrated as
an imediately general empirical rule wunder which all. facts
what soever were subsunmed w thout contradiction. The formal nethod
hol ds out two solutions as a way out of this contradiction: one is
to change the neaning of value in such a way that the concept of
profit can be included in it without any contradiction; another is
to change the concept of profit. Those who attenpted to renove
the contradictions within the classical analysis use one of the
two or both of the nethods. These attenpts to set aside

contradi ction marked the beginning of the decline of the classica

political econony.

The contradi cti ons t hat characteri sed cl assi ca

political econony cannot be solved by the formal nethod. Kar |
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Marx, wth the help of dialectics, attempts to examine these
contradictions. Marx, instead of attempting to save either the
|l aw of value or the rate of profit through arbitrary formulations,
recogni ses that the contradiction between the |aw of value and the
rate of profit arises out of the nature of the capitalist econony.
He al so recogni ses that whenever attempts were nmade to keep aside
these contradictions and relate them directly, it led to
unr esol vabl e contradictions. The contradictions that surfaced in
the classical economics do not disappear in Mrx's analysis.
Instead these contradictions are represented as a necessary
reflection of the contradictory nature of concrete economc
reality. Marx does not treat the contradiction between the
general law of value and its concrete manifestation, the rate of
profit as a shortcomng in thinking or inexactitude in the
concepts and definitions. He explained it as reflecting the
nature of the object itself. Marx devel ops a whole chain of
medi ating |inks between the abstract and the concrete expressions
of the phenonena. These connecting links instead of doing away
with these contradictions as sonething subjective, prove them as
bei ng a necessary character of the object. These contradictions
surface with |abour-power itself becomng a comopdity, wth the
energence of exchange between capital and wage | abour. Mar x' s
contribution lies in highlighting the uniqueness of |abour-power

under capitalist relations of production.

The issue of inconsistencey in Marx's analysis of the
rate of profit and the prices of production is again brought to

the fore by the Sraffians. They argue that Marx's formula for the
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rate of profit does not conform to the correct rate of profit. In

Marx's formula surplus value and capital are valued in |[|abour

enbodi ed terns. As prices are not proportional to values, the
rate of profit calculated in value terns will not be equal to the
one calculated in price terns. As Marx's rate of profit
contradicts the ‘correct’ price rate of profit, it is pointed out

that Marx's analysis in this respect is internally inconsistent.
This criticism is based on tw argunents, that only the
sinmul taneous equation nethod can explain the correct rate of
profit, and that physical conditions of production and the rea

wage rate are enough to calculate correct prices of production and
the rate of profit without any reference to |abour val ues. Thi s
is also neant to say that inconsistencies in Marx's analysis crop
up because of the inadequecies in his analytical system In their

Opinion only Sraffians' work provides a secure logical base.

This analysis of the Sraffians is an attenpt to dispense
with the contradiction between the law of value and the rate of
profit. They repudiate the contention that as an outcone of the
capitalist process of production and accumul ation the |aw of val ue
and the rate of profit contradict each other. | nstead they
attribute the contradiction to shortcomings in Marxs’s anal ysis.
Consequently they attenpt to renove this contradiction and correct
Mar x. In this their aim is to see that the wuniversal law is
consistent with its enpirical nmanifestation. This they do by
altering the conception of the categories of value and profit. As
a culmnation of this exercise Marx's theory of value is discarded

and profit is seen to energe from every pore of capital as wage
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| abour is reduced to a bundle of goods and is not distinguished
from the elements of constant capital. The distinction between
vari abl e capital and constant capital is removed. |In the process
of removing contradiction from Marx's analysis they obscure the

specificity of capitalist node of production

The internal inconsistency that the Sraffians have
pointed out in Marx's analysis highlight the methodological divide
that seperates the two anal yses. The Sraffians may be successful
in developing a formally consistent nodel, but in the process they
nove far away from reality, reality beset with contradictions.
The sinultaneous equation system that they enploy conceals rea
process of valorisation characteristic of the capitalist econony.
The conditions of production that they hold out as the only
correct basis for determning rate of profit stands only for the
possibility of existence of rate of profit. In order to turn it
into reality capitalist relations  of production and the
correspondi ng valorisation process is to be ushered in. The
I ssues of redundancy and inconsistency of Marx's rate of profit
arise as the Sraffians substitute technical relations for social

relations in the capitalist production process.

The Analytical Marxists also refuse to accept that the
contradi ction between the law of value and the rate of profit is a
result of the capitalist production process and attribute the sane
to inadequacies in Marx's analysis. They follow a formalisation
simlar to that of the Sraffians in arriving at the ‘correct’ and

non-contradictory rate of profit. They also discard Marx's |abour
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theory of value as being inconsistent. Accordingly they treat
val ues and prices as separate elements. They understand by Marx's
anal ysis of the relation between values and prices as meaning that
val ues can be deternm ned independent of prices, but prices cannot
be determ ned independent of val ues. By contradicting this they

go on to explain that rate of profit and prices can be determ ned

i ndependent of val ue nagnitudes. Prices and values are not two
di fferent el enents. Price is the form that value takes in the
sphere of circulation. The relation between price and value

magni t udes can be described as one of dialectical relation between
appearance and its essence. Py di scarding value nmagnitudes and

sticking to prices only, the aAhalytical Marxists take appearance

as real

This becones further obvious as the Analytical Marxists
treat the rate of profit as being determ ned by individuals'
behavi our rather than by the exploitation of |abour and struggle
anong the capitalists to partake in these spoils. Fol | owi ng
met hodol ogi cal individualism that macro phenonena could be
expl ai ned only by individuals notives, behaviour and actions, the
Anal ytical Marxists contend that the rate of profit should be
explained as emenating from the behaviour of aut ononous
i ndividuals in the market. It is the sphere of circulation, for
them that holds out the solution. GCrculation is also the sphere

where fetishismmakes its strong appearance.

The Analytical Mrxists also argue, again firnmy based

on net hodol ogi cal individualism and neo-cl assi cal econom ¢
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anal ysi s, that Marx neglected the role of demand 1in the
determ nation of prices and the rate of profit. Contrary to this
Marx al so took into account the role of demand. At this point one
has to note the different interpretations that the Analytical
Mar xi sts and Marx gave to denmand. According to the Analytical
Mar xi sts demand is determned by isolated individuals’ preferences
and subjective wutilities. In Marx's analysis consunption and
demand is influenced by historical and social conditions under
whi ch production is carried on. Demand is determned by the
di stribution of social income anong different classes of people.
The Analytical Marxists’ formulation follow from the shift of

their focus from classes to individuals which is opposed to the

fundanental Marxi an understanding of the social devel opnent. The
individual, to a great extent, is forned by the social and
hi storical conditions under which he 1lives. To separate the

i ndividual from his historical and social conditions is to resort
to ahistorical and asocial analysis. This is what the Analytical

Mar xists do in their examnation of Marx's analysis of rate of

profit.

When conpared to the other two streans of analysis,
Morishima is nore synpathetic to Marx's contributions. Unlike the
others he does not advocate whol esale overthrow of Marx's val ue
analysis and the rate of profit based on it. He thinks that there
are many elenments in Marx's analysis which can be grafted on to
the stock of nodern economic anal ysis. Regarding the
transformation of values into prices and the derivation of the

rate of profit Morishima is of the opinion that Marx 'al nost' got
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the answer, the only thing left to be done is to clarify it.

But the clarification that Morishinma adduces is not in
keeping with the spirit of Marx's analysis. Wiile Marx attenpts
to |locate the basis of the contradiction between the |aw of val ue
and the rate of profit in the nature of the capitalist node of
production, Morishima tries to bring out a harnonious result with
the help of his mathematical treatnent. Following this he goes in
search of concepts and definitions in order to relate the law of
value and the rate of profit directly. Hs solution to the

problem is to find out the special cases where a first

approximation gives the true prices precisely. These special
cases are, apart from zero exploitation and equal organi c
conpositions of capital, |inear dependence of input matrix and von
Neumann bal anced equilibrium growh path. Even these speci al

cases fail to give clearcut answers. This | eads Mrishima not to

the recognition of failure of the formal nethod, but to the

rejection of Marx's val ue anal ysis.

Though the three groups of critics start from different
points ultimtely they converge at the sane point, that of
rejecting Marx's analysis of the dialectical relation between the
|aw of value and the rate of profit. The critics, operating
within the framework of the formal nmethod, consider Marx's
analysis of rate of profit as being riddled with confusions and
set out to renove them In doing so they do not exam ne the way
the essence takes a particular form but equate essence with its

form In their attenpt to do away with the contradictions they
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negl ect the influence of accumulation of capital, appropriation of
land and energence of |[|abour-power as a commodity. It is these
el enents of the capitalist production process that engender the
contradi ctions. Marx's contribution lies in highlighting these
contradictions while examning the formation of the rate of
profit. The critics by concealing these contradictions further

strengthen the grip of fetishised fornms of thinking on economic

anal ysi s.

The tendency of rate of profit to fall is described as
an expression peculiar to the capitalist nobde of production. It
is a logical outcone of contradictory tendencies that characterise
the capitalist econony. The tendency of rate of profit to fall is
bound up with the expansion of accumulation of capital. Thi s
tendency as analysed by Marx is not an outcone of the declining
productive forces, but on the contrary is a result of the growh
of productive forces, of social productivity of |abour. The
capitalist accunulation process is characterised by contradictory
tendencies: while on the one hand because of the devel opnent of
productive forces accunulation of capital expands, on the other
hand this also results in a tendency for the rate of profit to
fall. The factors that beckon a fall in the rate of profit also
lead to the acceleration of accunulation. The tendency of rate of
profit to fall signifies a relative decline in profit but not an
absolute one. As Marx wites the same |aws produce for the socia
capital a grow ng absolute mass of profit, and a falling rate of

profit.

The capitalist node of production unshackles the forces

280



of production that were previously ~constrained by feuda

relations. This unleashed forces of production lead to
devel opment of social productiveness of |[|abour. A given unit of
| abour produces nore commodities. In the process it sets in

motion |arger anmounts of fixed capital and consunes more raw
materials. In other words a given unit of variable capital sets
in notion larger constant capital. This is a manifestation as
well as a result of the |abour process lifted to an enlarged
scal e. VWi |l e devel oped productiveness facilitates accunul ation,
expanded accumulation further broadens the scope for the
devel opment of the productive forces. As a result of the
devel oped productiveness of |abour, ~capital proportioned for
variable capital decreases, where as the proportion neant for
constant capital increases. Because of the expanded accunul ation

of capital though the absolute amount of capital spent both on the

variable capital and the constant capital increases, relatively
the share of variable capital cones down. That is to say the
organi c conposition of capital increases. The concentration and

centralisation process inherent to the capitalist accunulation

process al so adds inpetus to this change.

As the proportion of variable capital, [living |abour
enpl oyed, as a ratio of constant capital as well as total capita
is reduced, the surplus value poduced per unit of capital cones
down resulting in a fall in the rate of profit. This is the case
even when rate of surplus value increases in the wake of grow ng
soci al productiveness of |abour. The rate of profit falls not

because the nunber of |abourers enployed declines, but because the
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mass of materialised |abour set in notion by given living |abour
i ncreases. In this analysis also the uniqueness of |abour-power
and the distinction between variable capital and constant capita
plays a crucial role. As pointed out by Marx failure of the
cl assical economists in understanding the phenomenon of falling
profits can be attributed to their inability to capture the
di stinction between variable capital and constant capital. Thi s

shortcomng is also reflected in the witings of the present

critics.

Though the expression that the tendency of rate of
profit to fall is a manifestation of the developing productive
forces appears as a contradiction, it in fact highlights the rea
nature of capitalist econony. [t brings to [light t he
contradictions that underlie the process of production under the

capitalist node of production and the barriers to it.

This analysis has conme under the attack of the critics
who argue that the devel opment of productive forces can only |ead
to a rise in the rate of profit. This argunment is based on the
conception of capitalists’ rationality, perfect conpetition and
equilibrium  According to them rational capitalist will not take
any decision that will lower the rate of profit. Wen capitalists
i ntroduce technical change it can only lead to increnents in the
rate of profit. This rational behaviour of capitalists is an
integral part of their analysis of perfect conpetition and
equi | i brium conditions. Contrary to this disequilibrium is the

ever present property of the capitalist econony. It is
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characterised not by perfect conpetition but by concentration and
centralisation. This concentration and centralisation of capita
accurmul ation is the cause as well as the outcome of the falling

rate of profit.

The critics’ objection to Marx's analysis of the
tendency also arises from their opposition to the place of
uni queness of |abour-power in the analysis. As they are of the
opi nion that not only |abour-power but also any other comodity is
capable of producing surplus and consequent sidelining of the
distinction between variable capital and constant capital, the
basis of the whole argument appears to them to be untenable. As
they neglect the social and historical nature of the capitali st
process of production, the fall in the rate of profit can only
materialise because of physi cal or nat ur al factors like

ni ggardl i ness of nature.

The critics rely on static models even when they exam ne
the tendency of rate of profit to fall which is essentially a
dynam c issue. This is so because the fornmal nethod that they
foll ow cannot take them beyond this point. Wen they exam ne the
phenonmenon over a period of time it wll be repetition of the same
in quantity as well as intensity. The critics failed to correctly
address the agenda put forward by Marx with the help of his
di al ectical nethod. Wth the help of this nmethod Marx anal yses
the inner and necessary connections in the capitalist econony, the
i npetus for its growh, the barriers that constrain this growh

and the way these barriers are surpassed. In this the
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contradictions that Marx highlights do not stand for impediments,
but initiate change and development. The critics being bogged
down in the formal analysis mss this crucial aspect of capitalist

accumnul ati on process.

The attenpts by the critics to recast Marxian econom cs
in the light of recent devel opnents in economc theory and give it
‘citizenship in contenporary economc theory' in fact result in
weakeni ng Marx's analysis of laws of notion of capitalist econony.
This is so because the «critics’ analyses are detached from
nmoori ngs of Marx's nethod of dialectics. The dial ectical method

directs us to the contradictions that are sources of notion of the

capitalist econony. The critics who eschew contradictions as
shortcomngs in analysis, fail to grasp the notive forces of
change. This is reflected in their analyses of the source of

profit, the formation of rate of profit and the tendency of rate

of profit to fall.

Wth the accumulation of capital and the appearance of
property in land, wth the conditions of |[|abour, dead |Iabour,
assum ng independent existence over and against | abour ers,
| abour - power itself becones a comuodity. This transformati on of
| abour-power into a comodity under the capitalist relations of
production helps us in accounting for these contradictions. Thi s
analysis of the uniqueness of |[|abour-power helps Marx in
explaining the contradictions in the origin of profits, in the
formation of rate of profit and in the tendency of rate of profit

to fall even in the presence of devel opi ng productive forces. The
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critics who perceive these real contradictions as contradictions
(read as shortcomings or confusions) in Marx's analysis attenpt to
overconme them by redefining the categories. The end result is

very little of Marx is left in ‘advanced’ Marxi an econoni cs.

It is Marx's method of dialectics that nakes all the
difference to the present debate. Marx nakes an all out effort to
unearth the contradictions that lend colour to the phenonena on
the surface and exam nes how these contradictions are resolved and
its outconme. This is apparent from the way Mrx explains the
enmergence of surplus value in the capitalist econony, the way
prices and values are related and the rate of profit is forned,

and the way the economy as a whole nobves in response to the

process of capital accumul ation.

The critics of Marx, who intend to base Marxian econom cs on
non- Mar xi an nethod invariably come to the conclusion that Mrx's
anal ysis of various issues nentioned above is wong and need to be
revanped. The supporters of Marx's analysis who are against this
revanpi ng do not nake a conplete break from critics' non-Marxian

method and attenpt to answer them within the franework of the

critics.

It can be seen that supporters |ike Anwar Shaikh (1977,
1981, 1984) while exposing the ‘poverty of algebra" of the
Sraffians and explaining the essential place of |abour, do not
address the way Mirx brings into picture the contradictions

between law of value and surplus value and its basis in the

285



capitalist econonmy. In the case of the formation of rate of profit
and the transformation of values into prices though they attenpt
to stand agai nst opponents’ attacks on Marx, they end up evol ving
formalisations simlar to that of the critics. The w despread
I nfl uence that Morishima conmmands in this respect can be treated
as an indication of this trend. The supporters need, not only to
reiterate Marx's argunents but also, to reinvigorate Mrx's
method. The present work nakes an attenpt to highlight the
centrality of the Marx's nethod in analysing various issues. The

need is to carry this effort forward.
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