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o. INTRODUCTION 

"'llie '-abst'ract ·'thinker learns in his intuition 

of nature that the entities which he thought to create 

from nothing, from pure abstraction, are nothing else 

but abstract ions from character ist tc s of nature.n 

Manuscripts of 1644 
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Commod tty 
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constant capital 

vax iable capital 

surolus-value 

rate of surplus-value 

specific rate of profit 

organic composition of capital 

cost-pr ice 

average rate of profit 

Prices of production 

surplus-labour 'time 

value or 'labol1l'~ pm~er 

number of labourers 

interest 

d iffere nt :l.al re nt 

absolute rent 
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production process 
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0.1 PLAN OF STUDY 

A study on Karl Marx is a familiar terrain to the 

contempor ar ie s a rrl ex plaining ' hlhat Marx r~ally meant' h a s 

over been one of the most intere st ing ind oor ~nort s. 

Nevertheless, in this field ins p ite of fJ. gre a t inputs of 

sc h olarship the resultant product, more often than not, 

is not singularly kn own for its ob jectivity. 

ProbablY th a t c onstitutes the first difficulty to 

the re searcher, ",rho is lost in the v a st liter a ture av a il able 

on the subject. To winnow truth am objectively ~ 

it, is a formidable task. It. is found interesting and 

fruitful to devote more attention on IvlaI'X than trying to 

know him t h rough works of others. This is not to belittle 

the l ear ned contributiorv..oi' J·oseph Sch umpeter, Paul Sweezy, 

e 
~aurice Dobb, Joa n' Robinson aEB Ronald Me~. But it means 

that Marx himself is a better guide to under'st a nd him than 

the best critic available on him. Hence . throughout the 

9r e se nt inau iry only the words of M~rx are cited, with the 

solitary excoption of" on,::2 section (2.5) 14her~ views of 

others ar e furnished; not so much to establish or strengthen 

a part i cul.qr point of view but to indicate the wide ba nd of 

op inions ex pressed about it. 

In the prese nt work, the t e rms , ' lvlarxism' a m the 

adject i ve ' Ivlarxia n' are used wi th a s oecia l co nnot ation. 

The f ormer is e mployed to me a n the Marxi 3..n sy st~m or the 

t otal ity of the views held by ! arx. It does not me a n the 
, 

vas t literature th at has s prouted arourrl l"larx. Similarly, 



the ex pression ' harxian analysis' simply means ' Marx's 

ana ly sis' • 

The present inquiry opens with a discussion on the 

abstract model of Marx. It is fairlY pert ioo nt to the 

investigation since his abstract method determines his 

ana l y sis of profit. After making the Marxia n philosophical 

preconceptions explicit, the inquiry progres ses +n Chapter 1, 

tovJards more futXiamental issue - the origin am the 

decow.,tlositiot! of profit. Th e relationships between profit 

and re nt, intere st and wage are examinea. Chapter 2 de als 

with the law of pr'ofit, and the favourable factors that 

help it and the counteractiOg causes that hinder the operation 

of the law in the real world. Th is ch 8.pte~r concludes with a 

cursory est imat ion o~ the law in ge np,ral. Cha nter 3 is 

purposed to study the relationship between the theory of 
. . 

profit and the process of accumulation. It also deals with 

the mechanism am results of capital accumulation. ' Further, 

it is seen hoy] the theory of profit, by and large, furnishes 

the cause of crisis in capitalism. In the final chapter 

the assumpt ions of the theory ana the method by wh ich they 

-were arrived at, al'e critically appraised. 



o . ~ . J;nethodolegy 

Karl Marx is no intramural philGsapher. His ta~ is 

not to \IDderstand the world but 'to change it. He purpos~ to 

show how capitalisn will ruin itself. To suit this end he 

evo lved hi sown methedology. In order to under stand the full 

significance and implication of his theory af prof.it, his 

methodology should be understood first. 

He inherited from the claesicals the abstract- deductive 

method whtch means progressing gradually from the more abstract 

to the more concrete simplifying asslIDptions at successive 

stages 0f the investigation. In other words, it is an explo­

ration from unknown to knewn. This enables the investigator 

to explain a wider range and depth of actual phenomena, 

because of the height on whid1 he stands. However, it is a 

method where counting of trees is approximated to get a wide, 

though blurring, pi cture of the wood. Marx wa s fully aware 

of the advantages of the method of abstraction. -In the 

a~alysi s of economic fonn s, - he wrote in the Preface to 

Vol. I of Capital, -neither microscopes nor chemical reag-

ents are of use. The force of abstraction must replace 

both-. 

Marx has desired to point out the areas of. conflict 

of interest to replace the fiction of invisible hand honno­

n1zing the warring nature of the various segments of the 



society. David Ricardo, among the classicals, was struck 

by the econcmic origin of class conflicts. But, for him 

the clashes occurred or deepened between industrialists 

and landlo rd s. But to Marx, sum a view, even though rea­

listic to a limited extent, in general is ·erroneous· 

because of the conclusions that it gave rise to. It is 

due to the fact that the classicals were searching for the 

origin of the cIa shes in some other remote causes. To Marx, 

the villain of the piece i scapi tal. He writes. • 
Capital is the all-dominating power of bourgeois society. 

It must fODD the starting point as well as the end ••• It 

would thus be impractical and wrong to arrange the economic 

categories in the order in which they were the determining 

factors in the course of hi story. Their order of sequence 

is rather determined by the relation which they bear to 

each other in modern bourgeois society, and which is the 

exact oppo s1 te of which seen 8 to be their natural order or 

the order of their historical development. What we are 

interested in is not the place which economic relations 

occupy in the historical succeSSion of different form s of 

society ---- We are interested in their organic connectiQn 

wi thin modern bourgeoi s society·l Thus according to Marx, 

1. The CrItique ot PolitIcal Economy, p. 304. 
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capital is the predominant force in bourgeois soc1ety. 

Hence the arena in which the capital operates assunes 

-pre- eminence. Viewed from thi s angle, the important 

economic relation is between capi talists and workers. 

-Soc1ety as a whole 1s more and more splitting up into 

two great hostile camps, into two great classes facing 

each other- bourgeoisie and proletariat.-2 Elsewhere he 

writes. -The relation between wage labour and capital 

determines the entire character of the mode of productioh ._3 

To analyse the relationship of Capital and labour, 

he sought the aid of abstraction. The a1m is not to make 

a grand generalization, sweeping away the inconvenient 

subtilities but to hew down the given situation to its pure 

form J without the frill s of irrelevant di sturbances. Con­

sequently capitalists and workers are abstracted to 

certain standard types stripped eff from all idio$Yncrasies. 

He wrote in the Preface to Vol. I of Capital. -The physi­

cist either observes physical phenomena where they occur 

in their most typical form and most free fran d1 sturbing 

influence or wherever possible, he makes exPeriments under 

conditions that assure the occurrence of the phenomenon in 

its n01'D1ali ty -. Ma rx, akin to a phy si ci st wanted to conduct 

2. The Communist Manifesto, P. 41. 

3. Capital, Vol. III, p. 1025. 
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some experiments. That is why in his analYsis. -individuals 

are dealt wi th only in so far as they are the personifica­

tiens of economic categories, embodimEnts of parti culer 

class-relations and class-interests·. 

The second aspect to be tmderstood in the methodo­

logical approach of Marx is its association with logic and 

history. In ether words this could be called 'logical­

historical' method. Friedrich Ehgels, has amply explained 

thi s method. 
-

• The cri tici an of economics ••• could ••• be exerci sed two 

ways: historically or logically. Since in history, as in 

its literary reflection, developn€!lt as a whole procee:ls 

from the most simple to the most complex relations, the 

historical developnent of the literature of political economy 

provided a natural guiding thread wi th whic.h cri ti ci9D could 

link up and the economic categories as a whole would thereby 

appear in the ssme sequence as in the logicsl developnent. 

This form apparently has the advantage of greater clearness 

8ince indeed it is the actual develo'PDEnt that is followed, 

but as a matter of fact it would thereby at most becane 

more popular. History eften proceeds by jtlDps and zigzags 

and it would in this way have to be followed everywhere, 

whereby not only would much Material of minor importance 

have to be incorporated but there would much interruption 

of the chain of thought; further more, the history of 

econCJlliC8 could not be written without that of bourgeois 



society and this would make the task endless, since all 

preliminary work is lacking. The log! cal method of treat­

ment was, therefore, the only appropriate one. But this, 

as a matter of fact, is nothing else than the historical 

method, only divested of its historical form and disturbing 

fortuities. The chain o~ thought must begin with the same 

thing that this history begins wi th and its further course 

will be nothing but the mirror- image of the hi storical 

course in abstract and theoretically consistent form, a 

corrected mirror-image but corrected according to laws 

furnished by the real course of history itself, in that 

each factor can be considered at its ripest point of 
4 

development, in its claSSic form." 

The chief field of employm ent of thi s methodology 

is the theory of value. It is an important field and 

constitutes the scaffolding of Marxian system. Marx in 

his investigation, as :Engels says, "proceeds from the 

simple production of commodities as the historical premise, 

ultimately to arrive from this basis at capital." He 

begins with the ·simple" commodity, and then proceeds to 

analyse its "logically and historically secondary form ••• 

4. :Engel s, Ludwig Feuerbach, pp. 98-90. 
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the" capitalistically modified commodity." He first an alyses 

h01.~l in abstract pre-capit a list society, relations of pro-

.~ ductiorl influence the prices of commodities and then 

proceeds to find how the basic co nnection between prices 

and relations of production is modified ''''hen capitalist 

relations of production encroach upon t ho se a ppropriate to 

"simple" commodity production. That is the situation of 

. "simple" commodity becomes 'tcapitalistic a lly modified". The 

mechanism of this metamorphosis is double fold. First, 

, 

capital subordinates labour and. in the second stage eompetitior 

brings about a situation in ",hieh profit becomes proportiona l 

not to l abour but to capital employed and in v.1h ich a uniform 

rate of profit on capital comes to exist. 

I n Volume I of Ca pital, Harx starts his enquiry 

"from the first am simplest relation that historically 
. 6 

and in fact confronts us" -- the wide socio-economic 

relation between men as producers ar.d consumers of 

commodities. Under capitalism as economic life is based 

a nd conditio ned on pl'oduction am excha nge of goods, ruen 

are related to one another only in the ir capac ity as 

5. Preface, Capit al, Vol. III, p. 14. 

6. Engels, Ludwig Feuerbaeh, p. 99. 



of labour expended to produce them. Thi sis the 'labour 

theory of value' so often and so fondly spoken by Adam Snith 

and Ricardo. 

Man had left Plien.Marx proceeds to the second stage 

of his enquiry i.e. the advent of capitalist society. Under 

thi s system the worker s have to pay a tribute to a new cle ss, 

the owners of capital without whom capita1isn is just 

:Impossible. Now Marx sets himself to explain the raison 

d~ etre for the origin of new form of class income-profit 

an capital. The next task 1s to exPlain the emergence and 

persistence of profit t.mder capitali9D. The basis of the 

present situation is the existence of a new class, owning 

eapital, and ccmmanding labour which has itself becane a 

commodity that could be bought and sold in the market like 

any other commodity. The capitalist, who is only ·perso-
7 

nif'ied capital,· compells, ·the working-class to de more . 

work than the narrow rot.md of its own life-wants prescribes·~ 

The produce of this surplu~labour is the profit for the 

capitalists. This 'law' :Implies that profits are propor­

tional to quantities of labour employed rather than to 

quantities of' capital employed. This clearly ·condradicts 

1. Capital, Vol. I, p. 251. 

8 • Ib id , p. 309. 
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all experience based on appearance-9 • What is the solution 

for this 'apparent contradiction'? 

Proceeding on the 'historical' track, Marx reaches 

a point in Capital Volume I II where he find s that due to 

extension of canpetition between capitalists, profit is made 

proportional not to labour but to capital employed and in 

whieha unifonn rate of profit prevails. This is the stage 

where the 'apparent contradiction' rai sed in the Volume I, 

is resolved. How the contradiction is resolved? 

Marx has declared the purpose of his effort in the 

Preface of Capital Volume I.-It 1s the ultimate aim of this 

work to lay bare the econanic law of motion of modern society.-

To discern such a law fran the labrinth of capitalist society, 

Marx sets to understand the various changes wrQught by 

techno lagy. He know s tha t, "Modern Indu stry never look s 

upon and treats the existing fonn of a process as final. 

The technical basis of. that industry is therefore, revolu­

tionary, while all earlier modes of production were essen­

tially conservative.-10 Marx had directe1 all his attention 

and energy to find out the mutual interaction of technological 

change and changes in the relations of production. In the 

9. Ibid, p. 307. 

10. Ibid, p. 486. 



short run, due to the con stant revo lution in production the 

economy will be interruptei by "sudden stoppages and cri ses 

in the production process."ll In the long run it would 

cause the rate of profit-the very purpo se and spur of 

capitalist mode of production- to fall. The fall of profit 
t:-

dull s the mcen_ive for the growth and saps the sustenance 

of the capitalisn. Then capitalisn dies a natural death. 

The situation can be exPressed in the following way. 

e = Organic compOsition of capital v 

s = Bate of surplus-value v 

8 = Rate of profit. c+ v 

With the developnent of capitalisn, c - tends to ri se as a 
v 

resul t o~ technologl cal changes. Thi s ri se is connected wi th 

an increase in productivity in the wage-goods industries, , 
which makes s to rise. The mutual interaction of tech-

v 
nological change and relations of production, operates 

through the changes which it brings forth in these rates 

and in their relatiob to one another. In the long run, the 

11. capital, Vol. III, p. a44. 
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changes in the ratios will make the rate of' profit to decline. 

s 
8 = -v 

c + v I + c -v 

The rate of profi t will tend to ri se if -L ri ses and fall 
v 

if' ~ , rises. With the development 0f capita1i9D, both the 

ratios w111 rise. However, the effect on the rate of profit 

of the rise 1n ; would prevail over the r1se in s -v , 

so that the rate of prof1 t would tend to fall 1n the long 

run. 

»lt1re philosophy of Marx, his approach and analysis 

of every problem, is inspired by and imbued w1 th dialectical 

reasoning. Marx bas borrowed the dialectic methodology fran 

Friedrich Hegel. He has accepted that contradiction is the 

moving force of progress. He has repeatedly asserted that 

reality is a unity of opposites. Reality is material. Hence 

material reality is a unit of opPOsites pregnant with inner 

contradictions. This means that every material entity 

contains two mutually incompatible and exclusive parts. 

Motien in reality occurs not as a result of any external 

force but due to the inherent contradictions which are 

embedded in all things. This is precisely what motion is. 

Thanks to the contradiction, a thing acquires impulse and 



1t 
activity. This is the mechanisn of all motion. If reality 

' by its very essence is a tmity of. opposites and if' every 

reality carried a contradiction inherent in it and if 

contradiction is causation of motion, then there is no need 

for an outside force to effect or accelerate the motion. 

We have already seen that how in CapItal VolllDe I. 

Marx has discerned ·an apparent contradiction" in the very 

systen of capitalisn and left its solution for this contra­

diction to be explained in the Volume III. 

There he explains how, ·crises are ••• forcible solutions of 
12 

existing contradictions.· Dialectic is a methodology, 

a branch of logic and a law of thought. It has aided Marx 

to conceive that capi talisn dies in the process of resolution 

of the contradiction inherent in its being. The law of 

falling rate of profit Shows that the internal contradictions 

of capitalisn are driving the systen to its downfall and 

di sappearance in the course of a complex hi story. Contra­

dictions will find a way to vent themselves in crisis. 

Hence crises are a logical corollary of capitaliBD. It is a 

catharsis. This lOgical necessity is purely of the dialec­

tical variety. Thus the crisis is to be tmderstooo as a 

particular expression of the dialectical notion of capitalisn 

12. Ibid, p. 292. 



A S expl3.ined in ear l ier fection and as harx hiinself 

· ·has told in the 'Preface to t he Critiaue of Political EconomY', 

h .s.rx is l ed to analyse the 3conomic structure of c a pitalism 

only as a spec ific case study to understand the deter min nts 

of d i~fere nt state and soc i 8.1 forms. He has found the ir 

roots embedded i n the sum total of the materi8.l conditions of 

socia l life. M8n is a social producer of his means of 

livelihood. Soc ial production implies certain soc ial relations 

ar.d"":;~""lour arn contour of vIhtch "Till de nend u pon the de gree 

of ·~·evelopment of soc ial product ive powers. The soc ial 

rel ?t i'-Qns are the substance of econom ic structure of soc iety ......... 

on \Vh ich is erected the superstructure of many and var ied 

inst itut ions. To understam the nature of the se inst itut ions, 
" 

the ec onom ic st r ucture wh ich begets them, should be probed 

deeper. To Narx, no system is etern3.1 and s acroS Anct. And 

he nce he looks every sy stem as ar. ever-chang ing soc ial 

order - a log ical link in a chair.. So is capitalism. If 

so, wh at is tile motive-forc,; of that change? 

Society, to Marx is compertmentalized inevitably 

into two segme r.ts, capit a lists a nd workers; the one, m~ning 

the means of product ion and the other ov.l nirlg the l abour­

power. Peace between these two classes are contradiction 

in terms sinc e their interests are incom patiable. In 

abstrac t, this is a struggle be'tween c a pit a l and 

l abour. 
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Hence, ~arx, who is solely intereste0 in stud y ing 

strugg le of the t vJ O antagonistic cla sses, j .5 log ic al ly led 

towards a study of capit a l am labour. Thus, Marxian study 

of c ap ital and l a bour, is inc i dental, though e ssent fal to 

his wider que st. 

~;that is cai-i ital? In simpler terms, it is condensed, 

past a nd frozen labour. Vie wed t hus, c a pit a l is dead l abour 

only. So, what Narx stud ies is d if'ferent forms of labour 
n-

or in Dar,,, ini:m l a nguag e, labour i$ d ifferent ev olutionary 

pr ocess. Therefore, in abstract t e rms we c an say that 

labour yroduces value; in tee process of creation of va.lue, 

the due which the living labour gets is \vage and the bigger 

slice -- surplus.-value is extolled by dead-la bour. Dead­

l a bour thrives at the .expense of living labour. Cap ital 

h a s a "vam pire thirst for t he l1v :i ng blood of l a bour" .13 

Under c ap italism, t here is a progressively i ncrea sing 

su ppression of the living l a bour by dead labour. Because 

both the forms of labour are dialect ic a lly OP90sed. 

In this 'lay, a study of sur Dlus-va lue or profit 

( wh i ch are same for Marx) i s inse par a bly from a study of 

wage. Because both ne stle ar ou nd onlY .one factor, labour. 

So, with th is bac kground t he present inquiry is to be 

u naersto06 • 

1 3 . Cap ital, Vol. I, p. c::.82. 
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I1Profitl~ writes !Ylarx, "is the form in hich sur lus­

value presents itself to t he vie w and must initia lly be 

stripped by analysis to disclose the l atter. In surplus­

value, the relation between capital and labour is laid 

bare" .14 Therefore, let us start the inquiry \I]ith an 

analys is of surplus-value \oJith its disguise removed. 

'It!AGE 

The M8xxian theory of Profit is a n elaboration of 

his th "' ory of commodity valuation. Marx conceives labour-

pmoJer as a c ommod ity to be boug~t and sold in the market 

and the . proble m is merely to Jetermine its valuE'! or wage .15 

Even though like other c ommod it ies -- labour-power has a 

market v a lue, Marx is interested to find its natur 21 or 

re al v a lue. He is particularly concerned with the value of 

the labour- power under capital ism, in "'h ich the worker is 

the exc lus ive owner of his l a "uour- power and is free to 

sell it to the capitslist and in v-lhich the worker being 

una ble to produce and sell for himself commodities in 

which his lauour-:-power is embodied, can exist only by 

s elling his labour-power as a commodity. bince labour­

powe r is a commodity, its value is determined by the 

qu ant ity of labour-t ime needed to produce it. The value 

of l abour-power depends not on wh at and how labour-power 

14 . Ca pital, Vol. III, p.47. 

1 5 . Refer Ca pit al, Vol. I, pp . 588-90. 
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produces but on wh _ t produces it. The wage is not a fumt ion 

of tne labour-time which the worker spends for production 

but of the labour-time which is required to make worker1s 

labour-power available in production. Now the question is 

how much labour-time is required to pr00uce the worker1s 

labour- power? The worker's labour-power will not be 

produced unless the worker is able to obt a in the minimum 

necess aries of -life. Thus the RIIlount of l abour-time necessary 
• 

to produce labour-power is the amount -of labour-time 

required to produce the commodities necessary to the subsis-

tance of the workers. In brief, 1vages are determined by the 

cUIlount of l a bour-time required to ,produce the worker's 

labour-power and only work out incider:.tally to subsistence. 

In the long-run, wages were determined by the cost of 

production of labour-power in terms of labour-time. l'larx 

say s lithe value of labour- power is aetermined as in the case 

of every other commodity, by the labour-time necessary for 

the production a nd consequently also the ~eproduction of 

th is spec ial art icle •••• In other word s, the value of labour-

power is the v a lue of the means of subsistence necessary for 

the mainten!:looe of the labourer" .16 And ag~t in II ••• a s ",ith 

all other c ommodities, so vl ith labour, its market price 

will, in the long-run, adapt itself to its value; that, 

t herefore, des p ite all the u ps rrl downs and do what he may, 

the working man will on the average only receive the v alue 

16. Ibid., pp . 189-19 0. 



of his. labour, which resolves into the value of his labouring 

power, which is determined by the v a lue of the n(3cessaries 

required f or its maintenance 3.00 reproduction, v!hich v 8.lue 

of necessaries finally is regulated by the quantum of labour 

wa nted to produce them" .17 

The theory of surplus-value is a logical derivative 

of the "theories of value am wages. The difference betweer: 

the value of the product created daily by the worker, and 

the value returned to him dailY in wages, is value produced 

by the labourer but received and retained by the capitalist. 

'l'his is surplus-value. The surplus-value the worker creates 

but never clasps. In other worcs, surplus-value is a mere 

congelat ion of surplus labour-t ime or mater ial ised surplus-

18 labour. 

Rent, interest and industrial profit, ",hich we would 

discuss in detail in a subsequent section, are only different 

names for different parts of surplus-v8.lue. The ~' are der ived 

from th is source. They are not der ived from land as such 

or capital as such but l a nd and c a pital enable their owners 

to get t he ir respective shares out of the surplus-value 

extracted by the employee c 8.p ita11st from the l~_bourer. If 

t he e mp loy ing capitalist uses his own c a pit a l and l a rrl, 

. - t h . . . 19 H it "then he "I ole sur pl us-value would go "to nl.ID. ere 

should be Loted that sur plus-va lue is a resultant of a bad 

ec onom ic sy stem and Dot fr om bad employer s. 

-----------------------------------------------
17. Value ... Price and Profit, pp . 115-6. 

1 8 . Ibid., pp. 77-99. 

1 g . I b i6 ., p • 91. 



SURPLUS-VALUE 

Surplus-va lue is the excess value of a commodity 

over 3.r.td above its cost price. The cost price is equal to 

the value of consumed capita l a.nd hence this excess va lue is 

an add it ion in the value of the capit a l used in the product ion 

of the cOilllllodity. However, surplus-value constitutes an 

addition not onl y of the segment of the adv a nced capital 

which enters into the self-exp:?!;sion process, but also of 

the port ion which does not enter into it. It is an accretion 

not only to the consumed capital, but to all the capital 

invested in production. The surplus-va.lue, s emerges due 

to a change in the va.lue of the variable capital, v. And 

hence or~inallY it is an increment of variable capital but 
, C~~ 

later on it becomes an increm9nt of ~, the expanded total 

c ap ital. The formula 

c + (vi's) 

shm\l s tha t.,.8 is produced through the conversion of a 
If' 

definite capital value V advanced for labour-pov.1er. This 

maY also be represented a~ 
20 

(c+v) + s 

SUhPLU S-VALUE AND PROFIT 

Marx writes "In its assumed capacity of offspring 

of the aggregate adV a nced capital, surplus-value takes 

20. C apit~, Vol., III, p. 46. 



the converted form of profit. Hence, a cert a in valu: is 

c ?pital , .. yhen it is invested ',.,r ith a view to produc ing profit 

or there is profit bec aUse a certain v .!:tlue vIas employed as 

'0 a pital.,,2l 

Then Marx approvingly quotes Nalthus "c ap it a l is that which 
22 

is expanded with a view to pr of it" • 

The value of a commodity = cost-price + profit 

C = k + P 

Then the formula G = c+v+s = k+s 

C = k+s 

k = C-s 

The formula C is equal to k+s reduces itself to C=k or 

commodity value = commodity cos -c -price only if 

s = 0 

" a case whlch never occurs on the basis of capitalist production, 

a l though pecul iar market c ond it ions may reduce the se 11 ing 

price of commodities to the level of or even be 1m" their 
23 

cost pr ice" • 

RATE OF PROFIT 
~..,..k 

The ~ of surplus-value measured against the v ariable 

c ~p ital is called rate of surplus-value. The rate of surplus­

v a lue me a sured against the tot a l capital is called rate of 

pr of i'G • ccording to .tw arx, these two are the measurements 

2l. Ibid., p. 4 9 • 

22. lalthu s, Defin1tio us in Political ~onomY (London, 1827), 
P. 86, cited by Narx. Ibid., p. 49. 

23. Ca pit al, Vol. II, p. 50. 



of the same e nt ity • 

Sur plus -value is a sur plus over the advanced tot al 

capital. The proport ion of this surplus to tbe total c a pital 

1s represented as .§. where C starns fol' total capital. Hence 
C 

the r ate of prof it is.§. =_s_. Let us remember that the rate 
C c+v 

of surplus v E.. lue is .§. 
v 

The transformation of surplus-value into profit must 

be deaucted from the tra~sform3 tion of the rate of surplus­

value into the rate of profit and pot vice versa . 24 The rate 

of profit is numerically different from the r ate of surplus­

value. Nevertheless, sur plus-value am profit are 8.lways the 

S8J1}e. I n other word s, profit is a conv e rted form of surplus­

value, a form whose outlines are blurred and irrl1stinct. In 

effect, profit is the form in \"!h 1ch surplus-value appears. 

jVlarX says, "In surplus-value, the relations between capital 

am labom' is laid bare; in the relation of capital arrl 

labour t. o profit i.e., of capital to surplus-value that 

appears on the one hani as an excess over the cost-price of 

c ommod it ie s re al ized in the proce s s of c irc ulat 10 n and 0 n the 

other, as a surplus more closely determined by its relation 

to the total capital, the c a pital appears as a rela.tion to 

11; se lf, a re lat io [1 in wh ich it, a s the or ig inal SUll! of 
_ 25 

v:liue, 1s d 1st inguished from e 03W value vJh1ch it generateo". 

24. Ibid., P • 56. 

25. I b 1d ., p. 62. 
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COI\;oTANT AI~D VARIABLE CAPITALo 

Capital is composed of two elements, variable capital 

and constant capital. The capitalist, in order to make profit, 

spend s money IVl on labour, transforms labour into c ommod it ie s C 

ar:d se 11 s thes.e c ommod it 1e s for a gre ater amount of Money M. 

The difference between M' ana ~1 is the surplus-value, the 

result of exploitation. 1'he surplus-value is attributable 

to the variable capital alone. Variable c 8pital is that 

part of entrepreneur's capital ".lhich is invested in labour­

pm17er and is used to pay wage s. Such capital is called 

vax iable bec ause by inve st ing it in labour- pO'wer, the employer 

is a ble to get back not only the amount paid out as \l7age 

but also an add it ional sum called surplus-valuE: . l>laturally, 
26 

sur plus-value is derjved from varieble c2.pital only: 

"Constant capital", by contrast, "does r:ot under go ••• any 

quantitative alteration of °ialue ll ,27 and derives its name 

for this fact. It consists of factory's plants, tools, 

machinery, raw materials, inventries etc.,in brief all 

sorts of capital goods, minus land. They are constant 

c ap ital because their value as a whole remains constant 

throughout t he process of production. This capital produces 

no sur plus-value, for it is the produc t of past labour. 

-------------~-----.-------------------------------
26 . Cac ital, vol. I, p. 233. 

27. Ib id ., p. 232. 
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The idea behind such a division of capital is this; 

"'hen the capita~ wa s created, the labour which created it wa s 

exploited to the ultimate end a nd now th8.t labour has esc a ped 

. and cannot be further explo :t.ted in the pre se nt .28 

The organic composition of capital is the ratio between 

const ant capit~ c am variable capital v. 

'rhus organic composition of c ap ital is equal to £. 
v 

TH~ RELAT I ON OF TH~ RATE OF PliOFIT 
TO THB HATE OF ouRPLUS-VALUE 

The rate of profit is related to the rate of surplus­

value, as the variable capital is to the total capital. This 

relation could be mathematically expressed. 

Total capital C consists of constant c a pital c and 
.It 

variable capital J{ and produces a sur plus-value.--8. The 

ratio of this surplus-value to the ad~anced variable capital 

or the rate of surplus-va lue is r %==.1 

Let the rate of surplus-value be s' 

Therefore s' = ~ 
v 

Conseque ntly, s = s'v 

If t he surplus-value is related to the total capital, 

instead of the variable c a pital, it is, a s we have seen, 

called profit p. 'llhe rate of profit p' is the r ~tio of 

the surplus-value to the total c apital .§. 
C 

-----------------------------------.-----------------------------
28. Ibid., pp. 227-~9. 
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Therefore, p' = ..§ = -L 
C c+v 

Subst itut iog for S its equivalent s'v , we get 

p' = s' :!. = s' _L 
C c+v 

This equation may also be expressed by the proportion 

pi : Sl = v : C 

From this proportion we infer that the rate of 

profit is fllways lesser tha~ the rate of surplus-value 

since the variable capital is smaller than the sum of 

v+c. 

Assume a capital of 100 produces a surplus-value of 

20 us iog 20 l abourers for a weekly wage of 20 working a 

ten-hour day. 

80 c + 20 v + 20 s 

Therefore, s' = 100 %. pi = 20 % 

If the working day is Ie ngthened f1'0m 10 to 15 hour s without 

ir£reasing the wages, the total wealth produced will rise 

to 60. 

80 c + 20 v + 40 s. 

51 = 200 %. pi = 40 %. 

In Case if the ten-hour working-day remains unaltered but 

wages decrease from 20 to 12, then the total value product 

amounts to 40 but is distributed differently. 

80 c + 12 v + 28 s. 

Sl = 233t% pi = 3~~. 



Thus we find th a t a n enlaxged ,~ orking d ay a nd a fall 

in ,,]ages increase the rate of sur plus-v alue. Likewise, a rise 

in 1-1ages ,\1ould d ecre a se the r ate of surplus-value. "This 
.. 

indic ates that ch Fmges in the working day, intens i ty of 

labour and 'I!ages c a nnot tRke place without a simultaneous 

ch a ng e in v and s and the ir rat io and t herefore p', wh ich 

is the ratio of s to the total c a pital, c+v ••.• Pr ecisely this 

reveals t h is specific organic relationship of variable c ap ital 

to t h e move ment of the total capit a l and to its self ex pansion 
2 9 

and ~so its differe nce from co nstant c api~al." 

Then Harx proceeds to apply to various cpses, cha nging 

the value of the iooividual factors of Sl 2.. The product 
C 

s' 2. are s' and 2.. 
C C 

FirstlY, fit is tre ated as constant to analyse the effect 

of the possible variations of 2.. Then, the fraction 2. as 
C C 

constant a nd s' as variable. Finally, all the factors are 

treated R S v a.ria.bles so tha t all the cases from ,·]hich the 
30 

l aws governing the r ate of profit could be exhausted. 

The conclusions emerge out are -

(a) tha t a rising rate of profit may corresporrl to a falling 

or r ising rate of sur plus-v 3.lue. 

(b) a f a llil".g rate of profit to a rising or falling rate of 

sur plus-value, am 

-----------------------------------------------------
29 . Ib id ., p. 66. 

3 0. A. or matn e matical treatme ct refer Q,apital, Vol. III, 
pp . 69-84. 
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(c) a const a nt rate of profit to a rising or f a lling r a te of 

sur plus-value. A r is ing , f 3.ll ing or const a nt rate of prof it 

may accord 'with a constant r ate of surplus-va lue .{Bl Thus 

we find th at rate of profit depends upon t wo chief f actors 

the I'a1;e of surplus-va lue and the v a lue-composition of 

capital. harx thinks that the rates of' profit of two 

different capitals or of one ar.d the same capital in two 

successive different sets of cone itions 81'e equally 

provided. 
32 

( A) if the composition of the capital is the same and their 

rates of sur plus-value are also the same. 

(B) if their composition is not th~ same a.nd the rates of 

surplus-value are unequal. 

The rates of profits of two different cap itals or of one 

and the same capital in two successive different conditions 

are unequal. 

( ,-::-.) if the composition is e qual a m the rates of surplus­

v a lues are unequal, in which ca"se they are related as the 

rates of sur plus-value. 

(b) if the rates of sur 0lus-value are the same and the 

composition is unequal, in which case t hey are related as 

the variable portions of the capitals am if the rates of 

surplus-value are unequal and the composition not the same, 

in wh ich case 'they are re lated as the quaO't it ie s of sur plus-

value calculated in per cent of the total capital. 

31. Ca pital, Vol. III, p. 83. 

32. Ibid., p. 84. 



1. Q~CO~WOSITION O~ PrlOFIT 

"Pol it ic al ec onomist s nave hitherto stud ied the 

appearance of rent, wages, lJ1'ices, values, profits, 

interest etc. ~Jhereas the task of economic science, as 

of any science is to reveal the hidden connections behind 

all these vaxy tng appeaxances 'lnd that once these urrler­

lying laws have been ascertained "Ie can then account for 

the constant divergence of appearances from underlying 

re alit ie s • tt 

Capital Vol. III 



TRINITy- OR 

1.0 TRINITARIAN FOR!'1ULA 

ccording to iV1arx, capital, land anrl labour are the 

factors pf production. These ~actors of production are 

combined in various proportions for productive purposes. 

To Marx, this is the trinitarian formula which comorises All 

the secrets of the socj a l process of nr00uction. To him, 

interest is the soecific characteristic oroduct of cRojtal, 

profit of er:terprise is wage independent of ca'9it~:il and 

profit is a snecific characteristic f'orm of' s·urolus-v~lue. 

Labour is the source of wealth and v81ue. CaDit ,!:!,l is frozen 

or past labnur. l~en labour Acau1res the form of cRnitRl it 

c a n employ the labnur itself. C!'lP1tal begets surnlu~-vAlue. 

harx has not attached much importance to the orgA-n i zat i0n 

factor. The organizer gets his reward only as a sneciRlized 

or skilled labourer. Interest is paid out of ,sur plus-value. 

So is wage. Hence to l"la.I'X, the villar. of niece is cFlpitFll, 

e ven though it conceals only innocuous labour. For 8. study 

of prof:1.t, a detailed enauiry into the nature and c auses 

of interest, rent . and wage, is pertinent. Subseauently 

they are dealt ",ith in detail. Here let us make a survey 

of the general relationshin Among them. 

Caoitfd ,.,h:1ch is the thresho10 of all MArx1an 

-Jritings is not a thing but a definite social Dro~uct10n , - , 
relRt:1on, belot"l,ging t o 8 Clef'::lnite historjcFd f'ormatjon of 

soc iet • Capit a l is r.ot just the total ::l ty of Fl.ll the 

me ans of product::lon. It is th~ ml=l~lY1 S of' T')J'nduction 
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converted into a different form. A.ll the three proceeds --

interest, rent and wages -- are comDonents of the VAlue o~ 

.the nroducts. The t1.se-value lary=J hRS no v~lue but the 

exchange-value land fetches rent. I:!" capital 1s t8ken as 

the sum tot8.1 of vRlues reoreser.ten iroe'IJenoeT"tlv by mnnev, 

the n it is wr ong j: Harx has not rec koned ~., j th land as a 

factor of' oroduction ann hence hqs el~mir.8teC! rent AS aT" 

economic category. To Harx rent is a sur 'olus of 'IJrofits 
I\.A&-

above t he avp-rage earned from a non~produacible a sset of a 

part icular qUality. This form of rert is a spec ially 

h j.stor ic al ' o1.e, a form manoeuvred 'through the influe nce of 

capital ard the capitalist mode of nroduction and evolved 

either 'Jut of feudalland mvnership or out of small peasants, 

agriculture c'arried on 'for a living. If rent consists of 

sur plus- prof'it pools wh ich cannot be pr iced a-y.lay in the 
h.L 

competitjve process because of scarcity of non-",producible 

assets, .tvlarx n8.s found it worth invest1ggtit"..g f'irst of all 

the format i on of 8.verage r ate of DJ' of' it from 1 l1A,h jch rent 

emerge s and by ,.,h ich it is c ond it ioned. Hence he A.S sume s 

in his ftrst :::lporoximatioT" that all neturR.l reS'1urces are 

homogeneous. They all are o"me~ by the CApitalist A_nn have 

no margin::tl productivity. No snrnlus ... nrofit nools ~~n 

emerge and hence no rent different fr om prn~it. ~s there 

is no rent, there is no susten8.nce for a class, CAlled 

rentier, different from capitalist. 

A-:, ter having eliminated land as a factor of production, 

larx proce E' ds to exclude interest-bearing capit al. - Interest 1s 



essentially a portion of profits g1ven tn a r~nt1er or 

absente'? cRpital. In bygone daYs, 1ntE!rE!st '''8S nFl.1n f'nr 

the money borrowed by extr avagent pr irce, nepdy tr::u:ler, 

poor P8.t ie nt etc. Since the 8.dvent of' C::1P it R1 1 ~m, t'be 

promine.nce a ssigned to intE!rest has been reduced; 

m~verthe Ie s s, it oc cupie s a su bord j nate place. For myr id 

reasons, J!!arx has wa nted to abstract t he problems pertjner.t 

to interest. First and foremost is, he is one of those ""ho 

be l ieved that the behav tour of intere st rate s is affected 

by the pecuniary environment of the capital market. By 

impl icat ion, Ha.rx claims that goverrment lOFlns for pon-

productive purposes influence thp. 1nterest r ates. 

After splitting interes+ from nrofit, a res1d ium 

c ~llec1 prof it of enter pr 1 ~e is left over 1"h 1ch "'f"'uld demRm 

a careful Rnd s pecial an::llysis. Here too, Marx hR.S subjected 

his anqlysls of the general category of' profit as such -

It s mod e of' or i g 1n a nn it s c and it ions - before e n(1U 1r j ng 

into its more complex manifest a tions. Here, it should be 

made c lear that Harx never has st ated expl tc itl y thF.!.t 

cp p ita11~m Ca me into existenc e or could progress further 

without t h e sustenance of banking , ir. particular leming 

phenomena. HO\\Iever he felt that it is possible to , . 

investigate t he production and d istribution - r ather the 

core of c ap italism in abstraction. That is why in his 

first approximation, he assumes the identity of the 
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c a nitalist 'I."lith the ent:rE'')rQneur in the 1=l b~onco of' ~f'f'~rdty 

of loan ,,'ith cred it and 'of intere st RS a srmrce of 1nc r"Jme. 

'In this chapter, our analysi~ also is r1(!nen '.'~th ~uch 

assumptions. The sco'Qe of the cha,nter he.s not been eXDPmed 

to accommodate the imnlicat1on~ of such as~umntions ,.,hich at 

times strain the delicate 1,ssues of monetary theory. 

Under the assumptions, all non-wage income is turned 

into a homogeneous profit of thA capitalists who ~wn the 

means of production and who employ the labourers. This orocess 

is theoretically well described by l'1arx, even t h ough he cannot 

esca.pe from accusation for over-simplifying 8. complicated 

structure. This, he considered, was to be the essentr ial 

conclusions of classical economics. " 'Phat is why- Marx'. s 

method is characterized by the term pure capitalism. An 

RbstrAdtion-method is em~loyed in or~er to isolAte in · 

pure form the ' processes of' the formption of' ~ur')lus-vplup. 

We have already seen the emergence of surnlus-vRlue 

in a capitalist society 1=ln~ its transform::ltion to the o"mer 

of the means of nronuction unde:r V8.rt0US T1::lmeS, :rent., 

intere st and profit. Before proceed ing into a detailed 

discussion on rent, nrofit etc., we 'I,ill dwell unon tht;:dr 

interre lat 10nsh ips. 

Surplus..;products is d iv ided among capitRlists as 

d 1~iderrls proport ionate to the share of the soc 1al capital 

each has. Ir th is way the surplus-9roduct or sur plus-value 

appears as average profit ~·'hich is due to the share of 



th en, § = 12 = .p I + i + r 
C C C 

.QI + j + !: 
C C C 

We know that when S the total amount of surplus-value 

is continua.lly increasing with the ca.pitalist development, 

.§. is stead ily decl ining. It is because C grd"ls faster 
C 
tha n s. He nce, it is not c ontrad ict ing, for 12', i ~nd r 

n 
for steadily increasing, each individually, ,",hen.§. =.2 an0 

12 I j and r dec 1 in i ng • 
C ' C 

C C .. 

With an increased total surplus-value or prof1t S = p ~nd 

a correspondin~ly ral1~ng rate of profit S = 12 thp orot'ortj.ons 
C C' 

of the parts pi, i and r 111hich make up S=p maY change w:fthin 

the limits set by the total amount of S without affecting 

~he magnitude bf s or .§.. 
C 

The mutu8.l. vax iat ion of pi, i and r is only a. vary ing 

distribution of s among different classes. Hence the rate 

of ind ividual industrial profit, the rate of interest and 

the ratio of ground-rent to the tot~_l capital, may increase 

in relation to one another, while the generaI rate of nrof'it 

f alls. 

If the rate o~ profit declinps from 50 to 25 ner cent 

because the composition of a cert 8 in cClpjtal Tdth a r~t~ 0-4" 

sur plus-v a lue of 100 T')er cent hA.s changed from SOc + 50v 

to 75
c 

+ 25 then a capit 8. l of 1000 ,.,111 y1eld ? nrof'1t of 
v' 

500 in the first case and in the second, a cRP1t al of 4000 'ttdll 



yield a profit of 1000 . '..rEt f'io'" th~t pI hos ~." ll p.n by t:"np 

half, ,,,hile s or p hR-ve Qoub1ed. If th~t 5 ey!, \ " AS nrjgina lly 

"divided into 20 prof:tt, 10 interest ~nd 2() rer!t, then 

.12 I = 2 ry,1" i = 1 0% and 1: = 2cY% 
C C C 

If the proportions had remained the s~me after the change 

from 50% to 25~~ , the n.12' = 1 0% , i = 
C C 

5% R nd 1: = 1 ~ • 
C 

If, 

however, .l2' should fall to 8% am i to 4 %, l' ·would r1se to 
C C c 

13%. The relative magnitude of r \%uld have risen as against 

.2l and 1, pI would have remained thE=! same. Under both 

as sumpt ions, the sum of PJ.., 1. am r i,Toula have increased. 

Whatever mAY be the disparity ana a isharmony in these 

re lat ions, they have one th ing in common. They are like the 
Ii 

annually consumable fwr;..i t 5 of ~ perp nnial tree, or rtather 

three trees. Th~y form the annual 1~comes of these classes, 

c ~T') itRlist, IRnduwner a"''' l~bourer, :revenu~~ ~~~tr1butp.o by 

the ~unctioning capttR-list in h1s C F.l p~c1ty 1=lS airect expl01tp.r 

of surplus-labour 1=lna employer of' labour 1n general. Thus 

c ap it8.1 seems to thp. c A.p italist, l~nd to the l ftr'o-lord am 

1abour-po'to.'er to thE' labourer ~s dif ferent s ource s of the jr 

specific r evenues, namely profit, grOllno -rent am Mages. 

These sources FtJ"e no r1 0ubt perpnr.ial. The nroduced 

me ans of oroduct ion are c ol'l1verted into capitpl, the land 

into private property . These means of production are in 

themselves c ap ital by nature like 1 8.00 is earth monoonlized 

by a certain l and -oYJ ners. C~ r 1tal presupposes labour as wage-

l abour. 



Thus, c~pit al appelll's Fl S the natural form of the 

means of labour. Capit a l a nd produced means of production 

thus become identical. Likewise land a nd private property 

are ide nt ic ale The means of labour as such, "Ih lch are by 

nature, capital, thus become the source of profit, much 

as the land as such becomes the source of rent. 

Surplus-v8.1ue, in the form of nrofit, is no longer 

cona it ioned by that portion of capital invested in labour 

in which it is born but relat p~ "to the tot al c :=tp ital. The 
-

r ate of profit is governed by l8.~NS of it s 0"1[') b~d ng, 'Jlh ich 

reauire it to chat"l.ge Hhile the rate of sur olus-v ~:tlue rema ins 

una ltered. The compartment a lization of pr ofit int o orofi t 

of interprise and interest, consummates the :1mjv1aual~sation 

of t he form of surplus-value. Even though thpy are opposed 

in forms, they are one in esse nee. No'", let us StU0 Y 

individual forms of sur plus-value. 



1.1 I ND I VI DU AL FORIvlS Oil PR OFIT: RENT 

PROF IT AND RENT 

In t he preface t o t he Volume III, Engels h a s st a ted 

th at Iv:Iarx intended to · re,.lrite on r e nt bec ause of the 1JJ1de 

v·8.r iety of forms of l a rd owner sh ip a s we 11 a s of ti1.e ex plo it a t io n 

of agricultural producers prevailing in Russia . The theory of 

re nt h a s occupied the mind of IV1 8l'X so much so that he h a s 

devoted about 200 pages for this. In the emer gence of rent, 

he has found a secret s p.r lr€ t h at feed s the capital ist s. He 

h a s traced the birth of priv a te pro perty to the accretion of 

rent. As we progress in our inquiry, we sh all find how h arx 

h a s linked the origin of sur plus-value to the private-pro perty. 

He nc e a dee pins i.ght on the Iviarx i a n c or.c e pt of re nt is 

imperative for a good understanding of his the0ry of prof it. 

Therefore, let us turn for a detailed discuss ion o n re nt • 

To Ricardo, the falling rate of profit was a 

r e sult a nt of t he pressure of a grm·.' irg industrial popula tion 

on tr~e scarce English l a nd. Urlder that pressure, t he price 

of ' Corn' rose, wages a nd rent rose, encroaching i nto the 

industria l capit alist. Harx, taking a clue from Ricardo, 

has cor:ceived his OvJ n theory of rent. lvlarx h a s restricted 

interest and rent as pay ments to capital ow nership a nd as 

in no way d iffere nt fro m inc5 ustr lal prof it, all of them der iv ing 

from t he s ame source - surplus-value. lli!arx writes, " Rent, 

Interest am industrial profits are only different names for 

different parts of the surplus-value of the commoditY,or t he un­

pa.id l abour realized it it ••• e qually der ived from this source 

and from 
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th is source alone. They are not der ived from land as such nor 

from capita.l as such, but land and capital enable the ir owners 

' to get the ir respect ive share out of the surplus-value extracted 

by -the employ ing capitalist from the labourer".l 

d arx divides rent into three heads (a) differential 

rent I (due to extensive land cult iVCl.t ion) ; (b) differential 

rent II (due to intensive land cultivation) and (c) absolute 

rent. The capitalist way of production in agriculture is 
2 

similar to the capitalist mode of production in industry. 

Wh ile the former mode is def ined by the product 10n of pr lnc ipal 
3 

crops, the latter produces goods like yarn etc. 

C2_!Jitalist agriculture calls for action and reaction 

by three social classes. "Here then we have all three classes 

together, which constitute the framework of model societY",4 

say s Marx. They are - (1) the actual tillers who are wage 

earners employed by the capitalist, (i1) the capitalist 

farmer who produces agr icultural products, (iii) the land 

owner who is exploited by the capitalist-farmer. The return 

to land-lord for the use of property is ground-rent. liThe 

re nt ing cap it al 1st pay s to the land m·J[~er annually (j ust as 

t he borrower of money capital pays a fixed interest) for 

the permission to invest his c8.pital in this particular 

1. V alue , Price and Profit , p. 45. 

2. Capital, Vol. III, p. 721. 

3. Ib id ., p. 722. 

4. Ib id ., p. 725. 
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sphere of production. This sum of money is c alled ground-rent, 

·no matter, whether it is paid for agricultural soil, building 

plots, mines, fishing grounds, forests etc. 
5 

It is p~_ id for the entire time for which the land ' owner 

has contracted to rent his land to the capitalist farmer. 

Ground-re nt is therefore that form in which property in land 

is realized economically, i.e., produces value. 
6 

Capital can be fixed and incorporated in land either in 

a transitory manner like fert ilizat ion etc. or more permanently 

like irrigation works. IvIarx calls the. capitcd thus applied to 

land as la terre-cap ital. Narx has made a distinction between 

terre-mat iere and terre-capital. "The mere applicat ion of 

further outlay s of capital to land already transformed into 

means of production increases land as capital without adding 

anything to land as matter, that is, to the extent of the l ana ••• 

land as capital is no more eternal than any other capital : •• land 

as capital is fixed capita.l; but fixed capital gets used up 

7 just as much as circulating capital". Both of them belong 

t o the c ~tegory of fixed capit8.l. The interest on capital 

incor porated is based on improvements thus made in it as an 

instrument of production can "constitute a part of the rent 

5 • .!J2M. ,..-p-. 72§. 

6. Marx defines landed pro perty which is "based on the 
monopoly by cert a in per sons over def inite proport :i.ons 
of t he globe, as exclusive s pheres of thetr private 
il l to the exclusion of all other s ~ Capit~, Vol. III 

p .721. Here he strongly criticizes the Hegela.in 
c once pt of landed property. 

7. Povertl-of Ph ilosophY, p. 165. 



paid by the capitalist farmer". Marx says "can". Becau.se 

.under certain circumstances, this interest is regulated under 

law of groumd-rent and therefore can disapper as in the case 

of competition between virgin lands of great natural fertility. 

It does not constitute the actu.al ground-rent ~..,hich is paid for 

the use of land as such. What appears as qualitative differences 

in soil are merely the manifestations of quantita.tive differences 

of fixed capital. The land ownersclailli on this revenue emanates 

from the terms of land tenure ,,!hich are contracted between the 

landlord and capitalist-farmer. During the contract, the returns 

due to soil improvement works are the property of the capit alist­

farmer. No sooner did the contract expire, "the improvements 

embod ied in the soil become the property of the larrl o"mer as 

an inseparable part of the land".8 After this in a renewed 

contract, the land owner leases an improved soil i.e., soil 

a.nd lam capital, which fitches a high ground-rent -

former ground-rent plus the interest on land capital incorpora-
9 ted in the soil. That is why the landmoJners prefer short-

10 
term am the capitalist farmers des ire long-term bases. These 

additions to land owner's revenue constitute "an extraneous 

component of grouoo-rent, a component which must becoma a 

continually grml}ing extra charge on the total rent of a country 

8 . Capital, Vol. III, p. 726. 

9. Ibid., p. 728. 

10. I b id., p. 789. 
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as economic development progresses" .11 i"iarx further states that 

the lease money may conceal a deduction from the average profit 

or from the norma~ wages or both. This pert ion, whether of 

profit or wages, seems to be ground-rent because instead of 

giving to the industrial capitalist or the wage worker, it is 

naid to the landlord. Ne ither the one nor the other of these 

portions constitutes ground-rent; but in practice it forms land-
12 lord's revenue -- an economic realisation of his monopoly. 

~he lowest return to the capitalist-farmer is indemni­

fied by the relative securtty of his investment and the social 

prestige attached to the landed c.lasses. A number of small 

capitalis~ are compelled to be satisfied with less than the 

average rate of profits by circllmstances, competition and 
13 

socia.l values. Here it should be noted that Marx always 

keeps the risk factor in mind whenever he discusses factors of 

product ion. 

TH~ GENESIS OF GROUND-RENT 

The determination of ground-refit, like the determina­

tion of profits due to innovation, depends generally on the 

difference between soc ial and ind iv idual value. This difference 

de pe nd s upon the introduct ion of a new mode of product ion which 

cons iderably reduces the cost of product ion below the soc ially 

necessary value. The individual cost of commodity production 

11. l b M., p. 732. 

12. Ibid., p. 733. 

13. Ibid., p. , 734. 



falls below the social rost because of the employment of a 

"natural force. What is a natural force? II A ne.tural force or 

motive power of water which is found ready a t hand in nature 

and wh ich is not itself a product of labour, has no value, it 

need not be paid by an equiValent, it cos~ nothing. It is a 
14 natural agency of production which is not produced by labour". 

Then Marx proceeds towards the theory of ground-rent by 

illustra.t ing two different technique s of product ion; one 

employing steam as motive power and the other, a water-fall. 

The value of the commodity produced with the help of the water­

ft:l.ll is lesser than the commodity value produced with steam power, 

because of the smaller quantity of labour materialj.sed in the 
15 

farmer's constant capital. Even though the commodity produced 

¥.Iith water-power costs less, it is sold at the social value 0 

That is to say, market price. And hence gets an extra 

surplus-vcdue or surplus-profit. Sime the level of general 

price of production is one of the limits of this surplus-

profit and since the level of general rate of profit is one of 

it factors, this surplus-profit can only emerge from the 

d iffere rx:e between the ge ner?1 and im iv idual pr ice of product ion 

and hence from the difference between the general and the 

individual rate of profit. An excess above this variation 

presupposes t he sale of products above and not at the pr ice of 
. 16 

product ion regulated by the market. Thus 

14. Ibid., p. 753. 

1 5 . I bid., p. 751. 

16. Ibid~, p. 752. 



s = C - C i e s 

The generB~ variation between the stability of surplus-profits 

rE!sulting from labour-saving techniques other than natural 

power and the stability of surplus-profit flow:'-ng from 

applications of natural power depends upon the degree to which 

the techniques become widespread throughout their respective 

product ion process. As soon as a new style of product ion is 

introduced, there are alwaY s people to herd 0 As soon as the 

new technique is duplicated, the social value of the commodity 

falls to its lower individual va.lue and consequently the 

surplus-profit vanish. 'rhe employment of a natural power ooes 

not necessarily result in super-profits. Super-profits are 

realised only where the natural power cannot be imitatE!d or 

duplicated. Hence, if all the firms {.lave the water-falls, the 

commodity value of the individual firm's productj.on would fall. 

The market pr ice would as well fall without surplus-profits 

17 emerg ing • Wherever, dupl ic at ion is not feas ible, sur plus-

profits are possible. When capitalist employs water power by 

a nd laxge, duplication is effectively eliminated 0 The increased 

product:i.veness of thE' labour used by him is neither due to the 

capit a l or labour itself nor from the mere appl ic at jon of some 

natural force different from capital and labour. It a..rises 

from the greater natural product iveness of labour bound up 

----- --------------------------.---------------
1 7. Ibid., p. 754. 
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with the. application of a force. of nature. but not a force of 

' nature that is at the command of all capital. Its application 

is ' not to be taken for granted whenever capital is employed in 

this sphere of production. On the contrary, it is a monopolized 

natural power wh ich is only at the command of those who have 

at the ir disposal part icular port ions of the earth am its 

appurtenances, "at the command" .18 It is not within the power 

of capital to call into existence this natural premise for a 

higher product ivity of labour like any capital can transform 

water into steam. It is found in nature and whenever it does 

not ex ist, it cannot be done by a defin ite investment of 

cap1taJ,. The position of this natural force constitutes a 

monopoly in the hands of :its o\tmer. It is a cond1.tton for 8,n 

incre3se in the productiveness of the invested capital that 

cannot be established by the production process of the capital 

itself; this natural force whtch can be monopolized in this 

manner is always bound to the land. 

The possession of the non-duplicatable power is the 

pro perty claim over the surplus-profits. In the words of 

Harx, " ••• pr ivate property in lam doe s not c re '3.te that pos it 10n 

of value wh ich is transformed into surplus-profit, but it 

mere ly e n9.ble s the law owner who has pos se ss ion of the water-

fall, to coax this surplus- profit out of the pocket of the 

18. Ibid., p. 755. 



· industrial oapitalist into his own" .19 Monopoly conditions are 

the salient features of agriculture.20 'l'he surplus-profit 

resulting from the employment of the water-fall falls as ground­

rent into the hands of the ovmer of the land who can reap the 

benefits of water-fall. Thus the ground-rent emerges due to 

the greater re lat ive fert il ity of def inite. ind iv 1d ual capitals 

invested in a certain production sphere as compared with 

investment of capital which are excluded from these exceptional 

and natural condition~ favouring productiveness. Marx illus­

tr2.tes this point. n ••• if the use of steam should offer 

overwhelming advantages not offered by the use of water power, 

despite the fact that coal has value and the water power has 

not, and if these advantages more than compensated for the 

expense, then the water-power would not be used and could not 

produce any surplus-prof it and therefore could not produce any 
21 

re nt ." 
, 

Thus to Marx, rent is always a differential rent, 

because it does not enter as a determining factor into the 

general production price of commodities but rather is based on 

it. It invar iably ar ises from the difference between the 

individu8~ production price of a particular capital having 

command over monopolized natural force, 'on the one hand, and 

the genera~ production price of the total capital invested 

1 9 • Ibid., p. 758. 

20. Ibid., p. 756. 

21. Ibid., p. 757. 



in the sphere of production on the other. 22 

Thus Se = GR 

tVhere Se is surplus-profits and the GR is ground rent 

GR = PJ. - P2 

GR is the dependent variable and prices (PI and P2) 

fixed by technical factors, are the independent variables. 

DIFFERENTIAL GROUND-RENTS 

Different ial rent I Case 

Surplus-profit is always produced as a difference between 

the products of the equal quantities of c a p1.tal and labour and 

this surplus-profit is transformed into two ground-rent when 

two equal quantities of capital and l~.bour are employed on equal 
23 

areas of land with unequal results. These inequalities are 

due to variatioD in natural soil fertility am soil 10ca.tioD. 

Fertility and location are not independent variables. The 

fertility could be further divided into natura~ and actual 

fertility. Natural fertility is a function of climatic factors 

and chemical composition of top soil and transcient or permanent 

l and capital a~ready invested in the soil.
24 

The location 

factor is a funct ion of the ec onomy' s c ommun ic at ion and 

transportajr, ion systems. A certain part of land may be very 

22. Ibid., p. 756. 

23. Ibid., p. 760. Here Marx approvingly quoL: es Ricardo "Whatever 
diminishes the inequality in the produce obt 9.. ined on the same 
or on ne w land, tends to lower rent and whatAver increased 
that ine quality necessarily produces an opposite effect am 
tend s tor a i s e it". I b 1d ., p. 761. 

2A. 1£..!9.., p. 763. 
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favour ably loc ated am yet be poor in fert il :tty and v :tce -ver sa. 

,"Th is circumstance is important, for it explains how it is 

possible that bringing into cultivation, the la.nd of a certain 

country may equally well proceed from the better to the worse 

land as vice-versa". 25 It is clear 'th8t the progress of 

social production in general has, th~ effect of evening out the 
\ 

variations emerging from location as a cause of ground .!rent, 

by creating local markets and improving locations by 

establishing communication and transportation facilities. It 

further increases the difference in individual locations of 

land s by se par at ing agr iculture from manufactur :tng and forming 

big centres of production. Marx then, gives an illustration. 

26 
Table NQ. 1 

Type of Product Ca.pital Profit R!i!nt 
Soil Quarters Sh i11ing s advan- Quarters Shill:Jngs Qar- Sh i11-

ced , ters i.D&.L 

A 1 60 50 1/6 10 

B 2 120 50 1-1/6 70 1 60 

C 3 180 50 2-1/6 130 2 120 

D 4 240 50 3-1/6 190 3 180 

Total 10 600 6 360 

25. Ibdd., p. 762. 

26. Ibid., p. 764. 
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The a.bove 1llustra.t ion is based on the following 

,assumptions: 

(a) average r ate of prof it is 20'f0. 

(b) 50 shillings per acre of land capit a.l are invested in 

every piece of land. 

(c) Every piece of land consisting of 4 acres A, B, C, and D 

is of increas ing rate of fert ility. 

(d) The market price of wheat per au.artar is 60 shillings. 

(9) The pr ice of wheat is determined by the price of production, 

cult ivated on the infer ior land. 

The fert 11ity cond it10ns l are dec ided from lam D to A. 

The quant ity of wheat produced on the infer ior soil 1s 1/4. 

Pa = Ka + Kapl 

60 = 50 + 10 

Marx says lt~ ifferent 1al rent m.~y the n fOl'm e l.ther an ascend iog 

or a decending sequElnce, for although the sequence is given for 

the totality of a.ctually cultivated plots of laoo, a series of 

movements leading to its formation has invariablY taken place .,,27 

In other words, the succession of land cultivation which gives 

birth to differential rent (of I case) may either ascend from 

A to D, th9.t is to say, from the inferior to the superior lands 

or descend from D to A, from the superior to the inferior laoos. 

The price of production on the inferior soil i.e. which yields 

----------.----------------------------------
27. Ibid" p. 764. 



no re nt is alway s the one regulat ing the market pr ice , although 

. the latter in Table No. I, if it s seque nce were fourrl in an 

asoending column, only remained fixed. It is due to the fact 

that better and better soil l}Jas drawn c onsta.ntly into cult iva­

t ion. In such a case, the pr ice of wheat produced on the 

super ior soil is a regulat ing one in so far as it depend s upon 

the Quant ity prod.uced on such 8. soil. If B, C and D produced 

greater than demand, A would ceB.se to be the regulator. 

Differential rent arises from differences in the fertility of 

the soil which is given for every given stage of agriculturaJ. 

development. In the words of Harx, " ••• from the limited area 

of the best land and from the circumstance that equal amount s 

of capital must be invested on unequal types of soil, so tha.t 
28 

an unequal product results from the same amount of capital." 

This takes care of the first false assumption regarding 

dtfferential rent -- still found among men like West, Malthus, 

and Ricardo -- namely, that it necessarily presupposes a 

movement toward worse am worse soil, or an ever-decreasing 

fertility of the soil. It can be formed, as we have seen, 

with a movement towards better and better soil, it can be 

formed when a better soil takes the lowest posit ion that was 

formerly occupied by the worst soil; it can be connected with 

a progressive improvement in agriculture. The precondition is 
29 

merely the inequality of different kinds of soil. 

28. Ibid., p. 771. 

29. Ibid~, p. 772. 



The quantum of differential. rent depends thus only upon 

the nature of production and demand functions in an economy. 

Grourrl-rent rises wtth increase in the dif ferentials. 

Next, 14arx proceeds to analyse the effect of expansion 

of cult iVat ion on c1 ifferent ial ground -rent. Th is depend s upon 

the relative significance of each land that occupies the 

expansion schematism. Here three prominent possibilities are 

visualized. The nub of first possibility; the proportional 

extension of cultivation on all lands. Then the differential 

ground rent increases in the same ratio. This is illustrated 

in tables 2 and 3. As shown in the Table No.3, the cultivated 

lands increased from 4 to 8 acres, ground-rent GR, from 6 to 

12 quarters and money-rent l~, from £. 18 to £ 36, the average 

money-rent per cultivated acre remained at £ 4t per acre. In 

the second case, money-rents per acre started declining. This 

could be discerned in tables 2 and 4. The third possibility 

where the money-rent increases is illustrated in table No.5. 

Thus the differential ground-rent depends not only upon the 

productivity differential between the d :Lfferent lands but 

also upon the relat ion wh ich the part icular lam s have to 
30 the total. agricultural product. 

-----.---------------------------------------
30. Ibid., p. 781. 



T able No. 2 31 

Price of 
Type of produc- Rent in 

Soil Acres tioD Product Grain 

A 1 £ 3 1 qr 0 

B 1 £ 3 2 qr s 1 qr 

C 1 £ 3 3 qrs 2 qrs 

D 1 £ 3 4 qrs 3 qrs 

Total 4 10 qrs 6 qrs. 

3X. Ibid., p. 774. 

Rent in 
money 

o 

£ 3 

£ 6 

£ 9 

£18 



Type of 
SoU 

A 

B 

c 

D 

Total 

Acres 

2 

2 

2 

2 

· 32 
TRble No I 3 

\ 

Pr ice of Re nt in 
Production Product Grain 

£ 6 2 qrs 0 

~ 6 4 qrs 2 qrs 

£ 6 6 qrs 4 qrs 

£ 6 8 qrs 6 qrs 

8 acres 20 qrs 12 qrs 

Rent in 
l'-loney 

o 

£ 6 

£12 

£18 

£36 

------------------------------------------------------------

32. Ibid., P, 775. 



Type of 
Soil Acres 

A 4 

B 4 

c 2 

D 2 

Total 12 

33 
Table No.4 

Pr ice of Product ion Rent in Rent in 
Per acre Total Product Grain Money 

£ 3 £ 12 4 qrs o o 

£ 3 £ 12 8 qrs 4 qrs £ 12 

£ 3 £ 6 6 qrs 4 qrs £ 12 

£ 3 £ 6 8 qrs 6 qrs £ 18 

£ 36 26 qrs 14 qrs £ 42 

33. Ibid., p. 776. 
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Table No.5 

---------------------------------------,---------------------
Types of 

Soil Acres 
Price of Production Rent in R~nt in 
Per-acre Total Product lira1n Money 

A 1 £; 3 £ 3 1 qr 0 0 

B 2 £ 3 £ 6 4 qrs 2 qrs £ 6 

c 5 £ 3 £15 15 qrs 10 qrs £30 

D 4 £ 3 £12 16 qrs 12 qrs £36 

Total 12 acres £36 36 qrs 24 qrs £72 

,--------------------------
34. ~., p. 775. 



D iffere nt ial Re nt II Case 
5E 

Differential rent is due, not only to land capital 

investments applied to une qually productive areas, but also to 

capital investments confined on any particu1gr land. The former 

is extensive land capital investment am the latter is inte~s1ve 
35 

lam capital investment. The differential rent due to 

intensive applications of land capital is similar to the 

extensive formulation in the decending succession of land 
36 

cultivation. When greater amount of capital is applied to 

agriculture, total productivity is enhanced. The increase in the 

supply of agricultur~al commodities reduces the price. The 

reduction in price depends upon the intensity of demand in 

relation to supply. The effect on money-rents is due to changes 

in prices and in productivity. 

Money re nt, MR is equal to thE!! product of grourrl rent, GR 

and the pr ice of grain, P: 

MR =GR x P 

MRI =. GRI x l1. = l-1R2 = GR2 x P2 

However 

Pl = GR2 
P2 GRl 

a > GR2 
P2 GRl 

35. Ibd4., p. 790. 

36. Ibid., p. 792. 

or 
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MR dec line s. On the other hand if 

Pl ~ GR2 
P2 GRl 

MR i -ncrease s .37 

In both intensive and extensive applications of lam 

capital, total ground-rent results from the differ e nces between 

the prices and products of the areas under contribution am the 
38 

least fertile capital investment. 

Absolute Rent 

Absolute re nt is a determinant of pr ice ar.d he nce, it 

is an essential feature in the theory of rent. 

Pb ... Pa = d where 

is cost of product ion in a super ior land. 

is pr ice of -the c ommod 1ty deterinined by the infer ior lan:l 
39 

is different 1al rent. 

(Pb + r) ... 
where r is absolute rent. 

Absolute rent is due to the institution of private 

property. Becc:tUse of the use of the private property, the 

possessor of it can extract a charge for it. Th is charge is 

passed on to the consumer through an increased price, P+r. 

It is interesting to r~ote t hat Marx ~ealizes how "rent 

enters into cost of production" for a particular commodity; "the 

rent or cereal land become s a determining element in the price 

37. Ibid., p. 826. 

38 . l£lg., p. 809. 

39. l:Qjg., p. 868. 

-----------------



of cattle .,,40 
6C 

Commodities are sold at their market price i.e., cost 

plus average profit. The ex istence of absolute rent .flows from 

a modification of the factor market. Because of the institution 

of pr iVate pro'perty, compet ition among capitalist is effect ively 

eliminated. The flowing of capital would occur in agr icultural 

sector in the absence of private ownership of land .41 This is 

because surplus-value in agr iculture is normally higher than 
42 average profit in the economy. 

The maximum ce iling to r is the difference between a 

surplus-value accur iog to an investment in the agr icultural 

sec tor and the average prof it obtained by a quant it at ive1y equal 
43 

inve stme nt in a no n- ag r ic ul tur al sec tor. 

r = s-p 

Even though the maximum limit of r is defined by the difference 

between the surplus-value and average profit, the existi~ r is 

conditioned by various factors like (a) the quant1.ty of 

additional tnvestment of capita.l made upon old lands, (b) the 

competition between landlords am (c) the wants of the consumer. 

In the word s of the Marx, '''although the pr ivate owner sh ip of 

land may derive the price of the products of the soil above 

their prices of production, it does not depero upon this 

--- ----------------------------------------------------
40. Ibid. , p. 892. 

41. Ib1d ., p. 886. 

42. Ibid. , p. 882. 

43. Ib1d. , p. 888. 
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ownership, but upon the general condition of the market, to what 

exte nt the market pr ice shall exceed the pr ice of product ion 

am approach the value, and to what extent the surplus-

value created in agriculture over am. above the given average 

profit shall either be converted into rent or enter into the 

general equalisation of the surplus-Value to an average 

44 profit ," 

---------------------------------------------------------------
44, Ibid., p. 887. 



1.2 INDIVIDUAL FORMS OF PROFIT : I~~~REST 

Interest is a derivative of surplus. Its malnitude, 

ac~ording to lVlal'X, depends upon the quantum of the surplus 

and the market forces for loanable funds. Mal'xian concept 

of interest, by and large, is ~ study on the supply conditions 

in the market for loanable fund s. As intere st is a der :tVat ive 

of surplus, it significa.ntly affects the au~ntjt:v of profit 

and thence the cyclicA_l fluctuations of the former affects 

the latter. 

RETIONALITY OF INTEREST 

Money h a s the indenendent expression of a certFt:tn 

amount of v a lue ex ist ing either actually as curre ncy or 8 .S 

c omffiod it ie s, may be converted from a g :tve n v a.lue to an 
.& 

incre a sing value. It produceQJ -or of it , i.e., it ena bles the 

capital to extract a certain qua ntity of unpaid labour, 

surplus-product and surplus-value from the labourers and to 

aporopr iate it. Thus it 8.C qu ire s an add it ional use -value 

of serving as capital. It~ use-value then is precisely in 

the profit it produces when trs.nsforrned into capital. In 

th is capac ity of potent ial capital as a - mea.ns of produc ing 

45 profit, it becomes a commodity. 
, 

As soon as oroductive c~T)ttA.l hecomps commodity cA.p:ttal, 

it sh ould be ola.ced ~ Yl the market to be sold as c ommoCiity. 

s a co~mo~1tv the oroduct must rea.1i;e - its v~1ue and must 

4 5. C '0 it A.1 , V 01. I I I , '0. 4 02 • 



assume its transmuten form of money in the process of circu1a ­

t ion by it s s a le. In the act of c ircul ~t ion, c ommod ity 

c ap it al, though acts 1ikEl a commodity , i~ d :ifferent from an 

ord i.nal'Y commod ity ( a ) becRuse it is 'Y.'Eli f.htElo ~Nith surplus­

v a.lue, the realization of its v 2.1ue, therefore being 

simultaneously the realization of surp1us-v~lue. (b) bec~use 

its function a s a commod ity is ~ nhEl.se in its process of 

reproduction as capital and therefore its movemAnt as a 

commodity being only a partia l movement of its process, is 
- 46 

also simultaneously its movement as c a pital. In the ,."ords 

of Marx "Capital exists as capital in actual movement not 

in the process of circulation but orlly in the process of 

production, in the process by wh ich labour-power is 
47 

explo ited It • 

InterElst-bearing c.::l'Oit~l is dt.p~erent from that ROO 

essenti3.11y this difference lems its specific chgra.cter. 

The lemer outs interest-bearing c80ital into circulat ion 

a nd converts it into a commonity as c8pital. It:is a v8lue 

end 0 ed with the use-value of cr~at iog surnlus-v.::llue am of 
I 

cre ating profit. And a value whi.ch preserves itself in a 

movement and returns to :i ts original O\\1ner in a. s\.,ollen 

dime ns ion. "It leave shim only for 8 spec if ied t fme, nas se s 

but temporarily out of the possession of its owner into a 

4 6 . Ibid., p.401. 

47. Ibid • .., p" ... 401. 
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possession of a funct ioning c 8_pit Rlist is therefore ne ither 

given up in payment nor s'Old, but merely,. loaned /merely 

relinquished} understand ing that, first, it shall return to 

its point of departure after a definite time-irterval and 

second, that it shail return as realized capital - a capit al 

having realized its use-value, :tts power of creatjng surplus­

value" .48 

Ca n ital manifests itself as capital through an 

ela,borate process of self-expans10n. The degr ee of its sel1"-

expans ion expre sse s the ou~_nt it at ive degree in ",,'h icb it 
,.. 

reali~es itself as capital. The surplus-vEdue or nrofit 

produced by it - its r a te -- is measured only by the compar tson 

with the v a lue of the advBnced .. capit~l. The. gre:>ater or 

lesser self-expans:ton of interest-bearing capital is 

measured by comparing the amour.t- of interest, its share jn 

the total profit.s, with the value of the adve_Dced ca.pital. 

"If, therefore, price expresses the value of the cO!l'lD1odity, 

then interest expresses the self-expansion money-c a pital 

and thus appears as a price paid for it to the lender" .49 

Further, capital appears as a commod ity in as much as the 

d iv is ion of prof it into intere st anti prof it is regulated by 
50 

supply a nd demand . 

4 8 . I bd4 • .,. !'"i 4i94. 

4 9 . Ibid., 9. 415. 

50 • I b iO ., p. 41 9 • 



DEFINITION 

The nricp naie to the money c a p1t Fllist for the use of 

capit a l is interest. If both money c a pit'=1l:Tst a m jnrlustr ial 

capitalist are one, intere st does not ap09ar. "If' all c~"9it al 

were in the hams of industrjal c a pitFll:Jst, there v.7 0ulC' be 

no interest and no rat e of interest" .51 Marx def~nes 

irlterest, "that part of the orofit ,...,hich ••• imustria l c ap it Fi1:!.st 

pays to the mol ner, is called interest. It is merely a nother 

name, a spec ial term for a certain part of the profit wh ich 

capital in process of its function has to g ive up to its 

52 
owner, instead of keeping it in its o't>rn pockets" 0 

The existence of the money capitalist as we have seen 

implies the existence of industrial C ~_pitfdist. A person 

h aving money can invest his money as money c ,~p jtal i.e., 
v-

interest-bearing property or in~est it a,s industrial 

c~_pital productively, he is industrial c a pit a l:Jst am the 

return for his money cFipital is orofit. H Q't.lever, 'lf he 

invests his money FiS money c~pital i.e., as :interest-bearing 

property he must get irrlustriBI c~pital:ist 'tolho :is cap:=\ble of 

borrowing it am investing it productively. It is only f'or 

the roduction nrocess, the profit is born Find from profit 

interest emerges a s Min=rv a from the heFid of Junitar. Marx 

says "the idea- of a conversion of the total c~pjta1 of 

51. I b 1d ., p. 443. 

52. Ib id ., p. 398. 
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society into money cFtpital without th~ existence of oeople ".'ho 

shall buy a m utilize the mert.ns of product10n "'h:Jch form the 

total~ ca.nit a l with the exce pt ion of a relat :Jvely sm~ll 

port ion ex ist iog in the shape of mo~ey, is sheer norise nse • 

It implies the additional nonsense that c ap ital could yield 

interest on the basis of capit a list production without per­

forming any productive function.Jin other ,,,,ords, ',11 thout 

produc ing any surplus value, of wh ich interest would be but 

a part, that the capit alist mode of ~roduct ion could run it s 
53 

course without any capitalist production". Then Marx 

a pprovingly quotes from The Economist "The relat ions between 

the sum pa id for the use of capit8.1 and this ca.pitB.l itself 

expresses the rpte of interest, measured in money. The rate 

of interest depends - 1) on the rpte of nrofit; 2) nT1 the 

nroportion in \.fhich the entjre profit is div:Jded between the 

lender am borrower".54 Ma.thematically, the r8.te of interest 

could be expressed thus: 

Let Ma represent the value of money adv~nced by the 

money c ap italist. Let Mb represent the money capital. in the 

hands of the mvner of the production process. Let Mlb 

re present money eq-qivalent of the commodity. Mia represent 

53 • Ibid ., p. 444. 

54. The Economist, J a nuary 22, 1953. 
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the quantity of money returned to the money capit Rlist. Let 

us recall the assumption of Ma1'x. " ••• t h is ent irp transact ion 

takes place between two kinds of capitalist, the money 

c8pitalists and the industrial capit clists" _ 55 Thus the 

analysis of interest lies outside the purview of production_ 

The contract between the borrower am lender be represented 

in 

Ma. - Mb ard in Mt b - M' a 

The magnitude of interest is determined by 

lAl a - Mil 
The irrlustria l profit, due to th9 industr:iql c a pit alist is 

reduced to th at extent. That is to say from 

L M t b - Mb _7 tog M I b - M t a ) - Mb_7 

Therefore il = Mia - Ma 
Ma 

I~TEREST AND PROFIT 

Marx repe atedly asserts that "there is no such thing 

as natural rate of intere stl! .56 The rate of intere st, be it 

the average ot market rate prevalent in each ca.se appears as 

a uniform definite and tang ible magnitude in a quite different 

way from the general rate of profit. The r ate of intere st , 

is rel-9.ted to the rate of profit a.s the markpt urice of a 

commodity to its vAlUp.. As far as the rate of interest is 

dec ided by the rate of profit, th is is always the genera.l 

55. Ibid _, p. 416. 

56 _ Ibid., p. 428. 
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rate of profit a.nd never a specific-rate of profit of any 

particul;uo industry. Hence thp gener~l r 8te of n:rof1t 

appears. as an empir io %=\1 , in a go iven average rate of intere st. 
\\ 

However, Marx admits that th~ latter is not a rel1~ble 

expression of the former". 57 

The average rate of tnterest appears jn a. country in 

the long-run as a constant magnitude since the gener a l r ate 

of profit varies only in the long.:..run. Its fI relat ive 

constaroy is sharply revealed in the constant nature of the 

average or common rate of interest. 

The general rate of profit is determined by (aJ the 

surplus-value created by the total capital, (b) the proportion 

of this surplus-value to the value of the total capit a l and 

(c) by competition. Therefore, the genersJ. rate of profit 

derives from reasons for more t;:omplicated th a n the market rate 

of interest and hence is not as tangible as the rate of 

intere st. In delineat 1 ng the d ifferf'T'1c~ bet,.,e~n the r ate of 

interest 9.no r ate of nrofit, Marx omits the follo1A' ing t '110 

things. 

A. The histor i cal pre-existence of i nterest-bear1ng 

c ~p ital and the existe nce of a trad 1tiona l generAl r a te of 

inter e st; a nd 

B . The f ar gre ater a irec t influence exert ed by the 

world market on establ:Jsh i t"..g the rate of interest, a s 

C ornpared with it s influe nee on the rate of nrof it. 58 

57. I b i d., P . ' 4 29 . 

58 . Ibid., p . 432. 



Unlik@ the rR.te of intere st, t:re ave rage prof1t ooes 

not obt a in as a directly est a blished fact. On the othe r h Roo,/ 

1,t is a resultant product of the e qu alisation of oPDosit..e.. 

fluctu ations. MFlrx thinks th a t there is al,·lay s a definite­

ness about interest rate whereas the gene r a l r ate of profit 
~ is blurred am g a zy. It is bec ause the r ate of prof it may 

vary even within the same sphere f9r commodities 11.f i t h the 

same pr ice, de pend ing upon d iff'erent c ond it ions under wh ich 

different capitalists produce the s~me commodity. It should 

oe remembered the.t the rate of profit of an ind ividua l c ap ital 

is never determined by the market pr ice of 8 commod ity, but 

by the difference between the c ost-pr ice a na market-pr ice. 

PROFIT OF ENTERPRISE 

NextjMarx noses a n interesting (Juestion. HO\l' d oes 

this purely qu antitative division of profit : int o rAt nrofit 

and interest turn into a oua lit ative one? In other v.rorcls, 

ho'" a c ap it alist ",ho employs his ov1n, not borrowed c a.nit al, 

c ategorizes a segme nt of h1s gross profit, under interest 

a OO a s such calculates it separately? How all c a pital, 

hether borrowed or not, is differentiated as interest-bearing 
59 

c ap i tal from itself as canit e.l produc j.ng a net' profit? 

In order to answer this question, Marx assumes tha t money 

59 . Ib id ., p. 437. 



capit a list and industrial cp p1ta list as persons in ",'hose 

hand s the same c apital really performs a two-fold a nd 

basically different movement. The one m I I it th ere y oans , e 

other employs it productively. For the 9roductive c a pitaltst, 

the gross profit falls into t wo parts -- the interest which 

he has to nay the lerder and the surnlus over Rrn abave thE' 

interest 1~lhich forms his own share of the profit. "If the 

g e neral rate of profit is g iven, this l~.tter D1)rt 10n is 

determined by the rate of intere st; 8.nd 1f' the r ate of 

intere st is g:f.ven then by the general r Rte of prof it" • 60 

However, the gross profit may diverge in any spec ific case 

from the averag~ profit. Then the sh8re belong ing to the 

funct ioning capital ist is determined by the intere st. For 

the c a pitalist working on borrowed capital, ret a ins only that 

portion of profit sans interest. This portion of the profit 

appears to him to be the product of a c8.pital. He represents 

c ap ital only as functioning capital. "He is its oersonifi­

c a tion as long as it is profit3.bly invested ••• such operations 

are undertaken with it through its employer as are pre scr i.bed 

by t he branch of industry concerned ./lEB]! If the gross prof:Yt 

equ als the average profit, thE' magrdtuae of the nrofit of 

the enterprise is decided by the rate of interest. If the 

gross nr ofit differs from the average nrof'it, 1ts r1ifference 

is determined by all the circumst a nces \alh :fch cause a 

temnorgry devip..tion. 

bQ. 
6D. Ib id ., D. 438. 
hl.I-k.../. 



~ccoro1ng to Marx, here the quant:1t~tive d:1vision of 

the gross profit turns into a qua.litative On!? The qu~nt:1t~tive 

d .iyision depends on what is to be divided and thA mArner in 

wh ich the act ive capitA.l ist manage s h::! s c A.pttal. The t')ort ion 

of profit v,hich ts due to the actj.on of cR.pitr-l.list js cA.lleo 

profit of enterprise, "deriving solely from the operations or 

functions which he performs with the cap ital tn the nrocess 

of reproduct ion, he nee part icularly those funct ions wh ich he 

performs as entl'epreneur in ir.dustry or commerce".62 To him, 

interest is product of o~Jning capital -- of c a pit a l which 

does not function while profit of enterprise is exclusive 

fruit of the func t ions wh ich he performs with the capital. 
j.-tfe,wd ~ 

In ~ine, the profit of enterprise flews ~ the functioning 

c 8pitalist alone. 

Profit of ent~rnrise emerges not from capital ~s such 

but from the process of production. The only process of 

production other than c8.pital is l a bour process. " ••. the 

industriql c o:to j t al ist, as distinct from the owner of capjtal 

does not ap pear as operative capit a l but rAther as a 

functionary irrespective of c ap ital or as a simnle agflnt of 

the labour-process in general, as a labourer a.nd tndeed, a s 

63 a wage labourer". 

-------------------------------------------------------------------
62. Ib~d., p. 439. 

63. Ibid., p.449. 



Interest expresses the ex istence of conditions of 

l a bour as cap ital. It represents the · o"mership of ~ ap ital 

as a means of appropriating the products of the labour. 

Interpst represents a relationship o~ one c a pitalist to 

another, not between capit alist and labourer. The spec if ic 

functions which the capitalist performs are merely functions 

of c a pital. He creates surplus-value not. because he works 

as a capitalist but because he also works, regardless of his 

canacity RS capit plist. This nortio,", of surt)lus-v~due is 

not surplus-value proner, rather the opnosite of it. 

"Due to the alienated character of c a pital, its 

antithesis to labour, being releg ated to a Dlace outside the 

actual process of exploitation, namely to the 1.nterest­

bearing capital, this process of exploitation itself apnears 

as a simple labour-process in "'hich the functioning cQnit 8..1ist 

merely performs a different kind of labour than the 
64 

labourer." Thus the labour of exnloit ing and exploited 

labour seem iabe nt 1c al as labour. The labour of explo-it ing is 

just Ft S much labour as exploited labour. 

"The social form of capital falls to interest, but 

expressed in a neutral ar.d indifferent form. The economic 

function of cap.ital falls to profit of enterprise but 

abstracted from the spec ific c!:lpit a l1st character of this 

funct 10n." 65 

----------------------.------~-----------
64. Ib id ., p. 450. 

65. Ibid., p. 450. 



The profit of enterprise as th~ "rage s of ~u perv1sjng 

labour is separ a ted ~s "'Ages from profit. Th:Js portion of 

",rages is integr a l Dart of profit . Th:Js supervi ~ io n ~rork 

arises in a ll modes of production ba sed on the ant1thesis 

between the labourer a s the d irect producer a rYl the o"mer 

of the me a ns of production. The gre ater this a nt ag ord sm, the 

greater is the role played by supervision. 

Marx wr ite s : "The l abour of superv is ion a m man~eme nt, 

arising as it does out of an antithesis, out of the supremacy 

of c a pital over laboll!, and being therefore common to all 

modes of production based on class c ortraiiictions like the 

c a pitalist mode, is directly and inseparably connected, also 

under the capitalist system, with productive functions which 

all combined social labour assigns to individuals as their 

s pec ial tasks". 66 

The industrial capitAlist is A worker, unlike the 

money c a pit alist, in the sense of " an E!x Dloiter of the 

l.bour of other s" • The wage he earns for h is l a bour 1 s e qual 

to the a ppr o priated a m qu~ ntity of another's lFl..bour and 

de pe m s d irectly u pon the r a te of exploitation of this 

l a bour • 

66. Ibid., p.454. 



1 .3 SU iVUvIARY 

Profit is th~.t part of the total value of the commodity 

in which the unpaid labour or surplus-l8bour of the labourer 

is realiflPcl. The ent:tre <,;,u 8 t1tum of this proftt does not go 

to the c~pitalist. The monopoly of land enables the landlord 

to slice out one portion of the surplufl-v~lue, under the nam~ 

of rent. Like the c:=tpitalist "'Iho t;'lpssesses the jnstrumpnts 

of labour and "'-Ilho get s a port ion of prof' it, thp c qp1t ali st 

who borrows qnd employs the instruments o~ l~hour, ?etfl 

a nortion of flurplus-value. In other words the money-

lend ing ca9italist claims onp part of surplus-v~:llue under 

the nR.me of interest am the emoloying c8.n1t~ljst gAts 

imustri~l profit. In brief interest, rent, or industrial 

prof it are only val'ious c ompone nt s of the s~me be j ng. As 

they are only d iffere nt name s for d iffere nt pa.rt s of the 

surplus-value of the commod ity or the unpaid labour enclosed 

in it, they are equa.lly der ived from the sa.me source. Thp ~, 

are der ived ne ither from l a nd A.S ~uch nor from c apit81 but 

land and capital enable their o\oll:ers to get their respectjve 

shares out of the surolus-vAlup. ~btained by the employing 

c~p it a list from the labourer. The lAbourer is indifferent 

to th e f qct th~t thA surolus-v~lue, the resultAnt o~ his 

uno~i(l labour, is lJ8cketed by the emnloyin~ c 8n1t .q11st or 

the latter is obliged to n,qV oortior.~ of' it, un0er the name 

of re nt or intere st • 



Like Marx, we have also disCUSSEld in detail about 

the conce pt o~ rent. Marx discusses th9 l a bour theory of v8lue 

in. relation t o rent, ,,,h tch is nothl.ng but ::I. portion o.f' sur nlus ­

v a lue. According to him, there are four Doss i b l e theories 

of re nt of land. Fir st t he ory , calleo monopoly the ory / s a...v s 

tha t rent emerges from the monopoly DricR of agriculture 

pr oduct s and that monopoly pr ice is due to the ex iste nce or' 

landed property. This theory, corresponds with the second 

the ory, d iffere nt ial re nt • Th is theory impl ic ate s a n 

i de ntifica"Gion of price of production and exch a nge-value on 

the marginal land, which he rejects. He also rejpcts another 

th~ory acc ora ing to wh ich re,nt is ide nt ic a1 \1,7 ith the inters st 

on the cap ital inve sted fo r the improveme nt of land. ' But 

t~n is theory does not expl a in the rent of land 1n lA,/h ich no 

capit a l has been invested. Then Marx gives his own theory 

of re nt. Pr iv ate property inland has releva:nee for the 

genpsis of rent. It allows for the existence of d ir'fprel'ltj al 

rent. This is not ba sed on declining f ert il itv 8.nd this 

does a lloH for absolute rent. In the Marxian a nRlysis, 

commod ities sell above or below their v a lue bElc Ause dif.f'erent 

orgar.ic composition of c an it a l make them sell at a uniform 

price of nroduction. The existence of rent ooes not refute 

the l abour theory of value. On the other band it g ive s an 

example of wh at he calls 'surplus-profit' i.e . , a surnlus 

above the averag e rate of profit wbich can emerge in two ways. 
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Due to the forces of ~ompetit10n, the same price "'ill be 

paid f or the same commod ity, Whatever the c 0l'10 it ions under 

wh-ich it 'ltJas produc ed . If the Drice of an ind~vidu~l commodit y 

is lower tha n the average or ice of product ion, the n the 

producer "'ill obtain a sur pl us above the aver age rate of 

profits. Given the average rate of profits, it is determined 

by the difference between the productiv~ty of l ~ bollr of the 

particular concern a nd the average productivity of l abour in 

the whole sphere of production. Differenttal rent is similar 

to t h is form of sur plus- profit .. Bm,'~ver, thp ir.cre a sod 

productivity which is the cause of sur plus-profit t enris to 

become general a r:d it will cont i nu ally tend to reduce or 

remove surplus-profits by equalising market nrice 8.m. nrice 

of produetion-. J':evertheless, certain f ree g ifts of nature 

1 ike a fert ile land, the e ond it ion of increased pro uct iv jty 

is not urba ne a nd he nee is not av a ilable to all. It j s 

mo nopolized a nd the surplus-profit isappropriated by the owner 

of th a t monopolized g ift of nature in the form oJ re nt. 

As we have seen already th at c ompetition would tend 

to iron out the difference between d 1fferent rates of profit. 

According t oarx, t h is would involve compelling agricultural 

proauc_e to be sold below its value. '!'he existprce of l a nded 

pro perty is an h indrance to the fair plaY of com.,etition. 

Bec ause it inhibits the fac i le employment o~ c ap ital. Further, 

it lulls t h e levelli ng out of surnlu ~-valu~ to ~ n aver age r ate 
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of profit and appropriates a part of all of the surplus. 

l"iarx writes to Engels: "The land owner interver.ss am 
7 

extracts the difference" .6~ 11..l1en the organic composition of 

capital in the agriculture becomes the same as that it:. 

irrlu stry, absolute re nt van j she s. Th~ n the land o,.,ner is Uf'!:=:1 ble 

economicallY to extr~ct absolute rent. 

Marx discards interest 8.S an indenen~ent revenu~ aro 

mAkes it as a comnonent of surnlu~-v8Iue. l'1 ot"\ey lender 

expects money to come back to him "dth FIn jncremAnt Am the 

borrower take s it as a c ommoC! tty ""hose u se-v~.lue cons 5 st s 

in it s abtl ity to beget surnlus-vfdue. MAl'x dra'"s an analo.e':v' 

betwee n money that is Ie f'!t as cap it a1 am the c ommnd 1 ty 

labour. Lender and borrower regard the same amount of money 

as capital. But on] y borrower -- industrial capitalist 

activises it and puts into operation. -rhe quantity;!! of 

money would appear as capital to both the parties if the 

profit which it procures is shared b?twe'3n them. The share 

"'hicn the money capitalist Claims is interest. It is 

expressed as the price of t h e commodity, the money capital. 

Since interest is only ~l derivative (")~ car:dtal, its unper 

limit is the amount of nrofit itself, and there is no lO"Ter 

limit. Thus Marx nermits only t,.,o bas1c reverUflS 1n 

c g it alism, ,"'age s and sur nlus-value • 

-; 
6$. arx - Engels Corres'Ooooence p.132. See also 

Canit a l, Vol. III, pp. 720: 755 & 909 a nd 
Povert" of Ph ilosonhv, p. 171 f. 
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Marx is happy over h:f.s endeavour in this f:1.e10 am 

he writes to Engels th at the "fundament a lly new and b~st 

elements" in his ,,'ork consist in t he contr a st wi th the 

classical economics. 1.-/here as this economics "begins by 

taking the part icular fragme nts of sur olus-va lue in the ir 

fixed forms of rent, profit and interest a s given e ntities", 

iarx first deals with the general form of sur plus-value in 

an undivided unity like the uncryst <:).llized components in a 
u 

chemical solution.lt~ 

u 
9f). IVlarx-Epgels Correspondence, pp. 226-32. 
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, lINatural laws ~ eannot be set as ide II • ht . 



2.0 FOIMATION OF A G:BNERAL RATE OF ProFIT 

Technical relation of labour - power employed to the 

mass of the means of production and the price of these means 

of production are the determinates of the organic composition 

of capital at a given time. The magnitu:ie of the actual 

value of a given product depends on the magnitude of the 

fixed part of the constant capital. Due to the different 

spheres of production and also tbe difference in per centage 

whidh the variable component constitutes in a total capital 

of a given magnittde, capitals of equal magnitu:ie put into 

motion different quantities of labour appropriate different 

quantities of surplus - value. Consequently the rates of 

profi t in various branches of production vary. These di fferent 

rates of profit are equalised by competition to a single 

general rate of profit, whidl is the average of all these 

varying rates of profit. 1 The profit that emerftes - disciplined 

by the general rate of profit, is called the average profit. 

The price of a conmodity which is eqUal to its cost-price 

plus the roare of the annual average profit on the total 

capi tal invested in its production decided by the condi tions 

of turnover, is called its price of production. These and 

similar issues are discussed in this section. 

1. Capital, Vol. III, p. 232. 
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Let us take five different spheres of production and let the 

capital in eaCh have a different organic composition as 

follows-

-- -----

capi tal s Rate of surplus- Surplus- Value of Rate of 
value value commodi ti e s profit 

--
1. 80c+2Q" 100'; 20 120 20~ 

2. 70c+3Oy 100~ · 30 130 30~ 

3. 60c+4Ov 100% 40 140 40% 

4. 85 c+15v 100% 15 115 15~ 

5. 95 c+ 5v 100% 5 105 5% 

In the above table we find considerably dl fferent 

rates of profit corresponding to the di fferent organic 

composition of these capitals.2 

The sum total of the capitals invested in these 

five spheres of production: 500; the sun total of the 

surplus - value produced by them; 110, the aggregate value 

of the cormnodlties produced by them : 610. If we consider 

the 500 as a single capital and capitals I to V as their 

2. Ibid., p. 228. 



con sti tuent part s, then the mean compo 51 tion of thi scapi tal 

500 would be split up into 

If it is expressed in percentage, 

: 78c + 22v • If each of the capitals of 100 be 

re~rded as 20% of the total capital, its composition would 

equal to thi s average. For every 100 there would be an 

average surplus - value of 32. In that ca se the average rate 

of profi t would be 22%. Then the price of every + of the 

advanced total capital would have to be sold at 122.3 

With a rate of surplus - value 100~ and with 80c + 2Oy, 

the total value of commodities produced by capital I = 100 

would be 

This is so, if (a) the entire constant capital entered into 

the annual product and (b) the rate of profit of capital is 

2~ in every C8 see 

Now we can let different portions of. constant capital 
4 

go into the value of the product of the same five caP! tals. 

3 • Ib id • , p • 229. 

4 • Ib id • J p. 23 ~. 



8 ~' 
~. 

---
capitals Rate of Surplus- Rate of. Value of Cost 

Surplus- Value profit Commodi- price 
value .s Used up ties used 

-S $ e used up up 
-V- (e+V") e+v+)J e+v-

I 80c+2Oy 100,& 20 20~ 50 90 70 

II 70c+3Oy 100% 30 30~ 51 111 81 

III 60c+4C\, l00~ 40 40% 51 131 91 

IV 85c+15v 100% 15 15~ 40 70 55 

V 95 c+ 5v 100% 5 5% 10 20 15 

110 110% 

Average 78 +2!) c ""V . 22 

---------------------------,----------------,----------------
I f we assume capital s I to Vas a single unit of 

,(0 v 
total capital i.e. 500 = 390c+22y, then we obtain the same 

average composition, 78c+22v. In this case also the surplus­

value remain sat 22. 
-

So we split this surplus;; value uniformally among 
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5 capitals I to V; then we get the following commodity prices. 

- ----. . 

Value of Cost price &tiC~f Ha te of Devia tion 
Surplus- Com mod i- of commo- rOY . prof! t of pri ce 
Value ties di ties .s .s from 

Capitals ,,3 e+V""+)S e+v- e + " e+v- value 

- ---------

I 80c+2Oy 20 90 70 92 22% + 2 

II 70c+3Oy 30 111 81 103 22% - 8 

III 60c+4o" 40 131 91 113 229& -18 

IV 85 c+15v 15 70 55 77 22% + 7 

V 95 c+ 5v 5 20 15 37 22% +17 

---

From the above table we infer that the commodi ties 

are sold at 2 + 7 + 17 = 26 above, and 8 + 18 = 26 below their 

value. The deviations of price from actual value even out 

one another through the uhiform di atribution of surplus -

value or through addition of the average profit of 20 ,per 

100 tmlts of advanced capital to the respective cost prices 
6 

of the commodItIes. It is only the sale of the commodi tie s 

5. Ibid., p. 231. 

6. Ibi~ •• 



at sudl prices that retain the rate of profit for capitals 

I to V to be unifonnly 22~ in spi te of their di f'ferences in 

organic compo si tion. The pri ces gotten by adding the average 

of the various rates of profi t in the di fferent spheres 

of production, fonn the prices of production. This, of course, 

implicates the existence of a general rate of profit. The 5e 

rates of profit should be deduced out of the values of the 

commodi tie s. 

Marx writes, -Without such deduction, the general 

rate of profit (and consequently the price of production of' 

commodities) remains a vague and senseless conception. Hence, 

the price of production of a commodity is equal to its oost­

price plus the profit, allotted to it in per cent, in 

accordance with the general rate of profit, or in other words, 

to its cost-price plus the average Profit.-? 

Thus we find that the capitalists of the various 

branches of production recover only the value of the capi tal 

con sllDed in their production, by setting their com modi tie s. 

Rut they do not get the surplus - value and consequently 

the profit, created in their own sphere by the production 

of these commodi tie s. They obtain only profit that is 

unifonnly distributed to the share of every aliquot part of 

------
? Ibid., p. 232. 
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the total social capi tal from the total social surplus­

value or in other words profi t produced in a given time 

by the- social capital in all spheres of production. Thus 

when a capi tali st sells his can modi tie s at their pri ce of 

production, he recovers only money in proportion to the 

value of the capi tal consuned in thei r production. Rence 

be secures profit in proportion to his advanced capital as 

the aliquot part in the total social capital. The profit 

added to the cost - prices are independent of his particular 

sphere of production, being a simple average per unit of 

invested capital. 

Now let us assume that the above five investments 

I to V belong to one man. The quanti ty of variable and 

constant capital consuned per 100 of the invested capital 

in each of the departments I to V QP the production of 

commodities. This portion of the value of the commodities 

I to V would make up a part of their price. It is because 

that at least this price is required to recover the advanced 

and constmed portions of the capital. Therefore these cost­

prices would be different for each class of the commoditie.s. 

The different quanti ties of profi t would be regarded by the 

capitalist as profit on his advanced aggregate capital. The 

cost - prices of the commodities produced in the various 

departments would be different. However that portion of 
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the.ir selling price derived from the profi t added per 100 

capi ta,~ would be the sam e for all these commodi ties. The 

aggregate price of the commodi ties I to V would be equal to 

their aggregate value. Similarly "the sun of the prices 

of production of all connnodi ties produced in society - the 

totall:ty of all branches of production - is equal to the SlID 

of their values.·8 

APparently such a statement might seen to be conflicting 

with the already seen fact that under capitalisn the elements 

of productive capital include the price of production of the 

respective industry together wi th the profi t cop'tained in 

it so that the profit of one branch of industry goes into 

the cost - price of another. To resolve this conflict, we should 

place the SlID of the cost of prices of th,e commodities of 

the whol e country on one side and the SlID 0 fit s surplus -

values or profits, on the other. 

If there are n spheres of production and if' each 

makes a profi t of p, then their aggregate 'I co st - prIce = 

K - np. Since the profi ts of the one sphere of productIon 

passes into the cost-prIce of another, they are Included as 

components of the total price of resultant product.9 

--------------------------------------------,----------------
8. IbId., p. 233. 

9. Ib Id ., p. 234. 
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If the cost - pri ce of a commodi ty includes a sun 

P, whidl symbolises the profits of the producers of the 

means of production and if a pro~it p, is added to this 

cost - price, -then the aggregate profi t, 

The aggregate cost - price of the commodi ty, if considered 

without the profit components, is then its own cost - price; 

K P 

Then , k + p = k + P + Pl 

The fonnation of the average rate of profi t is not 

merely a question of getting the simple average of the 

different rates of profi t in the various spheres of produ­

ction. But also getting one of the relative weights which 

these different rates of profit liave while forming this 

average. However this depends on the relative magnitude 

of the capital invested in each specific sphere or on the 

aliquot part which the capital invested in each specific 

sphere fonns in the aggregate social capital. There will 

be a wide gap of differences, depending on whether a 

greater or smaller part of the total capital produces a 

higher or a lower rate of profit whidl in turn depends 

on how much capital is invested in spheres, in which the 

variable capital is relatively snaller or greater compared 



to the total capi tal. 10 

The general rate of profit is detennined by two 

factors. 

(a) The organic composition of the capitals in the 

different spheres of production and hence, the di fferent 

rates of profi t in the individual spheres. 

(b) The distribution of the total social capital 

in these different spheres and thus the relative magnitude 

of the capital invested in each particular sphere at th.e 

specific rate of profit swaying in it - the relative share 

of the total social capital to be absorbed by each sphere 

of production. 

Let us assl1l1e that the composition of the average 

social capital is 80c + 2<\, and that the annual rate of 

surplus - value, s' is 100 per cent. Then the general 

annual rate of profi t would be 20%. Without any relevance 

to the cost - price K, of the commodities annually produced 

by a capital of 100, their price of production would then 

be K + 20. In these spheres of production, where the 

compo si tlon of capital is 

( 80 - x ) c + ( 20 + x )v 

10. IbId., P. 236. 



the actually produced surplus - value or in other woIds the 

annual profit produced in that specific sphere of. production, 

would be 
.~ 

20 + X. 

This is greater than 20, and the value of the produced 

commodi tie s would be 

~ 

K + 20 + X 

This 1s greater than K + 20. 

or in other words greater than their price of production.11 

In tho se sphere of production in which the compo si tion 

of the capital 

( 80 + x ) c + ( 20 - x )v. 

the annually produced surplu~value or profit would be 

20 - x or Ie ss than 20. 

Hence the value of the commodities 
ox 

K + 20 - X, 

~ 

is less than the price of production which is K + 20 • 

Apart from the differences which are possible during the 

11. Ibid., P. 237. 



91 

periods of turnover, the price of production of the conmo­

dities would equal their value only in spheres, in which the 

compo~ition would happen to be 80c + 20. 12 

Marx says -r'he specific development of the social 

productivity of labour in eaCh particular sphere of production 

vari es in degree, higher or lower, depending on how large a 

quanti ty of means of production are set in motion by a definite 

quanti ty of labourer, hence in a given working-day by a 

definite number of labourel" and consequently, on how snaIl 

a quantity of. labour is required for a given quantity of 

means of production. SuCh capitals as contain a larger 

percentage of constant and a snaller per centage of variable 

capi tal than the a"erage social capital are, therefore call ed 

capitals of higher composition and conversely, those capitals 

in which the constant relatively snaller and the variable 

relatively greater than the average social capital, are 

call ed capital s of lower compo si tion. Finally, we call tho se 

capi tal s who se compo si tion cmincides wi tb average, capital s 
13 

of average composition.-

I f the average so c1 al capi tal is compo sed in per cent of 

----------------------------------------------------------
12. ~~.J: 

13. Ibid., PP. 237-~8. 



then a capital of 

90c + lOv, is higher 

and a capital of 

is lONer than the social average. 

If the compo si tion of the average social capital is 

mc + nv in which m and n are constant magnitudes 

m + n = 100. 

Then the higher · composition of an individual capital is 

( m + x ) c ( n- x )v. 

The lower compo s1 tion of an individual capital is 

( m - x ) c + ( n + x )v 

The way in which the se capital s opera te, after estab­

lishing an average rate of profit is given in the following 

table. The underlying asslIDption is one turnover per year. 14 

80c + 20y + 20s 

I. Rate of profi t = 20% 

price of product = 120. Value = 120. 

n· 90c + lOy + lOs 

Hlte of Profit = 20% 

14. Ibid., p. 238. 



Price of product = 120. value = 110. 

?Oc + 30v + 30s 

III Rate of profi t = 209! 

Pri ce of' product - = 120. Value = 130. 

While applying foregoing eqUations to any specific 

case, it should be considered whether a deviation of ~he 

ratio between e and".. is simply due to a change in the 

value of the elements of the constant capital, rather than 

to a difference in the technical composi tion. From the above 

tabular presentation, we infer that in the case of' capital 

I in branches of production in whiCh the composition 

coincides the social average, value and pri ce of production 

would be equal. The value of the commodities produced by 

Capital II would be snaller than their price of production 

and the price of the production of the commodi tie s would 

be snaller than their val ue. The pri ce of production of a 

commodity i.e. is cost-price plus profit, is defined as 

p = kp' . ... Hence the price of production 

:::: k + kp' • 

The price of production of the commodities in any particular 

sphere may change in magni tu:le. (a) whenever the general 

rate of profit dlanges this particular sphere while the 

value of the commodity remains tmaltered. and (b) whenever 



there is a change of value in this specific sphere, while 

the general rate of profit remains unaltered. The change 
. . 

of value occurs due to innovation or a change in the value 

of those commodities which constitute the elements of its 

constant capd.ta1.
15 

The rate of profit will not change lIDti1 the mass of 

surp1us~va1ue remains the same or lIDless there is a change 

in either the value of the constant capital or the value 

of the variable or the value of both or tmt1l C changes. 

Other condi tions for the change in the general rate of 

profit are: 

(8) general rate of profi t may change while the 

revalue of the commodi ties remain s the same, when the 

degree of labour exploitation changes and (b) the general 

rate of profit may also change through a change in the 

amolIDt of labour employed relatively to the constant capital 

as a result of technical changes in the production process, 

while the degree of exploitation of. labour remains the same. 

Even though the surplus-value and profit are indentical 

from the stand point of their mass, the rate of profit 1s 

different fran the rate of surplus-value. The rate of profit 

15 • I b 1<1 • J p. a4 0 • 



can increase or decline when the rate of surplus-value 
-

remains the same and vice-versa. There are differences of 

magnitude, between the rate of surplus-value and the rate 

of profit and not between the surplus-value itself and 

profit. Since the rate of profit or the surplus-value is 

calculated in relation to the total capital, and as latter 

forms its standard of measurement, the surplus-value seems 

to emerge from the total capital. This obliterates the 

organic difference between the constant and variable capital 

in the conception of profit. "Disguised as profit, surplus­

value actually denies its origin, loses its cllaracter, and 
. 16 

becane s unrecogni sable.· 

16. Ibid., p. 241. 



2.1 ~UALISATION OF THE G~ERAL RATE OF ProFIT 
THIDUGI cOMpEtITION --

Let us now consider one of the major consequences 

of the competition which is the force that equalises the 

ra te of profi t. Here the simple exchange C1 - M - C2 that 

reflects the exchange of equal qUantities of labour, can 

be rees lIed. Since commodl ty price s are .equated . to counnodi ty 

exchange-value, relative prices must reflect the relative 

quanti ties of labour contained in the commodi ties. When 

Marx defines market he assunes equal rates of surplu~value 
17 

in all processes of production. and equal rates of profit 
t.' 

in all processes, due to the forces of compe~lon. Tqus 

= Sn 

••• = 

This implies, however, another equative signifying equal 

organic com po si t ion of capi tal in all production processes 

c1 = c2 ••• = On 
( c+v )1 ( c+v) 2 ( c+v )n • 

17. Marx is aware of differing rates of surpluf-value. In 
order to explain certain movenents of other variables 
he has abstracted from varying rates of surplus-values. 
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We have already seen that rate of profi t is origi­

nally high in fields of low organic composition of capital 

and low in the fields where organic composi tion of capi tal 

is high. To equalize profits, capital withdraws from 

fields wi th low profits and enters fields wi th high pro -ri ts. 

Fields wi th high profits are those ~hich have relatively 

large amounts of variable capital. These are the industries 

which use a relatively large mass of labour-power. The 

tendency to equalise pro~its leads to an increasing demand 

for labour-power. Competi tion forces the capitalist to 

expand more than proportionally the constant part of his 

total capital. This relative increa se of constant capital 

in a given sphere of production lowers the rate of profit, 

in thi s parti eular sphere, below the average rate and thus 

calls forth an opposite competitive charge ~ the transfer 

of investment funds from industries of high organic compo­

sition of capital. Thus labour, whid1 has just been set 

free by the introduction of a new machine, will tend to be 

in greater demand than befo re in indu strie s whicl1 capital newly 

invades in quest for higher profits. 

Marx has discussed these issues in details. The rate 

of profit is the same in all spheres of production, for it 

is equ ... lised on the basis of those average sphere of 

production that has the average composition of capital. 
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Consequently, the quantun of profi ts in all spheres of 

production should be equal to the quantun of the surplus­

values, like the sll1l of prices of production of the total 

social produce will be equal to the sun of its value. The 

di fferences in the spheres of production of di fferent 

composi tions must tend to equalise them wi th the spheres of 

average compo si tion. 

"Between the spheres more or less approximating the 

average, there is again a tendency towards equalisation, 

speking the ideal average i.e. an average that does not 

really exist i.e. a tendency to take this ideal as a 

standard. In this way the tendency necessarily prevents 

to make the prices of production merely converted fonn s of 

value or to turn profi ts into mere portions of surplu&- .. 
18 

value". However these are di stributed in proportion to 

the mass of capital anployed in each sphere. Thus in the 

. case of average capitals, the price of production is the 

same as the val ue is approximate to that. Hence the profi t 

is also the same as the surplus-value produced by them. 

Under the pressure of competition, all other capital, tend 

towards this average. "Nhat competition, first in a single 

sphere J achieves is a single ma rket-val ue and ma rket- pri ce 

18. Ibid. J p. 247. 
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d~rived from the various individual values of commodities. 

Anei' it is composi tion of capital s in different spheres, which 

first 'brings out the price of production equalising the rates 

of profit in the different spheres. The latter process 

requires a higher develoImE!1t of capitalist production that 

the previous one ... 19 An average profit and con sequently 

a general rate of profi t, cannot be anyth ing oth er th an the 

profit on the average so that capital, whose sun is eqUal 

to the sun of surplus-value. 

"It is evident that the average profi t can be nothing 

but the total ma ss of surplus-val ue allotted to the various 

quantities of capital proporticnally to their magIlitooes 

in the different spheres of production. It is the total 

realised unpaid labour, and this total mass, like the paid, 

congealed or living, labour, obtains in the total ma ss of 

commodities and money that falls to the caPitalists ... 20 

The capital i st is always indifferent to the di stine-

tive features of any commodi ty he produces. In every 

sphere of production, his only concern is to produce surplus­

value and to appropriate a certain quantity of unpaid labour 

incorporated in the product of labour. Similarly . the labourer 

19. Ibid., p. 254. 

20. Ibid., , p. 248. 
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is alii> indifferent to the distinctive features of his 

labour and subnits to the transformation as demanded by the 

capitalist. Further for the capitalist one sphere of 

production is as good as another. Because every sphere 

yields the same ra te of profit; I f the can modi tie s are 

sold at their val ue s, then various spheres of proq.uction 

produce various rates of profit, d~pending on the different 

organic composition of masses of capital invested in them. 

"But capital withdraws from a sphere with a low rate of 

profit and invades others, whim yield a higher profi t".21 

Through its di stribution among the various spheres which 

depends on the behaviour of profits, it creates such a ratio 

of supply to denand that the average pro f it in the various 

spheres of production becomes the same. Values are 

converted into pri ces of production. 

"Capital sUcCeeds in this equalisation to a greater 

or lesser degree, depending on the extent of capitalist 

development in the given nation i.e., on the extent the 

condi tions in the cOtmtry in question are adapted for th e 

capitalist mode of production. With the progress of 

capitalist production, it also develops its own conditions 

and subordinates to its speci f ic maracter and its immlnents 

21. Ibid. , p. 269. 
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law s of a 11 the social prerequi si te s on whi ch. the production 

pro ce ss isba sed •• 22 

"The incessant equilibriun of constant divergences" 

is determined by the mobility of capital and labour. The 

more fluent labour-power in shifting from one sphere to 

another the more mobile the capital, the greater will be 

the incessant equilibrium of' constant divergencies. 

To sun up; surplu s-value is an excl u sive product of 

variable capital. A higher organic composition of capital 

will reduce the rate of profit. Since there is progressive 

increase in constant capital in proportion to the variable 

under capitallsn, there will be a gradual fall of the average 

rate of profit. However a hi~ organic composi tion of capital 

would tend to diminish the rate of profit only if the rate 

of exploitation remains the same. An increasing rate of 

exploitation tends to increase the rate of profit. The 

Marxian assumption of a constant rate of exploitation is 

obvious and its consequences are too many. If the rate of 

exploitation were the same everywhere, di fferent fields of 

industry would have the same rate of profit only if they had 

the same organic composition of' capital. However, in practice 

different industries have different rates of profit wit'b the 

----------,---------
22. Ibid., p. 270. 
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same organic composition of capital. The exchange-value 

of ' a commodity equals the socially necessary labour time 

forzen -in the commoditv. Marx is aware of this dilenmatic 
23 

si tuation. 

Competition levels out the rates of profit in the 

different spheres of production. Marx gives a series of 

numerical illustrations to point out that different rates 

of profi t in the di ff'erent industries. This is not teneable 
24 

-Without aboliroing the entire system of capitalist production." 

--------------.-------------------------------------------------
23. "We have demonstrated, that different lines of industry 

may have different rates of profit corresponding to di f ference 
in the organic compo si tion of capital s, and wi thin the 
11m its indi ca ted, a 1 so co r re sponding -t.-'W di f/ eren t time s 
of turn-over; the law '( as a general ffiency) that 
profits are proportioned as the magnitudes of the capi-

- tals, or that capitals of equal magnitude yield equal 
profits in eqUal times, applies only capitals of the 
same organic composition, with the same rate of 
surplus-value, and the same time of turn-over. And 
these statenents hold good on the asslJDption, which 
haG·:1 been the basis of all our analyses so far, namely 
that the commodi ties are sold at their values. On the 
other hand there is no doubt that, aside from unssential, 
aCCidental, and mutually compensating distinctions, a 
di fference in the average rate of prof! t of the various 
line s 0 find u stry doe s no t exi st in reali ty, and could 
not exi st wi thout abo Ii shing the en ti re sy stan 0 f 
capitalist production. It would seem, then, as though 
the theory of value were irreconcilable at this point 
wi th t h e actual process, irreconcilable wi th the real 
ph en om ena of production, ro th at we should have to 
give up t he attempt to understand these phenomena". 
I~ld., pp. 181-~2. 

24. Ibid., p.185. 



Capital starts to wi thdraw from the sphere wi th low profi ts, 

invade tho se wi th high profi ts and stay there till tho se 

rates 'of profi ts begin to ebb down. 

After competition has done its job, after capital has 

wi thdrawn from the industries with a lower-than-average 

rate of profit and entered those with a .higher-than-average 

rate-iprofit, the price of the commodities do change. After 
" 

the occurrence of such a change the prices no longer corres-

pond to the values of the commodities. The price of commo­

di ties is determined by the cost-price of commodi ties plus 

the average rate of profit. 

Marx finally gives up the labour theory of value. He 

adm its that the com modi ties do not exchange in proportion 

to socially necessary labour used in their production.25 

On the other hand, their prices deviate permanently from 

the value which corresponds to past and present labour 

employed in their creation. Only if an . industry' s organic 

composition of capital happens to be the average composition 

do price and value correspond. Since the total surplus­

value still determines the average rate of profit, the law 

of value regulates prices atleast indirectly. 

25. Ibid., p. 186. 
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Even according to Marx,we are only reninded in a 

"vagUe and meaningless fom" of the fact that the value of 

the commodities is determined by the labour contained in 

than. 26 Nevertheless he maintains that the law is valid. 

~nly when production will be tmder the conscious ' 

and pre-arranged control of rociety, will society establish 

a direct relation between the quantity of social labour time 

employed in the production of definite article s and the 

quanti ty of the danand of society for then .,,27 

Then Marx proceeds to delineate the role of compe-

ti tion on the sphere of production. Competition forces the 

capi tali st to increa se more than proportionally the con stant 

part of his total capital. ThiEi relative increase of 

constant capital in a given sphere of production lowers the 

rate of profit, in this particular sphere, below the average 

rate and thus calls an opposite competitive change - the 

transfer of investment ftmds from industries of high organic 

composition of capital to those of low organic composition. 

Thus labour which has been freed by the introduction of a 

new machine, will tend to be in greater danand than before 

in industries whim capital newly invades in search of 

------,------------------------------------------------'-----
26. Ibid., p. 203. 

2 ~ ' 

fn. Ibid., p. 006. 
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higher profits •. Labour-power will also tend to move on 

its own acoord. The rate of exploitation tends to be the 

same in all industries just as the rate of profit does. 

Marx suggests that it must be assuned -that the intensity 

of exploitation or the rate of surplu~value, are the same-, 

and that this pre- suppa ses obviously -a competition among the 

labourers and an equilibriun by means of their continual 
28 emigration from one sphere of production to another.-

Thus we find that the law of progressive increase 

in constant capital has its coimterpart in the law of 

equalization of profit. Tedlnological progress demonstrates 

the -equilib.irum of profit and dEmOllishes it again and again. 

The equal i ty 0 f th e ra te 0 f pro fi tis con tinuou sly di sturbed • 

Thus di sturbance and re-establiS'unent face eadl other 

every moment. The st«1onger the shift towards constant 

capital caused by progress, the stronger the instantaneous 

cotmteraction which transfers capital into the spheres wi th 

relatively mudl wage capital. 

---------------------------------------------------
28 • IbId ., p. 206. 



2.2 LAW OF ProFIT 

-- The growth of capitalien is possible only due to its 

passion for accumulating surplu~value. In capitalisn, it 

is not only a rule, but al SO the very condi tion that profi t 

should emerge". But the irony of the si tua tion is the very 

condition that sustained the growth of' capitalisn should 

inhibit its growth after a point and finally jolt it to a 

painful death. 

Marx predicts that ultimately the rates of profit 
o 

would decline in all industries ~dapting capitalist mode of 

production. This law is to capitalisn what the law gravitation 

is to matter; so ftmdamental and so important. Marx ha slot 

of faith on the effi ca cw of the law, and hap py over its 

discovery. In a letter to Engles, he writes -I am getting 

some nice developments. For instance, I have thrown over the 

whole doctrine of profits as it has existed up to now •••• 

The tendency of the rate of profit to fall as the society 

progresses. This idea already follows from what was shown 

in Book 1. on the change in the compo si tion of capital wi th 

the development of' the social productive forces. This is 

one of the greatest triumphs over the great stumbling block 
29 of all previous economies.-

--------------------------~-----------------------------

29. Marx- Engels Correspondence p. 244. 



Marx calls this law of falling tendency of the rate 

of profit a-s law of capitalign. "Simple as this law appears 

from th-e foregoing statements, all political economy has S) 

far tried in vain to discover it ••• the economists saw the 

problem and cuigeled their brains in tortorous attempts to 

interpret it. Since the law is of great importance for 

capitalist production, it may be said to be that mystery 

who se solution ha s been the goal of the entire poli ti cal 
30 economy sin ce Adam Sn i th ... 

Marx states this law" ••• the same rate of. surplus­

value would express itself tmder the same degree of exploi­

tation in a falling rate of profit because t he material 

growth of the constant capital implies also equal- albeit 

not in the same portion - in its value and consequently in 

that of the total capital • 

••• the gradual growth ef constant capital in relation 

to variable capital must necessarily lead to a gradual fall 

of the general rate of profit, so long as the rate of surplus­

value or intensity of. exploitation of labour by capital remain 

the same •••• the progressive tendency of the rate of profi t 

is ••• just an expression peculiar to the capitalist mode 

of production of the progressive development of the social 

30. Capital Vol., III pp. 249-50. 
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The important determinents of the rate of. profit 

are th .~ rate of surplu~v8lue -L and the organic composi tion 
v 

of capital c ; v • The quest for greater profits and 

necessacity of competition impell the capitalist to adopt 

labour- saving ma chineries which incres se the organic COIJPO­

sition of capital. As this composition increase~the rate 

of surplu~value remains iA constant and the rate of profit 

tends to fall. Marx has given an illustration to explain 

this.32 

Assuming a given wage and working day, a variable 

capital of £ 100 represents 100 employed labourers, the 

value of their total product is £ 200 and hence the surplus-

value produced is £ 100. The rate of surplus-value s -v is 

100 per cent. However, the rate of surplus-value expresses 

itself in different rates of profit depending on the different 

volumes of constant capital c and consequently of the total 

capi tal C, since the ra te of profi t 

s - . c 

If c = 50, and v = 100, then p' 

31. Ibid., pp. 252 - 154. 

32. Ibid., p. 247. 

= 100 = 
150 

• , 



lf c = 100, and v = 100, then ". = ·100 = 50~ • 
200 

, 

• c - 200, and v = 100, then p' = 100 = 33i • 
300 

, 

• e = 300, and v = 100, then p' = 100 = 25% • 
~OO 

, 

• c = 400, and v = 100, then p' - 100 = 20~ • t -
500 

At a certain stage of capitalist development, where 
c 

the organic composi tion of ¢apital, c:v was 50: 100, a rate 

of surplus-value of 100 per cent wa s expre ssed in a rate of. 

profit of 661 per cent and at a higher stage of economic 

development asstnDed c:v was 400:100, then the same rate of 

surplus-value was expressed in a rate of profit of. only 20 

per cent. In a less developed country in which the fonner 
. c 

composition of ~apital is the average, the general rate of 

pro fi t would be 661 per cent where a s in a country with the 
t 

laAter compo si tion of capital and a higher stage of develop.. 

ment, it would be 20 per cent. According to Marx" the 

di fference between the two national rates of profi t might 

disapoear, or even be reversed, if labour is less productive 

in the less developed country, so that a large quantity of 

labour is to be represented in a snaller quanti ty of the fi~ 
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commodities, and a larger excnange-value were represented 

in .a less use-value. Suppose the l!ibourer of. the less deve­

loped .country w~re to wprk ~ of the working day for himself, 

and 1 for the capitalist, then according to the above 
3-

illustration the same labour-power would be paid with 133t 

and would furnish a surplus of 66i only. A constant capital 

of 50 would corre spond to a variable capita I of 133t. The 

rate of surplus- value would amotmt to 661: 133t = 50 per cent, 
J93Y3 

and the rate of profit to 66! : 18i-, or apPl:"oxlmately 361- ;f:. 

per cent. 

Here, Marx assllDes certain conditions. In comparing . 

countries in different stages of development, it is incorrect 

to measure the level of national rate of pro.fit by, say, the 

level .of the national rate of interest because this interest 

is more than the profi t and this interest is largely 

determined by relations whim have no relevance to the rate 

of profit. The law of the falling rate of profit which 

manifests the same or even a hi@ller rate of surplus- value 

means in other words that any quanti ty of the average social 

capital comprises an ever larger portion of means of labour 
34 and an ever gnaller portion of living labour. Since the 

33. Ibid., p. 251. 

M. Ibid., p. 252. 



11 _~ 

aggregate mass of living labour working with the means of 

production declines in relation to the value of' these means 

of production, it follows that the unpaid labour and the 

portion of value in which it is expressed should a1 so decline 

as compared to the value of the total capital. In other words, 

an ever smaller aliquot part of the invested total capital 

is transformed into living labour . and thi s total capital 

absorbs in proportion to its magnitlJie less and less of 

surplus-value inspite of the fact -that the unpaid part of 

the labour applied may at the same time grow in relation to 
~ tl 

the Paid portion.'!' . The relative decrease of the variable 

and increase of the constant capital, however much both parts 

may grow in ab sol ute magn i tude, is, a s we have said, but 
1)..35 

another expression for greater productivity of labour. Let 

a capital of 100 consist of 80 c + 20 v. Let 20 labourers 

work. The rate of surplus-value is 100 per cent. Let the 

capital 100 in a less developed country be 20 c + 80 v. 

And 80 labourers work. Everything being equal, the 

labourers in the first case produce a value of 40 and in the 

second 120. The first capital produces 

80 c + 20 v + 20 s = 120. 

rate of profit is 20 per cent 

35. Ibid., p. 253. 
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The second capital produces 20 c + 80 v + 40 s = 140 

rate of profi t is 40 per cent 

In the· ·second case, the rate of profit is double as much as 

the first, although the rate of surplu&-value in the first 

is 100 per cent wherea s in the second it is only 50~per cent. 

What applies to any given mass of labour and surplus­

labour applies to a growing number of labourers. If, the wor­

kers increase frow 2 million to 3 million, the variable capital 

invested in wages also increases to 3 million from 2 million 

and if the constant capital alro r2lises from 4 million to 

15 million, then tmder the above assll11ptions, the mass of 

surplu&-labour and of surplus-value rai ses by 50 per cent 

i.e. from 2 to 3 million. Inspite of this growth of the 

absolute ma ss of surplus- labour and hence of surplus - value 

by 50 per cent the ratio of variable to ronstant capital 

would fall from 2 : 4 to 3 : 15 and the rate of surplus -

value to total capital. 

I 4 c + 2 v + 2 s ; C = 6, p' = 33t tJ! 

I I 15 c + 3 v + 3 s ; c = 18, p' = 1S! % 

Even though the mass of surplus _ . value has increased by 

50 per cent the rate of profi t has fallen by 50 per cmt. 
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Marx gives 'few causes which would counter the falling 

tendency of profit in the short rtm. We can discuss these 

causes .in a subsequent section. Marx 1s emphatic in ascer. 

taining that the -rate of profi t will fall in the leng rur:'.36 

Now let us turn towards tmderstanding the various 

factors whid1 favour the operation of the law. 

36. I.bid., p. 269. 



2.3 FAVOURABLE FACTORS 

__ Every economic ~stem is constantly at flux. Everything 

is changing and only lIDcilangeable thing is change itself. 

Hence a theoritical model purposed to study sum a system 

should take note of various variables which are mutable. 

Marx is completely aware of such phenomena though he ha s not 

made an attempt to comprehend them. 

Certain relationf:hips wi thin the Marxian theories 

of capital circulation, capital accumulation, profit, price, 

rent etc., are strengthened, at times are weakened; any way 

dlanged. For instance due to constantly changing values of 

the variables, the ca-pital structures are subjected for 

variations. Such variations do bring about decisive impact 

on the rate of profi t. The significant aspect of the forces 

which act to bring modifications is that they are not 

pa ssing phenomena to be bothered only at a parti eular point 

of time. They are deep- sea ted and dog the economy a s long 

as it tends to grow. For our purpose, it is adequ!!te to 

consider the influence on the rate of profit of changing 

values of 

(a) capital turnover 

(b) of merchant's capital 

(c) of variable and constant capital and 

(d) of distrIbutions of profIt. 
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a. CHANGING VALUES OF CAPITAL TURNOVER 

It signifies that due to time's span needed for 

turnover, not all the capital can be utilized in the process 

of production. Certain portion of the capital lies unuti­

lised either in the form of money capital, of raw material 

supply, of finished COImIlodity etc. The capital in avtive 

production i.e. in the appropriation of the surplus-value 

aoo the appropriated surplus-value is always lesser to the 

same extent. The roorter the period of turnover smaller is 

the idle portion of capital. 

The important means of reducing the time of production 

is higher labour productivity which is identical wi th indust­

rial progress.37 

Marx di stingui shes two rates of profit, the general 

and the annual, in connecting rates of pro:ri t to dlanging 

organic compo si tion of capital. Marx wr! tes "We cannot 

compute the rate o! profi t on any output of commodi ties 

we choose eg. a weekly output but that 

IN + V 
C 

here represents the surplus-value produced during the year 

37. 

===== 

For detailed discussion: See CBpital Vol. II Chap. XV 
"The Turnover of variable capital', and Capital 
Vol. II I Chap. IV. "The Eft act of the Turnover on 
the Rate of Profi t ... 
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to the capital advanced during the year (i.e. As distinct 

from the capital turned over). The formula 

c + v 

stands here, therefore, for the annual rate of prof!t-.38 

Marx think s that the progre ss of cap! tali gn nece ssarily 

involves continuing enhancement :In the nllDber of capital 

turnovers per year. 

WI'he circl.IIlstances which augument the product of the 

individual working day such as cooperation, division of 

labour, Employment of machinery, shorten at the same time 

the working period of connected acts of production. Thus 

machinery shortEnS the building time of houses, bridges, 

etc; a moving and threshing mam1ne etc. shorten the 

working period required to tran sfo nIl the ri ch grain into a 

fini~ed product. Improved ship building reduces by 

increa sed speed the time of turnover of capi tal invested 

in navigation-.39 Because of improved transportation, it 

could be possible to reduce the stock of inventories, the 

mon~ locked up in non- surplus-val ue producing capital. 
40 

On this ground al so, profit rates would be increased. 

38. Marx- Engels Correspondance p. 242. 

39. capital Vol. II p. 267. 

40. Ib~., p. 291. 
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In addition, Marx brings forth an interesting prediction 

-the day is not far di stant when, by a combination of 

railway-s and steam ve ssal s, the di stance between England 

and India mea sured by time, will be shortened to 8 day s, 

and when that once fabulous cotmtry will thus be actually 
\141 

annexed to the Western world. 

The reproduction of a given magnitude of industrial 

capital is defined as a turnover, t • The number of 

turnovers per year is measured by 

n = 1 
t 

capital turnover n, connects the value of the capital 

advanced in the year, Ko, to the val ue of the capi tal 

utilised during the year, Ke. 

!(e = 4< 

The surplu~value depends not on the value of the capital 

advanced in a year but upon the value of the capital actually 

utilised. Marx elaborates this point. "Now let us select 

a capital A composed off 80c + 20v = 100 K . Let this have 

41. On BrItain p. 387. In the days of Marx, the journey 
fiom Rri tain to India took about 4 months. Marx 
wrote t h is well before the war of Plassey which laid 
t h e fotmda tion stone of Bri ti31 Enpire in India. 
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a rate of surplus-val ue of 100 per cent let it be turned 

oveI:' twice per year. The annual product, then is 

But for the purpose of ascertaining the rate of profit, we 

do not cal culate the 40s on the turnover capital of 200. 

We calculate it on the advanced capital of 100 and we 

obtain thus a rate of profit of 40 per cent. 

Now let us compare this with a capital of B composed of 

160c + 40v = 200 K, 

which has the same rate of surplus-value, 100 per cent but 

which is turned over only once a year. The annual product 

of this capital is the same Sos that of At viz. 160c + 4<\, + 

40 8 • Rut the 408 in this case are to be calculated on an 

advance of capital amounting to 200 so that the rate of 

profit of B is only 20 per cent or one half of that of A ... 42 

Marx, while establi shing the general relation ship 

between increa sing organic compo si tion of capi tal and capital 

turnover makes the following assLnDPtions.43 

42. Capital Vol. III p. 87. 

43. Capital Vol. II P.210. 



1. Ko -= 
2. c = 

3. v = 

100000. 

80000 

20000 

11: 

c. 
4. Depreciation of C = 10~ 

c. 
So out of 80000 ~, 8000 every year forms the constant capital 

used in production. 

5. n = , 5. 

So the constant capital per tum over per year is + of' 

8000 i.e. 1600. 

6. -!.- = 100. The annual structure of production, 
v 

according to Marx, assumes the following form. 

First t • 1600c + 2000Q v + 20000 s • 

Second t • 1600c + 20000y + 20000 s • 

Third t • ~. 1600c + ,2000Ov + 20000 s 

Fourth t ,. 1600c + '2000Ov + 20000 s • 

Fifth t • 1600c + 2000Q" + 20000 • s 

---- ---------------------
Annual 80eoc + 100000., + 100000 s 

~---------------- ---------

The total capital advanced 1s 100000. 

The total capital employed is 108000. 
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The total annual surplus is 100000. 

The annual rate of profit is 100 %. 

c: 
If 10,000 rt is increased and put to the production, 

the organic composi tion of capital increases from 

80000 
80000- + 20000 to 90000 

90000 
,. 

+ 20000. Marx further asstmles that the number of 

turnovers increases from five to six. In that case, the 

constant capital per turnover would be -1_ of 10 per cent 
6 

of 90,000c. That it to say, 1500 c. Then the structure 

production would take a different -fom. 

First t • 1500c + 200°Ov + 20000s • 

Second t • 150Oc + 20000y + 20000s • 

Third t • 150Oc + ,\ 2000Oy + 20000 8 • 

Fourth 't • 1500c + 20000v + 20000s • 

Fifth t • 1500c + 20000v + 200008 • 

Sixth t • 1500c + 20000v + 20000s • 

--
Annual· 9000c + 12000~ + 1200008 

--
The total capital outlay in thi s case is 120000. 

The total Capital employed is. 129000. 

of 
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The total annual surplus-value is 

The annual ra te of pro fi tis 

120000. 

109 per cent. 

In bri~, although the total capital outlay increased 

at the rate of surplus-value, the annual rate of profit 

increased from 100 to 109 per cent. This enhancement, 

obviously, is due to the increase in the number of capital 

turnovers per year. 

b. CHANGING VALUES OF MERCHANT'S CAPITAL 

Merchant capital stripped of all hetrogenous functions such 

as transporting, distributing etc. creates nei ther value 

nor surplus-value but acts as middleman in their realisation. 

In other words, merchant capital is a capital which shares in 

the profit without participating in its production.44 The 

relation of merchant's capital to surplus-value is different 

from that of industrial capital. The latter produces 

surplus-value by directly appropriating the unPaid labour 

whereas the former appropriates a portion of this surplus­

val ue by having thi s portion tran sferred. from industrial 

capital to itself. The formation of a general rate of 

profi t re suI t s from industri al capital and their compe­

tition which is later corrected, supplemented and modified 

44. For a detailed discussion, refer Capital, Vol.III, 
Chap. XVII ·Commercial Pro fi t·. 
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by the intervention of merchant's capital. However, in the 

course of its historical development the process is reversed. 

It is tl1e commercial capital which first decides the prices 

of com modi tie s by and large in con son an ce wi th their ~alues 

and it is in the sphere of circulation, a general rate of 

profi t ini tially takes shape. Hence it is the commercial 

profit at the earlier stage, which detennines the industrial 

profit. This continues till the capitalisn has grown up 

and the producer himself has become mercl\ant and then the 

commercial profi tis reduced to that "aliquot part of 

the total surplus-value falling to the share of merchant's 

capital as an aliquot part of the total surplus-value falling 

to the Ebare of merdlant· scapi tal a s an aliquot part of the 

total capital engaged in the social process of reproduction ... 45 

Just as industrial capital realizes only such profits as 

already exist in the value of commodities as surplus-value, 

merchant capital reaps · profi ts only because the entire 

surplus-value or profi t has not yet been fully realized in 

the price charged for commodities by the industrial capitalist. 

The merchant· s selling price exceeds the purchase price not 

because the fonner exceeds the total value, but because the 

latter is below this value. 

45. Ibid., p. 340. 



Merchant' s capital, thu s, Parti cipates in levelling 

surplus-value to average profit, even though it does not 

participate in its production. Consequently, the general 

rate of profi t contains a deduction from surplus-value due 

to merchant's capital. Hence a deduction from the profit 

of indu stria 1 cap ita 1. From the above di scu ssion, the 

following would be deduced. 

(A) The larger the merdlantt scapi tal in proportion 

to the industrial capital, the smaller is the rate of indust­

rial profit and vice versa. 

(B) The rate of profi tis always lower than the rate 

of the actual surplus-value. (it always tmderstates the 

intensity of exploitation) The average rate of profit 

of the capitalist expresses a rate of profit smaller than 

it actually is. Marx illustrates this. -If ••• a capital 

of 720c + 18C\, + 180s , assisted by a merchant's capital 

of 100 produces a profit of 162, or 18% for the industrial 

capitalist, h€!lce implying a deduction of 18, then, but for 

thi s independent merchant' s capital, the additional capital 

required would probably be 200, and we Should have a total 

advance by the industrial capitalist of 1,000 instead of 

900, Which, based upon a surplus-value of 180, ,"ould yield 

a r ate o f pro fit of on ly 16 11 %" .46 

----------~----------------------.--------------.------.----
46. Ibid., p. 343. 



c. CHANGING VALUES OF VARIABLE AND CONSI'ANT CAPITAL 

As the capitalist economy progresses, a series of 

both quantitative and qualititive Changes affecting the 

valuables, i.e. constant and variable capital in the 

organic composition of capital, take place. The qUalitative 

changes are di scernable on 

(i) the values of raw material 

(il) the values of labour-power and 

(iii) the values of capital appreciation and depreciation. 

(i) THE VALUES OF RAW MATERIAL 

The raw material segnent of commodi ty values ri ses 

with increas1ng organic compositions of capital.47 

Since the rate of profit is --L or s ,it is 
c c+v 

obvious that everything caus1ng a variation in the magnitude 

of c and thereby of c ~ould also bring a variation in the 

rate of profit, even if s and their mutual relation 

rena,in lUlaltered. Now raw materials are one of the principal 

components of constant capital. Even in industries which 

consume no raw materials, these enter as e.xcillary materials 

or components of machinery and oonsequently, their price 

47. Capital Vol. I p. 682. 
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fluctuations influence the rate of profit. If the price 

of raw material falls by an amount, d, then -L or s 
c c-;;V-

fe-d) + v 
s Thus the rate of profit becomes s 

' '' -c';;'--d~ 
or • 

ri sese Conversely if the price of raw material fall s by 

an amount that is equal to d, then 

s --- or v 
s 

c +v 
, becomes s , or s 

c + d 

and the rate of profit falls. Other conditions being 

equal, the rate of profit falls and increases inversely to 

the price of raw material.48 

The value of raw materials enters into the value of 

the product in the manufacture of which they are consumed 

while the elements of fixed capital transfer their value 

, 

to the product only in proportion to their wear and tear. 

Even though the rate of profi tis decided by the total value 

of the capital applied irrespective of the quant1ty that is 

conSllDed in the making of the product, the price of the 

product is influenced far more by the price of raw material 

than by fixed capital. The price of the product does not 

rise or fall in proportion to that of the raw material. 

The qu~ntity and value of the machinery increase with 

48. Capital Vol. III pp. 12~~7. 



the enhancenent of labour productivi ty but lesser to the 

proportion of the productivity i.e. not in the proportion 

in whicp machinery increases its output. In these industries, 

the iIicreasing labour productivity is expressed in the 

proportion in which a larger qU8nti ty of raw material s 

absorbs a definite quantity of labour. Hence the increasing 

amount of raw material is converted into products. Thus the 

value of raw material constitutes an ever-increasing 

component of the value of the cormnodi ty product in proportion 

to the development of the productivity of labour. It is 

because in every aliquot part of aggregate product, the 

portion representing depreciation of machinery and the 

portion formed by the newly added labour- both continually 

decrea se. 49 

Due to such a falling tendency the other sectfon of 

the value representing raw material increases proportion­

ately unless this is neutralized by a proportionate decrease 

in the value of the raW material s emerging from the' increa­

sing productivity of the labour. 

Like wages, raw materials constitute parts of circu­

lating capital and hence need to be replaced by the sale of 

the product. This indicates how a rise in the price of 

-
49. Ibid., p. 129. 



raw material can retard or arrest the entire process of 

reproduction if the price obtained by the sale of commo­

di ties .1s inadequate to replace all the ele:nents of these 

commodi ties. 

(ii) THE VALUE OF LAEO~POWER 

The metamorphosis f'rom manufacture to machinery brought 

about two important qUaihitative changes in the mode of produ-

ction. 

1. The use of machine 

2. The replacerrent of' Human motive power by mechanical 

power. 

Before the advent of' machinery, the quantam .of pro­

ducts produced depended only upon the efficiency of the 

worker weilding the tool. The introduction of machine in the 

realm of production brought out a situation in which the 

number of tools that oould be operated was not confined to 
50 

workers' "bodily organs·. The substitution of mechanical 

power for htman power is an essential factor to the develop­

ment of machin'e. This released the productiveness 'of the 
51 

machine from limitations of htman strength. In fine, the 

50. ~pital Vol. I P. 408. 

51. Ibid., p. 412. 



contrast of the rple of labour before and after the intro­

duction of machinery is startling. Thanks to machinery, 

the command of the situation by the labourer is reduced 

to a larger extent. He is no more the master of the 
52 \t • 

situation. Owing to the extensive use of machinery and 

the division of labour, the work of the proletariate has 

10 st all the individual d1aracter and consequently all 

cham for the worl{man. He becomes an appendage of the 

machine and it is only the most simple, most monotonous 
, 53 

and most easily acquired knack that is required 'of him". 

Marx says that in manufacture the workmen are not more than 

parts of a living machanisn. "The special skill of earn 

individual insignificant factory operative vanishes as an 
54 

inf1nitislmal quantity before the science." 

The advent of machinery brings forth a lot of changes 

in the rocial structures., The family, purely social rela­

tionship between man and Wife, parents and children, derived 

hues from the existing mode of production.55 

52. ~., p. 415. 

53. Communist Manifest£ p. 18. 

54. Capital Vol. I, P. 462. 

55. For a detailed discussion see Gennan Ideo!Q.gr pp. 17-.l8. 
Also refer Communist Manifesto p. 32. 
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After indulging on such issues which have wider rami-

fica.tions, Marx gives the general production that as modern 

industry develops the value of labour-power declines. 

The value of labour-power is decided by the sub-

si stence of the family. Wi th the introduction of machinery 

woman and child labour are also utilised in the factory, 

since, as we have already seen, the muscular strength is 

replaced by mechanical force. Inclusion of women and child-

ren in the labour force gives more than one earning member 
56 

for a single family. Thus the qualitative changes in the 

labour component of the capital composition enhance relative 

surplus-value and thereby the rate of profit. As long as 

industry expands"" this tendency to increa se the rate of profi t 

would linger. 

(iii) THE VALUES OF CAPITAL APP RECIATION AND DEPRECIATION. 

Lengthening the working day ensures greater utili­

sation of constant capital. This enhanced rate of capital 

absorption into the process of production decreases the 

co st of capital depreciation and thereby affects the quantam 

of surplus-value. The concepts, appreciation and depre­

ciation are self-explanatory. As a result of certain general 

56. Capital Vol. I, p. 431. 



economic conditions, a given capital increases or decreases 

in value. The value of a capi tal invested in production 

either rises or falls, irrespective of its self-expansion 

by virtue of the surplus-labour employed by it.57 APpre-

ciation and depreciation may affect either constant or 

variable capital or both and in the case of constant ca.pital 

it may, in turn affect either the fixed or the circulating 

portion or both. If the value of labour-power increases due 

to a ri se in the value of the means of subsistence required 

for its reproduction or falls due to a reduction in their 

value, a decrease in surplus-value corresponds to such 

appreciation and an Innrease in surplus-value to such 

depreciation • . This holds good provided the length of the 

working day remains the same. 

I f wages fall in con sequence of a depreciation in the 

value of labour-power (which may even be extended by a ri se 

in the real prdce of labour) a portion of the capital 

hitherto invested in wages i.e. variable capital, is 

relea sed. In the ca se of new inve stments of capital, this 

has the effect of its operating with a higher rate of 

surplus-value. It takes less capital than before to activise 

the same quanti ty of labour and thus the unpaid labour 

57. capital, Vol. III p. 138. 
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increases at the expense of the paid portion. However, in 

case of already invested capital, not only does the rate 
!lA-

of surplus-value increase, but a portion of the val-ttable 

capital is alro . freed which could be used as a new investment. 

Let us assume, that £ 500 per week were required at 

first to employ 500 workers and that now only £ 400 are 
58 

required for the purpose. If the quantity of value produced 
• 

in either case is equal to £ 1000, the amount of weekly 

surplus-value in the .first case is equal to £ 500 and the 

rate of surplus -value 500 is equal to · 100 per cent. 
500 

But after the wage reduction the quantity of surplus-value 

£ 1000 minus £ 400 is equal to £ 600 a~ its rate 600 is 
400 

equal to 150 per cent. This increase in the rate of surplus-

value is the only effect for one who starts a new enter­

prise in this sphere of production with a variable capital 

of £ 400 and a corresponding constant capital. Rut if this 

occurs in a bUsiness already in operation, the depreciation 

of the variable capital does not only enhance the quantity 

of surplus-value from £ 500 to £ 600 and the rate of 

surplus- value from 100 to 150 per cent but free s £ 100 

of the variable capital for the further exploitation of 

labour. Hence the same amount of labour is being exploited 

58. Ibid., Pp. 136. 



and not only that; the release of £ 100 helps to exploit 

more labourers than before at the higher rate wi th the sgne 

variable capital of £ 500. 
\ 

The situation could be reversed. Suppose with 500 

employed workers, the original proportion in which the 

product is divided 400v + 600s = 1000, making the rate of 

surplu~value, 150 per cent. In that circunstance, the worker 

receives r+ per week. If 500 workers cost £ 500 Per week, 

due to an appreciation of variable capital, eaCh one of them 

will receive a weekly wage of £ 1 and £ 400 can employ only 

400 workers. If the same number of workers as before is 

anployed, 500v + 500s = 1000. The rate of surplu~value 

would fall from 150 to 100 per cent which is one. third. In 

the ca se of new capital the only effect would be thi slower 

rate of surplus-value. The rate of profi t would have als:> 

fallen, if other conditions being equal. For example, if 

c = 2000 we have in first case. 

2000 c + 40C\, + 600s = 3000. 

The rate of surplu~valueJ 150~ 

The ra te 0 f pro fi t J 600 = 25% 
MoO 

In the second case: 

2000c + 500y + 500s = 3000 

Then the rate of surplus-value= 100 % 



The rate of profi t 500 
--as 00 

= 20 ~ 

In the case of already invested capital, there could be a 
. . 

dual effect. Only two workers would be employed wi th a 

variable capital of £ 400 and at a rate of surplus-value 

of 100 per cent. - They would, t herefore, produce an aggre­

gate surplus-value of only £ 400. Besides, since a constant 

capital of £ 2000 requires 500 workers for its operation, 

400 workers can put into motion only a constant capital of 

£ 1600. For production to oontinue on the sSlDe scale, so 

that one-fifth of the madl1nery does not stand idle £ 100 

must be aclde:i to the variable capital in order to employ 

500 workers as before. This can be done only by tying up 

hitherto di spo sable C8 pi ta 1, so tha t the portion of the 

accunulation pur po sed to extend production serves merely to 

stop a gap or to an addition to the old capital from a 

portion reserved for revenue.59 More capital is required 

to Employ the same nunber of workers and at the same time 

the surplus-value produced by each wol'ker is reduced. 

59. 
\\ 

Marx explains three types of capital depreciation. 

By the tie-up of capital we mean that a certain 
portions of the total value of the prodpct must be 
reconverted into elenents of constant &':f variable 
capital, if production is to proceed on the same 
scale.- ~., p. 131. 



(a) circulatory, direct phYsical consumption of capital in 

the production process (b) non~use, capital "idleness."60 

and (c) . . moral laws of exchange-value "ei ther by machinery of 

the same sort "being produced cheaper than it or by better 

machines e~ter1ng ·into competItion with it.
61 

Circulatory 

depreciation differs directly wi th the working day while 

non-use and moral depreciation vary inversely to it. 

Moral depreciation dm is mea sured 
by 

dm = c1 - c2 

where c1 is the value of the machine at the beginning of the 

process and c2 is the value of the new machine introduced 

during the production period.62 

Thi s ob sol scence is in serted into the equation of 

profit rate as an additional capital charge on production. 

= s 
c + v -+ dm 

60. Marx defines non-use depreciation "constant capital ••• 
only exists to absorb labour ••• while they fail to 
do t his, their mere existance causes a relative loss 
to the capitalist, for th~ represent during the 
time they lie fallow, a useless advance of capital 
and this loss becomes positive and absolute as soon 
as the intermission of their enployment necessa­
cltates additional outlay at the recommencE=mf?l1t of 
wo rk " • Ca pita 1 Vo 1. I p.. 28 2 • 

61. Ibid., p. 442. Also refer I..e~d., p. 631. 

62. ~., p. 282. 



By this charge, the rate o:f profit is reduced. 

Obviously speedier the introduction of teChnology 

into the_ economy the higher will be the di spari ty between 

new and prevailing techniques. Consequently, the rate of 

profit will decline with greater rapidity. 

d. aIANGING VALUES OF DISI'RIBUl'IONS OF ProFIT. 

The economies of distribution accotmts for the sharing 

of the wealth produced by a community among the agents which 

have been active in production. The theory of di stribution 

is just an extension of the theory of value. Labour is the 

one and only a gent tha t crea t. exchange-value. However, 

according to Marx, nowhere injustice is so naked and tmashameed 

than in the field of distribution. As a result, profit, 

resultant of the productiveness of labour, is shared by 

industrial capitalist, merchant capitalist and land owners, 

tmder the rubric of profi t, interest and rent. According to 

Marx, rent, interest and profit are not organically different 

from each other. They are chips of the s~e block. These aM 

similar allied issues have been di scussed • 

A redistribution of profit among industrial capitalist, 

merchant capitalist and land owner affects the rate of 

capital accLmulation and thereby causes a change in the 

general rate of profit. Even though the ultimate decline 

in the rates of return to all surplus-receiving segment of 
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the society is inevitable, the degree of decline among them 

may differ. The rate of pro fit due to industrial capi­

talist, . . atleast during some phases of capitalistic develop­

ment may actually increa se or remain constant or decline 

slowly than the rates of interest and rent. In brief, the 

degree of decline in profit is far Ie sSer than in interest 

and rent. Now let us have a cursory analysis of the declining 

rates ' of rent and interest. 

(A) DECLINING RATE OF RENT: 

Ground-rent is consisted of 2 components (a) diff eren­

tial and (b) absolute rent. The magnitude of absolute 

rent is decided by the monopolisation of land and lesser 

organic composition of capital invested in agricultural 

industry. This low organic composition of capital is due 

to slackning pac~ in the introduction of innovations in 

agricultural industries.63 This gap is by and large reduced 

due to the impact of science and technology on agricultural 
64 

industries. Even though agri cuI ture receives lesser share 

of technology than industry, its productivene ss is not 

lagging behind. -In the sphere of agriculture modern industry 

63 • Ca pita 1, Vol. , I I I, p. 88 2. 

64. Marx- Rlgles Correspondance p. 132. Also refer 
~pltaI Vol. III, p. 897. 
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h a s more revolut1onary e ffect than elsewhere .65 

The di fferential rent depends on the varying produc­

tivi ties of lan~ capital investments. Whether the total 

productivtness of land rises or declines is immaterial. Only 

the distribution of , land capital among the varying ferti­

lities of soil is pertinent. If the product per unit of 

land-capital between ~he superior and inferior soil s declines, 

as more capital is invested in agriculture, di f ferential 

rent decline s. Thus, in agri cuI ture a s in money capi tal, 

there is a persistant tendency for the rates of return to 

decline. 

(B) DECLI NING INTEREsr RATES 

In general, the ra te of interest depend s on the 

prevailing rate of profit, and the relative intensity of the 

demand for and supply of loanable ftmds. The rate of prof1 t, 

of course, sets the ceiling. As there is an unfailing 

tendenc:y for the rate of profit to decline, Marx says that 

-th e fall in the interest on money is a necessary conse-
1/6 

quence and result of industrial capitalisn. 6 

Marx finds no general law o'r tendency to detennine 

the interest rates. There is no natural rate of interest 

65. Capital Vol. I, p.554. 

66. Economic and Philo sophic Manuscripts of 1~4, p. 12'7. 



and it is as much a purely empirical fact Wbelonging to the 

realm of accident as the divi sion of the share of common 

profi t of some corporative bUsiness among di fferent share-
6? 

holders by percentages". If a compari son is m.9de between 

capitalisn and earlier economic systems, the declining rate 

of interest will be more visible. According to Marx, India 

is a country, ..... were th e ryot manages his fann a s an 

indepmdent producer, whose production, strictly so called 

is not yet under the complete :sway of capital, although the 

usurer may not obly rob him of his entire surplus-labour by 

means of interest but alro curtail his wages, to use a 

capitalist tenn. For the interest of such stages comprises 

all of the profit ••• instead of merely expressing an aliquot 

part of the produced surplus-value, or profit, as it does 

in countries with a developed capitalist production ... 68 

To sun up, a falling rate of profit does not express 

a fall ing rate of surplus-value, 1.IDle ss the proportion of the 

value of ·the constant capital to the quanti ty of labour­

power which activises it remin¢.s unaltered. Or in other 

word s the amount of labour- power rai ses in relation to the 

value of the constant capital. 

------------------------------------------------------------------------
f!7 • Ca pita 1 , Vo 1 • , I I I, p. 428. 

68. Ibid ., p. 252. 



The acceleration of the accumulation of capital and 

a decline in the rate of prof"it are different expressions 

of the same process but only in so far as both reflect the 

development of productiveness. Accumulation hastens the 

fall of the rate of profit since it implies concentration 

of labour on a large scale and a higher composi tion of 

capital. A fall in the rate of profit, in turn, hastens 

the concentration of capital. "This accelerates accumula-

tion with regard to mass, although the rate of accumulation 
6'9 

fall s wi th the rate of profit·. 

Thus given a sufficient accumulation of capital and 

the intensity of exploitation, the creation of surplus-value 

is limited only by the labouring population. 

69. ~., p. 283. 



2.4 C QUNTERACT ING CAUSES 

Bven though Marx a s serts the la",' as an inevitabil i ty, 

he ~ e numerates six counter acting c auses which "thwar t a nr.al 

the effect of the general law of the f~lling r ~te of profit 
70 

l eflving to it merely the character of a tendency". 

( A ) hAI SING THE I l'JTENS I TY OF EXPLOIT i-L:IOi\l 71 

l 'he degree of exploitation of labour, the appropriation 

of surplus-labour and hence sur plus-value, is intensified by 

lengthening the working day and intensifying labour. In his 

o.iino passion for surplus-v alue, the capitalist over-steps 

not only the moral but even the merely physical maximum 

bound s of the working day. The c a.p ital ist has h is own view 

of ultima thuli. 1\11 his concerns are simply the maximum 

labour-power that can be rendered fluent in a lJ'orking day. 

There are many way s of inte ns ify ing l a bour - power \o,h ich imply 

an increase of const ant cap ital. There are other aspects of 

inte nsification, such a s the greater machines which consume 

more r aW ma ter ial and wh ich do not affect the re l a t ion of it s 

v 1.lue to the pr ice of the labour which sets it in motion. But 

of all these, the prolongation of the working day which 

measures the mass of appropriated labut.ll' ".1 ithout altering the 

propor"tion of the labour-power to the constflnt capital set 

i n lliO t ion by it. 

7() . Cap ital, Vol., III, p. 272. 

71.. efer Ca pital, Vol. I, Chapj;-ei' XVII, "Ch a r:ges of magnitude 
in the pr ic e of Labour-powe r and ir. surplus-value", pp. 
568 - 81. 
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harx, here, includes both the lengthening of the. 

working day a r:d split of' the system. An exterlSl0n of the 

w.orking day enhances the sur plus-labour time without a corres­

pond .inc; increase in the I necess3l'y-18bour-time'. The ratio 

~ or in other words Sl is raised. If the lengthening of 
v 
the working day leads to an additional worksheet, even then 

Sf would increase markedly tha n the organic composition of 

capital. Similar results are obtained ",hen the speed of the 

machines is increased. l-i.arx, in almost modern terminology 

72 talks about the development of technology. In manufacture, 

the revolution in the mode of production begins with the 

labour-povJer but in capitalism it begins with instruments of 

l a bour. A rad ieal cha nge in the mode of product ion in one 

sphere of industry involves a similar change in other spheres. 

" ' odern industry", says Marx, "h3.d therefore itself to take 

in hand t h e machine, its characteristic instrument of , 

production, a r_d to construct machines by rnac 1:~ines".73 In 

manufacture, ,;he organization of the social process :ts 

purely subject ive, it is a blerd of detail labours. In 

wodern industry, the productive orgar.ism is more objective, 

in Ylh ich the labourer is reduced to a mere appe nqage to an 

already existing material condition of production. It raises 

t he productiveness of the labour to a mag nificient magnitude. 

72 . Ibid ., Ch p~ XV, " l·J.ach inery a nd 1 0dern Industry", 
pp . 405-556. 

73. Ca pit al, Vol. III, p. 42 0 . 
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1evertheless machinery like any other part of c onst a nt cap1tal, 

creates no new value but yield s up its own value to t h e product 

that it serves to procre 2cte. A det a iled discuss ion on this 

J O int is done elsewhere. Here it is suff ice to s ay that 

even though machine Can do more work tha n a huma n being, 

it, instead of acting to help the l a bourer, becomes an 

instrument of intensific a t j.on. The mas s of sur plus-v F1lue 

produced by a qc a pit a l of a g iven magnitude is the result of 

two f actors ,the r a te of sur nlus-va lue a nd the number of 
74 

labourers employed. At a g iven r atf' of sur plus-value it 

therefore depends on the number of l abourers am at g iven 

number of labourer s employed it de pe r:d s on the r ate of 

sur plus-va lue. In other words, it de pends on the composite 

ratio of the absolute magnitudes of t he variable capital and 
75 

the rate of sur plus-value. The same factors which enhance 

the rate of relative sur plus-value lower the ma ss of the 

labour-power. This would occur, asserts lJlarx, depending on 

the definite proportion in which tn i s conflicting movement 

obtains. Further the tendency towards a reduction in the 

rate of prof it is we ake ned by arise in the rat e of absolute 

sur plus-va lue that originates with the lengthening of the 

wor k ing-day • 

74. For a detailed discussion see, C8o ital, Vol. I, 
ChA.p~ XV I, " Absolute and Rela tive Sur plus­
Va lue ", pp . 557-$67. 

75. Cap it al, Vol. I I I, pp . 274. 
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The rise in the rate of sur plus-value is a factor 

which determines the mass of sur plus-v?luE' and consequently 

"the rate of profit also, under the circumst a nce s in ,,"h ich 

the· ·const a nt c ap ital is either not incre a sed or not propor­

tionately in relation to the variable' c a pit al. These 

counteracting circumsta nces do not abolish the general law. 

But on the other hand it makes the l8.w mere a tendency, the 

law whose efficacy and enforc e ment are checked, retarded and 

weakened. 

(B) DEP ESSION OF WA.GES BELOW l'Hl!i VALUE OF LAH OUR-POWER 

It is one of the most important factors checking the 

tendency of the rate of profit to fall by increasing the rate 

of surplus-value even though l'1arx makes only a passing 

reference to it. This factor, he remarks, "has noth ing to 

ao with general ana lysis of c~pital but belongs in an 

ana lysis of competition which is not presented in this 

work.,,76 

As machinery dispenses with mascular power, it becomes 
77 

q. means of employ ing labourer s of "slight muscular stre ngth" • 

The labour of wome n and ch ildre n was therefore sought for 

by capitalists. The value of labour-po\oJer was decided not 

only by, the labour-t ime nece ssary to ma int A. in the ind iv 1dual 

I 

76. 1 bit]., p. 276. 

77. !arx d iscusses this point in detail in Chapter XV, 
Sect ion a "The Prox imate Effects of }lachinery on 
the \vorkman", ~pital, Vol. I, PP . 430~56. 
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adult labour, but a lso by tha t nece ssary to ma int R. in his 

" 

family. .M.achj_nery by throwi ng every me.mber of that family 

t o tne l a bour market, spreads the v a lue of man's l abour­

power over h is whole family. 1' 0 buy the labour-power of a 

family of say 5 lIJOrkers may cost the capit alists more than 

it did to purchase ~he labour- tJower of the head of the family 

but in return five days' labour take s the place of one am 

their price fa~ls in proportion to the excess of the sur plus­

labour of five over ,the surplus-labour of one '. Now the 

fam ily of five in order to eke out their life, have not only 

to l a bour but exp.qnd sur plus-la bour for the c a.pita.list. 78 

Thus the machinery, while augumenting the huma n materiRl that 

forms the principal object of capital's exploiting power, 
.. 

at the , same time raise s the degree of ex plo it at ion. 

Th i s leads Marx to conclude "by the excessive addition 

of women and children to the r a nks of the workers, machinery 

at l a st breaks down the resistance wh ich the. male operat~ves ••• 

co nt ~nued to o ~-' pose (to) t h e des potism of c a pital" .79 

(C) CEEAPEN ING OF THE ELEIv1E't':TS OF C ONST ,\NT CAPrI'AL 

Th is c oost itute s a fasc inat ir:;g exerc ise on the 

technology of Ca pital-saving investn;ent. Here various factors 

78 . Here Marx cite s from Th. de QU incey The Log ie of Po11t ieal 
Economy ( Lo nd on~ p. 147. Ca pital, Vol. I, p. 4310 
" The rrumeric e l i ncre a se of labourers has been great, 
through t he growi ng substitution of fema ble for male 
a nd above all of eh i ld ish f or adult l abour. Three g irls 
of 1 3 a t wages of fro m 6 shill ing s to 8 shD ling s h ave 
re pl ac ed one man of ma ture age, of wages varying from 18 
t o 4 5 sh ill:1 ng s". 

79 . Q,aDital, Vol. I, p .440. 



14 ~: 

are discus sed wh ich te nd to inc re ase the r ate of pr of it by 

lowering the organic composition of capital. The incre a sed 

use of mach inery and r is ing produc t iv 1ty of labour reduc e 

the ·iT value per unit of constant capital. "In this way, the 

value of the constant capital, a.lthough continuously increasing, 

is prevented from increas iog at the same rate as its mater ial 

volume, that is, the material volume of the means of proCluction 

set in motion by the same amount of labour- power. In 

exceptional cases, the mass of the elements of constant 

capital may even increase while its value remains the same 

or even falls". 80 Dur iog de pre ss ion the deter iorat ion of 

physical assets and their depreciation by writing down/is 

also one of the important fact or s in the rise of r ate of 

prof it. 81 

In a different context, ilarx discusses hoy) technology 

h a s given capital a pOvJer of expatJsion "independent of a 

. i . ..82 g ive n magnitude of capital actually func"(; onlng. Further, 

he continues in a different place, IIconstant capital may be 

released without deprec iation when improvements -- the 

harnessing of natur a l pO'IAlerS etc. -- en.!=l.ble a constant 
. 

c a pital of smaller v a lue to perform the same technical 

services a s those formally performed by a constant c8pital 

80. Ca pital, Vol. III, p. 277. 

81. arx el abor ately discusses th is point in Capital, 
Vol. III, Ch RP.t-ei' XV, Se.ction 3, pp. 294-301. 

82 . Cap ital, Vol. I, p . 664. 
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of greater value".83 Further, he ",'rites "In exce ption8.1 c a ses, 

the mass of the elements of the constant c~pit al may even 

increase, ltJhile its v a lue remains t he same or even f A..lls" .84 

lviarx informs tha t ,..,ith a given rate of surplus-value, the 

rat e of prof it ,,,ill increase ,,11th the reduot ion of the value 

of const a nt capital a nd with the technological progress.85 

Thanks to science, qua lity of the raw materials is improved 

and thereby wastage is reduced. "Good ma t erial leaves lass 

waste" 0
86 The' excreme nt s of produc t ionl are converted into 

valuable by-products. The cost of the constant capital is 

reduced both as a portion of the total va lue of product and 

relative to the variable capital. ConsequentlY ' both the 

rate of surplus-value and rate of profit tend to incre a se o 

14arx subtly distinguishes between physical and value 

f ormation of the organic composition of capital. He writes 

"the same developments l,oJh ich increase the mass of the consta nt 

capital relatively over that of the variable, reduces the 

value of its elements as a result of the increased produc­

tivity of labour" .87 Here he brilliantly exposes arrl 

inter prets the implications of increases in productivityo 

83. Capital, Vol._ III, p. 139. 

84. Ibid., p. 277 0 

85. Refer Capital, Vol. III, Cha p:&er V "Economics ir the 
Employment of Constant Capital", pp. 92-124. 

86. Ibid., p. 99. 

87. Ibid., p. 277. 
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The historical tendency of the organic composition of 

capital to increase is weakened am the falling rate of profit 

'is moderated. The law thus becomes "/?_ tendency ,.!hose effects 

bec 'ome clearly marked only under certain conditions and in 

the course of long periods.,,88 The failure on the part of 

Marxists and anti-Marxists to understand the fuller 

significance of these qualifications perhaps by a too 

c ~utious Marx has led to bad distortions of theory of 

pr ofit, and to a lot of empty exerc ises. 

(D) ~EL.41IVE OVER-POPULATION 
o 

According _ to Narxian prognastic ation, after a certain 

degree of developments, capitalism acquires more luxurious 

and extensive habits.89 This is due to the development of , , 

surplus-population. With the increase of the compositions 

of capi~al,_ the labourer's who are thrown out of employme ~t 

because of the introduct ion of new technology join 'the 

ranks of the relat ive surplus- populat ion. Thus, when the 

supply of labour exceeds the demand the surplus -- the 

industrial researte army - produces a downward pressure 
" I 

on wages. 90 Larger t he propor 'tion of the industrial 

reserve army, greater the competition among the sellers of 

88 . Ib id., p. 280. 

8 9. Economic and Pbilosonhic Ma,r.uscriptA of 1844, p. 120. 

90. Ca pit a l, Vol. III, p. 277. 
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labour and h e nce, lower is the wa~ e rate. 91 Marx uses the 

terms relat ive a nd absolute surplus -popula t ion interchangeably. 

In doing so, he confuses the issue am overlooks the question 

of l a bour reabsorpt ion. 

The growit".g supply of labour provides the incentive 

for production of luxurious commod ities. Since luxury 

production is characterized by relatively low organic 

92 compositions of capital -- the average r a te of profit increases. 

Here also IViarx has not explained why th is factor c a nnot remain 

per mane ntly-. 

(E) FOnE IGh TRJillE 

This factor increases the rate of profit in two ways. 

Imports of food stuffs aid to reduce the price of labour­
lit 

power. Thus S' is increased. Imports of raw mater ial 10'tlTer 

the value of the constant c a pital am so the organic composi­

tion of c Flpital is reduced. Capit a ls invested in foreign 

trFlde yield a higher rate of profit. Here he secures a 

sur plus-profit.93 Cap it a ls invested in coloniesjyield 

h i gher r ates of profit for the simple reason that the rate of 

profit is higher due to backward development there.
94 

The 

91. Ca pit a l, 1 01. I, p. 680. 

92. v a pit a l, Vol. III, p. 297. 

93. V.I. Lenin in his book Imperialism, the Highe,t Stage 
of Cao it al ism. Selecte~ Wo~k s (I\ ew York, _1943 , Vol. 
v " H nas deve l oped th is ldea to an extreme com l us ion. 

94 . !'larx t h inks here Ad am Smith is IllOI'e correct than Ricardo. 
" hey contend th a t the equ s.lity of profits will be 
br ough t a bout by the general rise of profits a rrl I am 
of the o p in i on tha t the profits of the f avoured trade 
ill s pe ed ily su bmit to t h e general level". Capital, 

Vol. II I, p. 278 • 
• !' la!' X i s h aving in mind proba blY the effects of the 

bo1 1ti n of Corn L~ws iT! Ergl ::l nCl . 
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same fore. ign trade which develops the c a pitalist mode of 

production ir the home counr.ry also causes over-production 

in respect to fore ign markets so that in the long run it 

again has an opposite effect. In brief, foreign trade 

causes the expansion of the howe capital and to this time 

it leads to a rise in the organic composition and subse­

quently to a lowering of the rate of profit. 

(F) THE INC REASE OF STOCK CAPITAL 

~vith the progress of capitalist production, which 

goe s hand in hand with accelerated accumulat ion, a port ion 

of capital is calculated am applied only as interesti-eg­

bear ing capital.95 The se c a pitals, although invested in 

large productive enterprises yields to a smaller measure only. 

Because the constant capital in these lal'ger enter prises 

is greater in its relation to the variable capital; hence 

these do nor. go into levelling the gener a l rate of profit 

siooe the ir yield is 10v}er than average rate of profit. 

Here we clearly see ho'W l"larx anticipates the capitalis­

tic develo pment taking the form of joint-stock companies. 

1'0 sum up : six co:n(ractiDg influences, as repeatedly told 

by h arx, check, retard and weaKen the absolute enforcement 
96 

of the law but they are t oo feeble to suspend it. Heooe, 

95. Ibid., p. 280. 

96. 1..Q id ., p. 275. 
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.lvlarx concludes lithe law therefore shmols itself only as a 

tendency whose effects become clearly marked only under 

certain conditions and in the course of long periods. tt97 

It should be hoted here that Marx's trea.tment of 

the c ounteI'act ing cause s are ne ither exhaust ive nor 

analytical. Akin to many discussions in Volume III, 

this too is left incomplete due to the demise of the 

author. 

. 
97. Ibid., p. 280. 



2.5 . A CRITIQUE OF THE LAW 

Thus fA-r ,,1e have seen both 'f;:JvourAble f~ctorg' An~ 

'counteracting causes' operating on the rate of ''\rof1t. 

The absolute an,; relati ve surplus-valuE! ar.fI consequently the 

rate of orofit incr:easeo ",jth fal 1 1ng :V1'llu~s of lA.brmr­

power, with prolongation of the working 0 8-Y anc:1 ", :lth changes 
1 . 

in the price of raw materials. The rumber of turnovers oer 
. r . ", 

year was seen to enhance with higher organic compositions of 

capital so that the anrual rate of '~rofit also inclined to . , 

incre a se. It \<1as also understood that although general rate 

of profit rnRY decrease, the rates of return to the money 

capitalist and land owner fall at a greater rate than the 
. 

average. So thRt the rate 'of profj t due to the :i ndustrial 

c a pitc.list rnA-y simultaneously increase. Su~h a dist:inC'!tion 

between the gener a l and industr1al rqte of DTofit h a s close 

ar-'"in i ty ,,,,ith the rate of canjt~l a.ccumulption ann, theref'ore, 

upon tho r8.te at ,.,h:i.ch the rate of prof'jt declines. 

In generFl.l, the exoosit1on of the law by Nr-lJ'x is 

wrought with vagueness. In ~jmnler terms, the laJ" beh:=lves 

in s ome way under certain circumst a nces Ar.C! beh~ves 

a ifferently gt different circumstances. 

The law should be understood '\.A,:ith Poll its implicFlt :lons 

since it forms the very basis of Marxian study on cq~italism. 

Iln is par t icular poinl; is treated in details elsewhere. 

arx has constru c ten t be entjre structure of , the 

law u pon two assumpt ior:s, when he st ated th at the organic 
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composition of c ap it a l increase whilR the r a te of surelus­

va lue remains constant. The first assumption is orgRnic 

composition of capital is ever increasing with the develonment 

of Cap italism. It is this fact that due to modern technology, 

the organic composition of cepital is ever rising. This is 

an inn:cuous assumption. And there is little controversy 

about it. However, a lot of dispute s and difference of 

opinion are haunting ' both academic ~nd non-~c~demic circles 

about the second assum9tion of the constancy of the r ate of 
98 

surplus-value. A ris i ng org an ic comeosition is matched 

with enhanced l~bour product~vjty. Hence a const a ncy 1n 

the rate ' of surplus-value implies R ric;e 1n re Rl w~gp.s 

pronort10nal to the increase in labour nroductivity. A 

constar~y in the ratp. of sur plus-value mP.ans the labourer 

works the same 13.lI10unt of l a.bour hour s for himself' Rnd for 

c apj t 8.list as before. ' If So both the nhysical output a.s 

re presented by the wage and phy sical output reprp.sented by 

sur plus-va lue have' 'increased. In thFlt c a se the labourer 

also reaps the gain along with the c8pit a..list t hat acc!ues 

due t~ the ·rise in the l a.bour product i v i ty. Even though 
, -

~his assump'Lion is logic'ally tenable there are reasonable 

g'round s to que st ion it. 

98. It has ' embarra'ssed au ite a fe,.] marxist s am furnished 
a haepy hunting ground for anti-mArxists. Paul Sweezy, 
whose s ymnathy fo r Marx is pronounced, hRstens to mRke 
ad e u ate modifications. The rrheory of Ca pit8listic 
Deve loement (Np Yor k , 1~2), OP . l()()-~. 
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rr.th e foreg1)in~ analysis is logic ally c~rried, it 

leads to ex pect a ris1.ng rate of sur plus-v~lue. The coroll ary 

.of enhanced labour product ivity is the cre8t ion a nd its 

per.petuat ion .of an industr j al re serve army ~.,h ich· c aUSE? S a 

decline · in wag@s and thereby to inc re a se the rate of surplus­

value. '~ere the . capit a list mode of production fa lls into 

another contradiction. Its htstorica.1 mt~sion is the ruthle~s 

development in geometrical progression of the prorluct1v1ty of 

human labour.,,99 

Marx, in many , places ~s Decial ly in Capit a l,Volume I 

Part IV, ' rr ,oduction of Relative Sur r lus-Value', covering 

aOout 200 page$, has repeateoly asserted the increasing 
100 

productivity of l abour. tJJFlrx sayS: " ••• since relet 1ve 

surplus-value increases ~n d tract proport ion to the develop-
101 

meot of productiveness of . labour .tt 

. Like the dictum of Oscar Wilde "dead rule s the 

living", under cB.p1talism the p~st labour in the form of · 

constant c ap ital controlls the living labour. In' ~nother 

ol~ce " ••• hand ir"' h and 1Adth -+::h p. iY'cre~~jn~ productivity of 

l a bour goes •• ,the chealJeni ng of the labourer, therefore a 

higher r ate .of surplus-value even when the real wages are 

r is ing • The latter never rise s nroport ionally to the 

99 . Cap it al, Vol. III, p. 308 .• 
, 

100. C8oital, Vol. I, pp. 342-556. 

1 01.. Ib 1d ., o. ') 51 • 
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productive power of labour .,,102 " Modern Indu~try r ai ses the 

nroductiveness of labour to an extraordinary degree."l03 From 

the se 't~e infer that Marx c onfl ict s with what he hes so fond ly 

built in the earlier section. So Marx is less convincing in 

as suming a constancy in surplus-value in the face of 

increasing productivity of labour. Higher productivity 

goes 1!'ith higher rate of surolus-val118 -- as hand with 

glove s. 

This leads us to an entirely different Situation, a 

s ituat ion in wh ich both org anic c omoos it ion of c a T) j.tal and 

rate of surplus-value become variables. 11)hen both the factors 

are variable, then the direction in 'vhich r ate of profit 

moves, becomes indeterminate. At the b~st 'l1e can s ~y that 

the rate of profit may tend to fa.ll, if the degree of 1ncre8se 

in the rate of surplus-value . is Ie s ser th qn the degree of 

decrease in th~ proportion of variable to tot,ql c~nit al 

such a conclusion reduces much of the substance tn the Im.,. 

lr'4 Paul Swee zy has mathemat ic a.lly expre s sed th is 5 itua.t ion -

p = 51 (I - q) 

Fr om this it folloloJ s that if we assume the r a te of surplus­

value (s') to be constant the rate of profit (pi) varies 

102. ibid., p. 662. 

103. Ibid., p.422. Likewise, innumerable references 
can be culled from Ca pital Eg. CaD,ital, Vol. III, 
p . 178, p. 257, P. 261, p. 269, p. 290 etc. 

1 01. Swe e zy, 0 p. c 1 t ., p. 1 02 • 



inversely ",1th the org a.nic comoo~dt~on of c~T)1t pl (q). 

Thus, 1~'e h8.ve p = s' ( 1 - 0). Let 1 - q, thp ratio 

of variable to tot~ cl!loital, be rporesented byp'. Then 

the~uation, -c an be written p = s' q'. No".1 do = s' do' + 

a'ds'. Hence do is r.egat1ve, i.e., the r ate of nrof1t is 

falling, if ,.s'dq' (which is essentially neg ative) is numerically 

larger than q'ds' (,.,nich is essentially posit:tve). This 

cond ition can also be written 

/ as' / Os' / <:: /d -q' / q' / 

By differentiating from the mathemattc""l expr-ession of Sweezy, 

we can obtai-D , -

d p' = q , d s ' :.,. sd q f 

For Marx, 

ds' = 0 

since the rate of surplu-s-value is constant and hence the -

rate of change in the profit rl3te 

dn' =-s'oo' 
Hence if the orgA.nic composition of c 8Pit A.l rises, 

dq'<O 

and hence 

do' -LO also. The rate of prof~t a.rtdc' c~n be sho~·1n 

to have ·tile sa.me critic~l points by setting 

dp' = 0 

dq' = 0 

But then 

also. 
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There moreov er, are both maxima as c a n be seen by 

differenttating aga in, whence 

s inc-e 

d 2 pl sfd2q ' = + d q1ds' 

d S' = ° 
o am,a· > 0, d : ~ p' 

a nd d
2 

ql have the same sign. 

With the help of illustrations, let us further go 

into details. In the earlier section on sur plus-v~1ue, we 

have seen the upper limit imposed by Marx to sur plus-value. 

Marx h a s introdu.ced this ri0de~ on the la~", of the falling 

rate of profit to give more strength ~nd justification f or it. 

His prediction a bout the declining rate of profit requires 

s ome sort of ceiling for the rate of increase of surplus-

va lue. Lest the ever- incre ~ts j ng rFlt e of sur'Olus-v!:llue ~,'ould 

perma nently arrest, the operation of the l AJ" . Bec A.u se this 

is such a pot ent factor. ~~rx writes: "To t he e x t e nt t hat 

development of t he product ive pOl..4er reduc e s the paid Dort ion 

of the e mployed l a bour, it r a ises t he sur plus-va lue by 

r a ising its rate; but to the ' extent tha t it red uces the tot~l 

ma ss of l Cl.bour emnloyed. by a certain c R.r> 1t al, it r educe s 

t he factor of numbers with which the rate of surplus-va lue 

is multiplied in order to calculate its m.ass •••• Two 
I 

l a bourer·s each working 12 hou.rs d a ily, c a r. not produce t h e 

s ame mass of surplus-value as 24 l~bourers, each ,,'orking 

only 2 hours eve n i f t hey could live on A-ir a nd d id not h ave 

to work f or themselves a t all •••• In t h j s res pect, then, 

t he compen s a t io n in the r eduction of t h e number of labourers 



by meRns of an intensific ation of exn10itation h :=t s certain 

impossible limits. It may f or this reason, check the fall 

of the rate of prof~t, but it ~ Rn not Drevent it entirely./l105 

Herein comes the major difficulty corfronted by Marx. l,ITe 

kno", that Marx measure s surplus-value in terms of labour hour so 

Employing this yardstick, he is not able to t Flke acc ount of 

the va.riation in D!'oductivity rp.sulting -Prom dif'ferp.nt c~n:lt al 

compositions a r-d incorpor ate it into his c~lculation of rate 

of profit. Had he taken f ull note of thA p.nn 8 ncem8nt of 

productiv~ty}aef initelY he CQuld have adVocqted more sober 

and guarded approach. His e nthus iasm and preoccun~,t j on made 

him more an Hotspur th8..n a scientist treading on un1<: nml1n 

aff airs. 

If the neglected factor of product iv 1ty is inc ornorated 

i n"(;o the l".iarxian upper limit of surplus-va lue then the 

conclu~ions would- be significantly altQroed. Let us as sume 

now that 24 'men work 2 h'ours d a ily. If U represents the 

unit of me a surement of re a l output, then 

(1) const 8nt c Rpit a l is 24 U 

(2) outout is 84 U. 

(8) org Rnic c·omposit10n of c~pit AI is l OO'~ sirce the 

vax 1abl~ cost i s zero a r.a 

(4 ) The Dr ice of a unit of c onstant capital IU. 
, 

The Ca pit a l - l Rbour ratio is 24 U for 24 lAboure rs 

or 1 u n i t oer l abourer. 

1 05 . -' a D it 8.1 , Vol. I I I, P 1J . ~? 0-11 • 
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Thus the product ion funct ion is as follows , 

c + v + S = C 

24U+Q+s = 84 U 

s = 6 0 U 

Sur plus is 60 U. The rate of sur plus-v?lue is_ 

.§. is 60 U or ir.f initive. 
v 0 

The r a te of profit is 60 U or 250Y.· 
24U 

The impor"tant point here is that the relat-ionsh ip betwee n 

surplus-value and rate of profit solely depends on the rate 
. " 

of product iv ity • 

Let us comoare this with the follo~,'ing case, ,.,here, 

according to the assumption of Marx, only 2 l abourers are 

employed. We as sume that -

(1 ) constant c a pital is 24· U 
; 

(2) output is 96 U 

is 10m; and 
~ ) 

( 3 ) organ ic compos it ion of c an ital 
... 

(4 ) The price of a unit-00f const a nt c B.pit ql is 1 U. 

The c 8.pital-labour ratio is 12 U 1')er lA.bourer. That me Fins 

CI.n increase of 12 times in Capit~.l lJer m8.n. Then the 

product ion f unction is as follows : 

c + v + s = C 
I( 

24 U +O+s= 
r y . , " r 

1 , 
._ J 

s = 
I 'he sur ~lus is 72 Ti. The rate of surplusl.v a1ue is 

s is 72 U- or inf in it ive 
v 0 

'he r ate o f profit is 72 U 
24- U 

or 300% . 
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To the chRgr:tn of Marx, rate of profit increFlses 

with the decline of number of labourers. So too the totF.tl 

out put • There are some pert ine nt doubt s a bout the suppos it ion 

that two l8.bourers each with 12 units of c8pital 1~1111 not 

pr oduce a b igher output than 24 labourers each ""orking with 

only one unit. With tha.t auestioned slJ.Dposition, ,,'e cannot 

be sure about the declining rate of profit. 

lvIarx calls the law as bende r:t ial bec ause it state s an 

ever-present tendency, smouldering yet urbane in ca.pitalism. 

Although hidden, or arrested by antagonistic forces, it Ca n 

exist and svlay even if profits cont inued to increA.se. Th is 

laH is a statemp.nt of a sttuat10n ".A'here the 'counteract1r.g . . 

causes' and 'favourFlble factors' act ~nd reA.ct on eac·h other 

and whose cumulat ive force s push an~ pull 1 n d iametr 1c ally 

oppos ite d trect ions 1 ike . two pull 1e s behave in a pRl'alle 10-

gr::tm. However, Marx has faith on the ult1.mF.l.te triumnh of' 

the positive forces over the 'counterActing c8uses' in the 

law. 

This law has c aused a lot of disputes and difference 

of opinions. John Strachey has acce pted it jn its entirety. 

"We know that as the technique of' thA Dl'oduct1on develops, 

less arrl less living labour v, and more ano more plant a.nd 

mach inery c, are used to produce a give n quant tty of 
-

~roduce. Therefore, less a nd less value must be created 0 

And if less value is created, less surplus-value will also 
106 

be created. ft Hence, the rate of 'Orofit 'IA'ould fall. 

106. John Strachey, The Nature of Canit a l1st Crisis (Ne,,' 
Y or k , 193 5), p. 24 2 • 



Stratchey has i g nored th a t more machinery need not mean 

correspond ingly more c in value and also v may be f a ll ing: 

-
'-

s may rise if Sl is increa8ing. ..'hile John E8.ton has taken 

t h is. law for gr a nted,l07 Edmunn Milson has not viewed this 
lOS 

ser i ously. Schumpeter h a s made a pass ing jud gement say ing 

tha t the law is "suff 1c ieetly condemne d by it s prem ise stl .109 

St a lin, as it is exnected of h 1m, h a s a sserted the f all ing 

r a te of profit "in view of the increasing org a nic composition 

of c a n it a l • It 11 0 

To Blodgett, the Marxia n conclusion tn this f acet 

"contradicts the regular Marxia n theory of v a lue '''hich makes 

exch a nge v a lue depe nd s on l a bour-t ime a m not on cost s of 

product ion. ,,111 yo 

Maurice Dobb~ 1~a ... nt's h a sty critics not to 

give a "too mech a nistic 't 1"'ist, depicting it as though ft 

relayed on the forecast of profit f~lling in a continuous 

downward curve until it rp- ached a point at ' v!hich th9 system 

would come to an ' abrupt stop •••• The true interpretation seems 

to be tha t arx s aw tendency am counter tendency as elements 

of conflict out of which the genf:n:'~ l movement of the SYf':t~Hri 

emerged •••• Marx not only expected th a t the tendency of profit 
e-

t o f a ll would prevail at le a st a s a long-t1A.rmtendency but 

107. John Eaton, Political Economy: A M::Lrxist Text-Book 
( Ne .J Y or k , 1 ~4 ~ ), !'. 1 ~ O. 

1 00 . Edrnu oo 'v-flson, To t h p- F inl~nd St ~tion ( Np1,J York, lQ4 0), 
p. 2 96. 

1 09 . Joseph, A. ., Sch umoeter, Cao it Alism. Soc i:::\.1 1sm ~ rrl 
De mocr acy ~ Ne w York, 1 QSO), p . ~O . 

11 0 . J ose ph St Rl in, Economic Proble ms o-f' Soci~lj sm in the 
~ ( Ne " l Y OJ' k , 1 952), p . 11. 

111. al ' ti. Blod gett, Compar a tive Economic Sy ste ms ( Ne w York, 
1 ~g ) , r . 7~7. 
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also s aW in this phenome non, a periodic curt q ilmp nt of nep 

investment a nd of oroduction a nd employme nt.,,112 

Dobb f urther h~s ventured to strengthen th e fe w links 

in the HRrxi~n structure by s~ ing th at t echnolog ic !::t1 chA.!".go'l s, 

risil"..g the organic composition are to be of defens:Jve tyne 

a llied "" ith ups1"' ing of the business cycle; the closer we 

get to absolute over-production of CF.lp it !:ll, thA gr eater "" ill 

be the increases in organic comnositjon meant to ma. int,qin 

the g'01ng rate of sur plus-value. lviarx has argued that \·dth 
. 

total ut 11 isat ion of the labour force, the only realm in 

1·,hich accumulation can further progress is in const'3nt c!:l n itf'll. 

This accumulation, by increasing the organic composition is 

also a re s ponse to increased W3ge pre ssure shover ing around 

t he rate of sur plus-value. Dobb r e fers these technologicB.l 

cha nge s intens ive, contra d ist inct to extens ive accumulat ion 
113 

of const ant c ap it al wh ich reduced the value of the or oduct. 

1ith all the f a irness to Dobb it could bA t ola t h at h p not 

only under-estimates the nossib i lity of extensive technology 

but a lso fa ils to note th~ s ecular trenn of the orof:Jt r a te. 

Of course, Dobb'Is interpretation h e.s h ad its own merit. 
,& 

As Dobb had po inted out th at t he re is 8 re s idua l of" neM 

const a nt CA.D 1tal that is not ·ruine d by the crisi s 8m lA'hich 

c onti nues to add to the base of c ap it A.l stock employed -ror 

112. H . haur i ce Dobb" Po11tic 81 Economy a nd Ca pi t a lism 
( New Yor k , 1 949 ), pp. 97-~. 

113. Ibid., p . 1 22 • 
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the calculation oi' thp. profit rate. Such A. residual "'ou10 be 

of the same magnitude as the long-rur, ::tncrElases in the r8..te 

of surplus-value brought about by the technological ch~nge 

as t'olfson has rightly pointed out. itA cyclical interpre­

tat ion of the rate of prof it . theorY neglects the fact that 

the crisis tends to wring out inefficient firm~ B.rn techf:li ('1 ues 

as well as lower inflated wage s .,,114 It thus serves to 

increase long-run product iv ity and enhAooe the rB.te of 

surplus-value. One could equ,:t1.ly make out in th is W'3y a 

cyclical theory of the increase in the orofit rate through the 

relative a~d absolute pro~uction of sur Dlu!-v~lu9. · For 

Henry Ch~.mbre, ·· th is law appears to be lid 1.ssat isfactory" • 

Another critic views· ~'in hundreds of oagp.s of CAoit al , Volume 

III, with endless repetation and futile efforts to eSC8ne 

from his own · net, he is forced to the conclus ion that nr1c9S 

are not 9roportionRl to variable c ,::t1)it 8.l or l aoour-cost 

a nd that rates of orof1t are in no wise related to rates of 

sur plus-v a lue. In dialect ical terms, the labour-cost theory, 

carr ied to its log ical conclusion brought its 0"10 . 
neg at ion. ,,115 

George N . Balm thinks that thj.s J.8..~ ~eAc1 s N31'x 

116 into .. "a fatal contradict jon wi-c;h the rest of his system." 

----------~---------~------------~---
114. MurraY Wolfson, A Reannraisal of Marxian Economic~ 

(New York, 1966), p. 1~3. 

115. J .E. Le Ro~signol, From Marx to St~llin (Ne", York, 
1940), p. 206. 

116. Economic S stems: A C:omPRr ati""9 AnA lvs i s ( C~lcutta, 
l q65 , p. 137. Mr . Bober js of the SAme opinion. He 
S !3YS : " M'.:I rx 's t win Rssumotjotis of 8 ris ing or g ~n1c 
com os ition of' an it Al 8m R c ons t8nt rAte of surnlns-

( r ontd. ,.,n f:lext pa~e) 
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l"latx Beer, the biogr apher of Marx, thir.ks that these l aws 

"need not in themselves be true, only they mU 'st record ~'ith 

the sentiments of the strug.e:ling mass. nll ? G S bi h 
~ eorge a ne "lS ~O Dl 

to the extent of say ing th8.t even for Marxist this is to-day 

"an object of respect as being a relic of the ma ster r~ther 

t han a. seJ"~_ ous part of the sy stem.,,118 

Rosa Luxemburg has brought her own interpret at ions. 

According to her, both jnternal and external markets are 

e ~ se nt ial to c ap italism. The inter na l market is the c ap itA-I'st 

market ltJhere production itself buys a~ supplies its o".,~ 

roducts. The external market is the t':'on-capOit a.11st economy, 

which absorbs the prodvcts of c1.pit a lism ar:cl su plies pr oducer's 

g oods and l a bour-power for capi~alist production. 

Internal capitalist · trade C3.n realise only certain 

quantities of value cont ~ined in the social product; the 

constant capital that has been utiltzed t the var:i.able c ap ital 

and the consumed part of the surplus-value. That part of 

sur plus-value which is earmarkAd .por c a pit a lization must be 

realised elseYlhere. If c a pit a lization of surnlus-value 1.5 

a motive force and purpose of oroduct:1on, it must yet 

(ccntd~ f.n. 116) 

-Value carry imcl io ::tt i ons ~ h 1ch are ~ inc omoRt:1 ~bl!? w'ith 
s ome of h is key tnporAms". K::trl MqTX'S InteTnretRt ion 
o HistorY (cambrid ge , IqSO), p. 224. 

II? he Lif e ~nd Te Rch j De of K:tl'l MF11X (Lom on, 1921), 
'O. 1 31. 

11 8 . A History af Political Theory (Lomon, 1 949 ), n. 6.57. 



164 
proceed within the limits deline~ted by the renewAl of constqnt 

and var jable c aoital. "Further with the inter n!:lt j onAl 

develonment of CRpitalism, the c~nitalizatjon or surnlus-

value becomes once more urgpnt anc" nrecar:!ous !=lM the sub-
. -

stratum of constant and varia ble cgpit;:ll becomog an ever-

gro'VJing mass -- both absolutely and in relat :!.0n to the surnlus-
119 

value." Eventhough the old capitalist countries nrovide 

even larger markets and incrpasingly become a depp.ooent on 

one another, compete more vigorously for trade relations with 

non-capitalist' countries. Hence, the conditions are the 

"cap italization of surplus-value clash increRs~ng ly with the 

cond it10ns for the rene"1al for the aggregate capital _ a 

conflict which incidentally, is merely a counterpart of the 

contradictions implied in the la~' of a declining profit.,,120 

Samuelson convinc ingly has demonstrated the necess jty of a 

rise in real "'ages 'I,.>Jith a decLine in prof~ts. Ho""t?ver, he 

h~s not derived from Marx's ovJn nremise. It is !=In attempt 
-

to nrovide the translation of MRl'xiB.n reproduction schemps 

i nt 0 a dy n::tm ic H arr od -D omar mod e 1. 121 

Steindl has ventured to 3.nSwer the cr1.tic:!sm against 
. 122 

arx that he has not g iven any 10gic8~ proof of his l!=lw • 

. He feels that Marx could have obtc=tined a logical proof without 

119. 1\osa Luxemburg, The Acc~lat ion of Capital, (Ne,,,, 
Have n, 1 051), p . 367. 

. I 

120. Ibid. 

1 21. See Paul • Samuelson, "Marxiar: Economic Models", 
eric 3 n Economic Review, 1101. XLVII, NO.6 (1 957), 

pp . 897-98. See al so, Ev sey D. Domar "The Problem 
of Cap ital Accumulation", AmeriC An Economic Revie,,!, 

01. XXXVIII, No.5 (1948), p. 790. 

/ ~ -(r.n. 122 on nt?xt page) 
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d iff icul ty if he h a.s se lAC ted a d iffere nt c onc e pt o~ the 

organic composition, i.e. ratio of capit ~l invested to the 

net product. The ratio of ororits in the net product c a n 

increase only by a certain maximum level • . For i nst a nce, 

assuming that it was originally 15~~ , it could at best only 

be doubled. As the rate of profit is a rat:io o~ urofits in 

the net product divided by the r a tio of c ~p itql to t he net 

product, t h e propos it ion follows; "w i t h t h e increase of' c ~o :ital 

in relation to a giver net pr oCluct, the nrofjt r~.te must 

necessarily decline sooner or l ater" .12:' Then he h Rstens 

to rem~rk that in mature c ap it 8.lism tre r a tio 0-1" c Roit R.1 to 
I 

net product does r ot increase. He next uoses the chief Question 
( , 

a bout the law of the dec 1 in i ng rate of prof it; do 'tve have 

to conceive ' of this tendency as an actual fall in the rate 
I . 

of profit which in fact takes place as a co"nsequence of a 
I 

" I 

ch Rnge in c'a p ital structure? The amount o:f profitre~lized 
/ , 

is solely decided oy the amount ·",pich c,apitalists inve-st , 
\ 

' . \ ~ 

a nd consume. As long as the a ,nount .0f -ca,Y..it a}- ist consu mption 
, . • I . 

ann investment, as a r a tio of the~r c apit 'a~, does rot 
't ' 

decre ~.se, t he r ate of profit C8n never / decreas~. 

122. J. ste iOOl, "Karl l~ ~x a OO the Acc1Jmul~.t :i on of CRoite1" 
or 19 1nelly a opeared a s Ch Rnter XIV of M~tl1r ity a nd 
Stag nat io n i n the A.merjc a n Economy (Bl ac kv1ell, ' 1Q52), 

e oroo uced .in M~x a m Modern Economics . Eniter=J bV 
David H oro"l~z, (London, 1 9 653!" pp. 244-69. 

1 2~ . Ibid ., p. 260. 
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steindl redefines the concept of the organic comnosit1on 

of c ap it al rlot as a n exerc ise to f inel out 1.11h At MArx re a lly 

meqnt, but to suit his ow~ nur Dose o~ cr1tjc~sjn? Marx. 

L9JoJ1',enCe R. Klein, the author of The Kevn :l s1an Revolut1 on 

in a. celebrated art1cle has tried to bu :l.lo a. r le ,",! Marx1 a,n 

Model.
124 

The dema nd f'or tt"lvestment g ooo s del')~r'0 s u non b llo 

variR,bles -- profits · am the stock of Cr-1 pital. A.ccord i ng to 

Marx, t he dependence on pr o:f'jt is positive , ,..,here a s the 

de pendence on capit a l is negattve. The stock of c a pital is 

always a drag u pon the, system. Kleir: has conduct ed a number 

of statistic 'al investigations and concluded th at the stock 

of fixed c::! p ita~ is negativf' ly related to i nvestment. The 

more c a pital there is, other things be.i ng linchangpd , less 

is t he demand for new capital. The d~press:i.ng influence of 

c'ap 1tal accumulation operates not only partially iv the 

dema nd equation for producer's goods but also depress i ng ly 
125 

influeoces the entire system. IVl arx:l.an model conceived 

by Klein is a compromise between t~o extre mes - one of lorg­

r un e uilibrium in y!hich investment js zero A.nd one of short­

run equilibr1um in ,.,h1ch t he st ock of' c8 "O it "'1 is taker 8.5 

124. LAyrr SnCe R. Klp,irr, " The ortes of Ef f ect i ve Dema rrl ~m 
Emtl loy ment". Marx a nd Modern EconomicR, "P. c1t., 
pP-. l38 -l75 ~ 

125. Ibid., D . 1 70. 
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~xplained. The :introduct ion of' the stock of f'1xed cRT')jt a l 

is t h e investment -- demand eauation of the JvIarxiRn svstem 

fits convinc:f.ngly wi th the theory of' the falling r ~te of 
126 pr of it. 

1) ickinson fe e ls th a t the c orr-ect ion betwee n incre s s ~ rg 

org an ic composition of c ppit Rl :~.m a falling r ate of profjt 

is " a sound intut ionlt and that it is imposs j.ble summar 11y 

to dismiss lvlal'x's theory of the falljr~ rate of prof1.t 
. 127 

"as a mere ChImaera". Ronald L. Meek, "on the basis of 

a mere half-dozen exmaples lt concludes that "the rate of 

profit is first to rise and then some t i me afterwards to 

fElll.1t The init i a l rise in the rate of prof it will be higher 

and the point of downturn will be later - (13.) the lo,"yer js 

the rate of surplus-v ,!:llue i n the s itUR.t ion from ,,'h ich we 

start; (b) the greater is the rise i n overall ~roductlvity 

assoc iAted wi t h the rising org ~nic comnositj~~ !:lnd ( c ) the 

greater is the rise in product lvity in the ,",age-good s indus­

tries r elatively to th qt in the c anitRl-goods industrjes.12R 

Profe ssor Sh tbata129 que st ions one of the ba~dc 

126. Klein says: lilt is a lso possj.ble to argue that 'an 
implied 'theory of the dec lin ing marg inal eff ic :te ooy 
of c ap ital' ir! the Keyne sian t he ory ,.vould call for the 
introduction of a varia ble represent i ng c ap ital accumu-
19.t i on in thp Ke~ne sian inve stmert: schedule". Ibid., P .171 • 

127. H .D . Dickinson, " 'l'he f a lling Rate of ~rofit in Marxia n 
b;co nom ics" , The Review of Economic studies, Vol. XXIV 
No. 64 (1957), PP. 120-30 • . 

128 . Econom:ics and Ideology am other Ess8Y~ (London, 1967), 
pp. 141-42. 

1 29 . "On t he L~w of Decline in the Rate of Profit", KyotQ 
University Economic Review, Vol. IX, No.1, 1934, 
pp . 61 -75. 
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8ssumptions of the Law i.e.; the!"c onrection between the ris:1ng 

organic composition of capital and the falling rate of profit. 

To him, the elevq,tion of the organic ~"'''tlposition of capital 

in a capitalist society does not "of itsel~, constitute" a 

cause of the decline of the average rate of profit. Professor 

ryobuo Oltis10 points out thRt the rate of' profit can?1ot 

exceed the inverse of the organic composition of production.130 

So, 

~_< v + s 
c + V..... c 

His conc l usio.n 1.s t98.t the incre8se of' tl1e orga!"'~c comnos1tion 

of production is an upp~r limit or the r8.te of nrnfit ""Jh1ch 

j t I f d t j b it 'TI K 1 ~1 se - ecreases as m~ DPsses y.... L 0 onus, a 

"ell kr..o'"n Russia n e.conomist, "t!1e tendencv for thp r8te of 

nro:' it to fall. a nd. the counte~acting tende.neies, which are 

always emDhasized by I-aurice Dobb" can be "substRntiated ••• 

by the analy s is of t.he fundamer.tal for mul ~e of the labour 

theory of value." 

Professor Yoohindo Ch1gusa deals in detail ~lJout the 

favourable factors and counteracting influences concerning 

the l~w.132 He feels that there is "no telling s\\'ee !,) ingly" 

z . 

1:30. Nobuo Okis5o-,- "Technic'al rCh af"l.g~s 8nc1 the Rate of Profit", 
Kobe University Economic Review, Vol.~ VII, 1961, PP. 

·8 7-99. 

131. "The Tendency for rate of Profit to FAll", ir Sochtlism 
Capitalism ar.d Economic Gro ·th, edited by Feinstein 
(C q mbr1dge, 1967), nne 72-g~. 

132. It on- arxists' vie'" on MArxist Economics", Ke10 Economic 
Studies, Vol. III, 1965, pp. 142-158. 
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as to which agency work s more POIverfu l l y , one which lr),.'er~ 

the prof it r A.te 8.m t he other wh ich hFlmper s th is tre m . 

Mrs. Jo~n Robinso n, whose tol~r anc e for Marx i s not 

a bund-ant, after ~~ i ng Harxia n theory of . pr of it h a s conv i nced 

herself that Marx has "ill- .iudged h a b i t of writing".183 She 

~oints out t b at the l aw of falling 9rofits made ~ense only 

i n or .,h odox economic theory, vlh ich h "'0 ~o objections to the 

conclusions "tha t real _wage.s are equ ~ted t o the mqrgina1 

productivity of labour" and th3-t "the margina l productivity 

. t 1 34 of l a bour rises as capi al per ma n i ncre a ses". Further, 

she points out "Marx can only demonstr Rte a f all ing tendency 

in profits by a band on i ng his argument tha t re a l wages tend 

to be c o nstant" .1~5 To her, it is a 'dr a stic inconsistency' .. 

cz 
Hence shp. concludes th8t " HRI'x started of on a f a lse sc~.nt, 

I. 

,,,,hen&le supposed th at it WqS pos~dble to f'j m a. l a.'" of prof its 

wit h out t aking account of the problem of e f f ective dem~ nd 
.ivt, . 

a nd t hat ~ expla nat ion of the fall ing tende nc y of nrofi ts 

ex pl a i ns noth ing at all.,,1~6 A.ccord ing to her "the trouble 
,. 

proba bly arose like most of the obscurities in Marx' s ~gump ntl 

i i t f I e "E37 fr om his meth od of rec kon ng n er ms 0 V A U • 

----------------------------------.----._._.----------.-----------------
133 •. In the introduction to t h f> R OSFl. Lll,,{pmbur g 's bool{ , The 

Accumulation of' Ca.pital, OPe cit., p . 16. 

134. J oan h ob i nson, -An Essay on Marxia n Economic~·(London, 
1 952), p. 37. 

1 36. Ibid ., p. 36. 

1 38. Se e Joa n Rob inson " Marx a nd Key ne s" in Harx a nd Nodern 
Ec onomics, 0 0 . cit., pp . 103-.l1-S. Ibid., P. 42. For the 
-ee-ll a bor a t i On of tIle l aw of profits i n c on nection with 
t he roble m 0 e ff'ec t ~ve dema nn. 

v 

1 37. J oan Robinson, An Essay o n Marxtan Ec onomjcs, on . cit., 
p . 39~ 
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There is little re 3.S0n to have 'trouble', 8S Joan 

Robj_nson h a s met. Marx ~ s f.'~drlY clear ,.,hE='rever hp, 8rgUE='~ 

and t a lks of the relationship between th l3 organic comDo s1t1.on 

of c A.pit a l and rate of profit. He ref E=' rs alv1clYs to 'v~lue­

composition' and not to 'tech n i c ?l-comnosttj.on f • I~ thE=' 
, , 

unequivoc a l vJ ords of Marx " v-,he rever I refer to the comnosition 

of c a pital without further qualific ation, its org8_nic 

com90sition (value-composition) 1s a l way s understood .,,138 
-, . . , 

Marx has also giv'3n the s pecific conditions under which the 
. . 

r e lations between the technical and value com;Jositions 

might differ .139 

So far we have summarized the various trend~ a~d 

substance of the controversies that center around the Marxia n 

theory of falling rate of profit. The extent and the 

depth of the difference of opinion shows only the imoortance 

of the l aw to Marxism. No fruitful r e sult could be obtained 

by joining this or that sch""'ol and t.hat of' aC'~ing OnE! morA 

dimension to the hostility. On theoretical discussions 

only 10l! ic is the determining factor. After all, logic 

is a law of thought; a l aw th a.t is rot too jnflex1ble. 
-. ~-. 

Hence, there cannot be any ce ssat i on for the rIm·! of 
I • 

the oret'1c a l argumE? nt s. 

138. C8.D ital, Vol. I, p. 671. 

139 . Ca.J ital, Vol. III, pp. 889-90. 
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relations between the technical and value com?ositions 

might differ .139 

So far we have summarized the various trend~ and 

substance of the controversies that center around the Marxian 

theory of falling rate of profit. The extent and the 

depth of the difference of opin j.on shows only the imoortance 

of the law to Marxism. No fruitful result could be obtained 

by joining this or that schl"lol and t.hat of' aC'':'1.ng OnE' morp 

dimension to the hostility. On theoretic~l discussions 

only lo? ic is the determining f:=!.ctor. After R.II, log ic 

is a law of thought; a l~w that 1s rot too inflexible. 

Hence, there c a nnot be any cessation for the flol., of . 
t he oret'fc a l argume nt s. 

138. C8.o ital, Vol. I, p. 671. 

139 . C a~ ital, Vol. III, pp. 889-90. 
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Before proceed i ng to analyse the s1 g nific ~_ nc e of t he 

theory one should make note that Karl Marx, after formulating 

the -law of falling rate of profit, out of his ment a l equioment, 

did not have sufficient statistics to test it. Only ,,7ith 

the help of the hypothet ic al data, he was able to d~monstr ate 

some trends am tendenc 1es. Joseph H . Gillman, an Americ a n 

IV1aI'xist, ventured to submit it to statistical test. He 

staI'tea counting the horse's teeth, when many continued to 

140 s peculate the ir number. 

c: 

14 0 . J ~ se ph M. G iilma n, .:.Th!:..E.e"":"F~a~ll~iung~R~a:;::;t~e~o~f~P:-;:r~o~f;:i:-t 
(London, 1957). His views are dealt with in 
the lasl; sec ~t1on-~· 

I 
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3. SIC NIFIC ANCE OF "'l'HE THEORY ' 'rOI Ci.P ifAL I S.M 
, i' 

" 1"iodarn bourgeois soc iety is like the sorcerer, 
4 ! .... , ~ r .. 

~ho is no longer able to control the power of the nether 

wor ld whom he has calied up by h 'is spells. For many a 
"'\ . 

dec ade past the history of industry and "commerce is but 

the history of the revolt of modern productive forces 

8 g B inst moder n c ono it ions of product ion, against the 

( r ivate) property relat ions. n 

Communist Manifesto 



§!.grJificance of the Theory of Profi t to Cap~taliSD 

.We have already seen that due to an increase in the 

organic composition of capital compared to the rate of 

surplus-value, the rate of profit tends to fall in the course 

of capitalist development.
1 

Beyond a certain pOint, a fall 

in the rate of profit becomes the cause of a cri sis. 

Even though Marxian concept of cri sis is not in the 

main body of theory, the analysis is conditioned by the 

dynamic purpo se of the entire theory. The ma st spectacular 

part of Marx' s work- that part whidl imparts a far more dra­

matic appeal than the laboured exerci se of the theory of 

value, is his theory of capitalist development. 

Marx has never for~otten the importance of crises 

for his purpose. The 'Postscript to the second Edi tion' of 

VolllDe I of Capital ha s a note about thi B. "The contradic-
t6 

tory movement of capitalist society 1mp'~ses itself upon 

the practical bourgeois most strikingly in the dlanges of 

the periodic cycle through which modem industry runs and 

whose crowning point is the general crisis. The crisis is 

once again approaching, although as yet but in its preli­

minary stage; and by the universality of its theatre and the 

1. Capital, Vol. III, PP. 296-7. 



intensity of its action it will drum dialectics even into 

the heads of the .ushroom upstarts of the new, holy prusso­

Gemsn emplre.-2 Moreover, throughout the three volunes of 

capItal and throughout the book Theorle!-of SurElus val~, 

the problem of crIses continually recurs. 

However, such an important a spect of the Marxian 

thought 1 s not ooherently pre sented by Marx. A s a matter 

of fact, he has never presented a theory of cycles but many 

remarks about crises and inherent dIsturbances of capital191l 

are scattered throughout his wrItings. Largely it is an 

unwrItten Chapter, despite its importance and relevance 

to Marxism. The main parts, containing in capita! are the 

discussions of accumulation in Volume I and the theories 

of the falling tendency of the rate of profit and of' cri ~es 

in Vollllle II I. These must be supplemented by the analysis 

of the Theories of surplus-value in Volume II and of the 

problem of Reproduction in Volume III of Capital. 

There Is certain ambIguity of the word • crises' in 

Marx' B writings. Sometimes Marx employs it in somewhat 

current usage, lIke the crisis of 1825 or that of 1847. 

other times be uses it in the sense of a deep- seated disease 

2. CapItal, Vol. I, p. 26. Also refer The Communist 
ManIfesto Pp. 14-%5. 



inherent in the capitali en.3 What is Marx' s idea of a cycle1 

Business ~cles are exclusive property of ~e Capitalist 
4 \.\. 

system. It is a series of periods of moderate activity, 

prosperity, over production, crisis and stagnation.-5 

The period of over production results due to 

involuntary accllDulation of commodity Capital. This accumu­

lation, emerges when capitalists are not able to sell their 

commodities. The continuity of capitalist production depends 

upon the entire sales of commodities at their values. When 

involuntary accllDulation of commodity capital occurs, C8pite.1i~t 

production is checkmated. Then the period of cri si s ensues. 

The entire theory of crisis gravitates around two 

centres; first is the tendency of the rate of profit to fall 

gnd the second is underconsumption caused by the antagonistic 

condi tions of di stribution. The connection of cri ~es to ' the 

falling rate of profit . is related thus 

WI'he barrier of the capitalist mode of preduction becomes 

apparent ••• in the fact that the development of the productive 

power of labour creates in the falling rate of profit a law 

which turns into an antagonien of' this mode of production 

3. See capital, Vol. I, Chap. XXV • 

4. Theories of Surplus Value, p. 380. 

5. Capital, Vol. I, p. 495. 
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at a certain point and requires for its defeat periodical 

cri ses.·6 

The cause of underconslJDption is explained thu~. "The last 

cause of all real crises remains the poverty and restricted 

.conslIDption of the ma sSes as compared to the tenden~ of 

capi tali st production to develop the productive forces in 

such. a way, that only the absolute power of consumption of 

th.e entire society would be then limit •• 7 

Now let us stuiy the relationltlip between the law 

of falling rate of prafi t and occurrence of bUsiness cycle. 

We should recall Marxian theory of value here. According 

to him "The value of a oommodi ty ••• varies di rectly as th e 

quantity and inversely ,as the productiveness, of the labour 

incorporated in it.·8 This labour theory of value and 

categorie~ based upon it, provide the reliable indication 

to Wlderstand the Marxian theory of businesS cycle. The 

total value of the commodi ties produced by a given capi­

talist economy, although not the relative prices of 

particular commodities, is detennined by the amount of 

socially necessary labour time expanded in their production. 

6. £api tal , Vol.1 Il P. 303. 

7 • Ibid., P • . 568 • 

8 • Q! pi tal, Vol. I, 47. 



The law of the falling tendenw of the rate of prof.i t, whidl 

originates in the above context, has the basis on the labour 

theory of value. 

It has already been ~own that the falling rate of 

profit is the lOgical concomitant of the notion that value 

is produc~ by living labour alone. As and when the economy 

progresses techniques of production become more complex. 

As a result less and less living labour and more and more 

machinery are employed to produce a given qu~nti ty of 

products. Consequently in the given quanti ty of products, 

less and leSS value will be created. As surplus-value is 

the capitalist's Share of value, less amount of. value 

produces less amount of surplus-value. Thus we find that- ~ 

decrea sing tenden~. in the amount of. surplus-value or profi t. 

The rate of profit depends predominantly upon the magnitude 

of -!-. As the proportion of variable to constant capital, c 
according to Marx, has fallen, is falling and must continue 

to fall, the rate of profit should also fall. The fall in 

~ , is but -an expression of the progressive developmrot 
c 

of the productive powers of society, which is manifested by 

the fact that the same nunber of labourers, in the same time, 

convert an ever growing quantity of raw material, into 

products, due to the growing application of machinery and 
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fixed capital in general, so th at less labour is needed for 

the production of the ~e or of more, commodities.-9 This 

ro.ows that how the rate of profit tends to fall with the 

development of capltaliSll. Nevertheless the capitalist 

finds aD Incentive for the expans10n of production, in an 

ever growing 8Dlount of profit obtained by an ever growing 

total capItal, inspite of th. ever falling rate of profit. 

Thi s necessitate s the growth of total capital fa st enough 

to more than Qffset the falling proportion of v to c. 

In other words, v must graN in absolute quantun, inspite 

of' the !nevi table fall in Its magnitude relative to c. The 

capitalist will go on expanding the production to the growth 

of the total capital, even though he confronts a continually 

falling rate of profit on his continually increasing total 
w ~ 

capital. -Se see, then-, says Marx", that inspite of the 

progressive fall in the rate of profit, there may be an 

absolute increase of the nlJDher of labourers enployed by 

capital, an absolute increase of the labour set in motion by 

it, an absolute increase of the masS of surplus-labour absorbed, 

a resulting absolute increase of the produced surplus- value 

and con sequently a resulting ab solute increa se in the ma ss 

9. Capital, Vol. III, p. 248. 



of the produced prof'it. And this increase may be progressive. 

And it may not only be so. On the basis or capitalist 

production, it must be eo, aside f'ran temporary fiuctuations. 

The capitalist process of' production is essentially 
/0 a process of accumulation.-

3-0 £apital Accumulatio~ and Rate of' Profit. 

The condi tions of low wages and employment are 

maintained by the rate of accumulation of constant capital 

exceeding the rate of growth of total capital. If the rate 

of growth of constant capital exceeds the growth of tot!!l 

capital, then, 

and 

AC 
C 

AC 
C -

A ( c+v) 
C+v 

6.(C+v) 
C + v = k 

Where k >' o. Performing the subtraction, we get 

VAc- CAV 
c ( e + v ) = k 

and VAC- CAY = kc (c + v ) 

10. Ibid., p. 255. 



Since 

Therefore 

c (c + v) > 0 

v/J.C"7 l:AV 

/'" C 
V 

A (C + v ) 
£t V 

.Ll V 
v >-

C + v 
v 

~(c+ V)_ 
c+ v 

If we have absolute over production of 

Capital, 4 ( C + v ) = 0 

then, v ';:7 0 

Thus Marx shows that increased profit and increased 

Employment are feasible de,spite a falling rate of profit. 

This is due to rapid growth of the total capital or in other 

words sufficiently fast accumulation alone. That is why 

Marx conceives the capitalist process of production as 

essentially a process of accumulation. 

From this, it toll.ws that in order to function, 
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the capitalists Should acquire a fast rate of accumulation, 

a ra ~id growth of the total capital. Otherwise the whole 

structure will collapse. 

The mass of surplu~value and of profit, appropriated 

by the capitalist Should grow simultaneously with the taIling 

rate of profit and in spite of it. Like the Red Queen in 

Alice in the Wonderland capitalist should run faster and faster 

in order to stay on the same p19ce. The moment he cea ses 

to run, he loses; he loses not the place but the pulsation. 

The capitalist in order to exist aCClDDulates fast enough to 

offset the fall in -Y- and the fall in the rate of profit. 
C 

This Marx conceives as a law. He presents it not as something 

which capitalist strives to achieve but as something which he 

actually does achieve. Thus, this rate of a~lBDulation is 

an essential condition for the existence of capitalisn. 

In other words, a rate of acclIDulation, high enough to counter 

the effects of the falling rate of profit, is presupposed for 

the very existence of capitaliam. 

Thus the law, like Janus, is double faced. It is so 

because it promulgates a falling rate of profit and a rising 

quantum of profit for the existence of capitalisn. 

Now the next question to be posed and analysed is, 

how fast should be the rate of acctlllulation of the total 

capital? It must be fast enough to make v increase, or in 



l d2 

other words, should be fast enough to compensate the fall 

of , -L • 
c 

View~ thus, the rate of accunulation is decided 

v by the · rate of the fall of --
C 

of profit is low, then the rate 

• I f the vel ocl ty of ,fall 

of accl.IIlulation need not 

be high. On the other hand if the fall of -Y- is high, then 
C 

it ne cessl tat es a rapid growth in the · total capital. Marx 

has given the necessary rate of acct.lDulatien • 

. " In order that the mass of profit made at a declining rate 

of profi t may remain the same a s before, the· mul tiplier 

indicating the growth of the total capital must be equal to 

the divisor indicating the fall of the rate of pro:t'it'~ll 

According to Marx, the rate of acclIDulation should be fa st 

enough to make the total amount of profi t not only to rEmain 

constant ·but also grow a little fran year to year, inspite 

of the fall in the rate of profi t. Or el se there will not 

be any incentive to the capitalist for production. As and 

when the rate of acclJDulation fall B below this level, capi­

tali an would collapse. 

Thus we flM that according to Marx, under capitalisn 

there exists a minimllD rate of accllDulation, a minimllll spe~ 

at which its total capital ~ould grow if the systen is to 

11. Ibid., p. 260. 
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function. This minimtm rate of accUDulation is detennined 

by ·the speed at which -'!- is falling; by the speed of c 
techni·cal progress. In the words of Marx. 

-Wi th accllDulation and the develo~ent of the productiveness 

of labour that accompanies it, the power of sudden expansion 

of capital also grows; it grows not merely because the 

elasticity of capital already functIoning increases, not 

merely because the absolute weal th of society expands, of 

which capital only forms an elastic part, not merely because 

credi t, under every special stimulus, at once pIa ces an 

unusual part of this wealth at the disposal of production in 

the form of additional capital; it grows also because the 

technical condi tions of the process of production then selves­

machinery, means of transport etc.- now admit of the rapidest 

transfonnation of ma sses of surplus- prodUct into additional 

means of production. The mass of social wealth, overflowing 

wi th the advance of accllJ1ulatlon, and transformable into 

additional capital, thrusts itself frantically into old 

branches of production whose market steadily expands, or 

into newly formed branches, sum as railways etc., th.e n~ed 

for whi dl grows out of the developnent of the old ones. In 

all such cases, there muet be the posSibility of throwing 

great masses of man suddenly on the dec! sive paints wi thout 



1 da. 
12 injury to the sc~~e of production in other spheres.· Marx 

has clearly given the kinmip between cri ses and the tendency 

of the rate of profit to fall. He notes, •••• the rate of 

sel f expansion of the total caPi tal, or the rate of profi t, 

being the goad of capitalist production.· Similarly, •••• 

its fall checks the formation of new independent capital and 

thus appears as a threat to the develoJment of' the capitalist 

production precess. It breeds over-production, speculation, 

crises and surplus-capital alongside surplus-population.·13 

Moreover, •••• the main thing about their [caPitalist~ 

horror of the falling rate of profit is the feeling that 

capitalist production meets in the development of its produc­

tive forces a barrier whidl has nothing to do wi th the pro­

du'ction of wealth as such; and this peculiar barrier testi­

fies to the limitations and to the merely historical, 

transitory Character of the capitalist mode of production, 

testifies that for the production of wealth, it is not an 

absolute mode, moreover, that at a certain stage it rather 
. J}14 

conflicts with its further develoJment. 

12. Ibid., PP. 693-4. 

13. Ibid., p. 283. 

14. Ibid., p. 284. 



Marx closely connects the tendency of rate of pr0fit 

to fall with the process of acclJDulation. The declining 

Character of the former accelerates the speed of the latter. 

Greater the speed of the latter, ntmerous would be the 

consequences which mark the features of aging capitalisn. 

Under capitalisn it is not only the 0bject, It is the very 

condItion of production 'that a profit Should result. 

Consequently the law of profit is both an incentIve and 

regulator of the capitallen. 

ttA fall in the rate of profit and accelerated acctnnulation 

are different expressions of the same process only in so far 

as both reflect the development of productiveness. AcctlDula­

tion, in turn, hastens the fall of the rate of profit, in 

as much as it implies concentration of labour on a large 

scale, and thus a higher canposition of capital. On the other 

hand, a fall in the rate of profit again hastens the concen-

tration of capital and its centralisation through expropria­

tion of minor capitalists, the few direct producers who still 

have any thing left to be expropriated. This accelerates 

accllDulation with regard to mass, al though the rate of 

accumulation fall s wi th the rate of profit ... 15 

15. Ibid., p. 283. 



1dE 

So far we have seen how the falling rate of profit 

causes and accelerates the process of accumulation. Before 

exam ining the consequences of accl.IDulation, it is worth to 

understand the mechanisn of acclDlulation. 

Accumulation is the process of transformation of 

surplus-value into capital. 16 The capitalist consumes one 

slice of surplus-value whidl. is called revenue. Thus 

accumulation is surplus-value minus revenue. Consequently, 

given the mass of surplus-value, the larger the acctlDulation, 

snaller should be the revenue and vice versa. In other words 

accumulation is inversely proportional to revenue. 

As capitalist,- ••• he is cmly capital personified. 

His soul is the soul of capital.-1? Except as personified 

capital, the capitalist. has no historical value and no right 

to that historical existence. Capital has a , "vampire 
18 thirst for the living blood of labour.- Thus capital, by 

its very definition and logiC, ~ould.&accllllulate~. And hence ... 

the capitalist should accumulate. Acctlllulation breeds a 

desire for further accumulation. It is the old stor,y. 

Abraham begets I sssc; I ssac begets Jacob and so on. Surplus-

----------------,------------,------------,------------------
16. Capital, Vol. I, p. 634. 

17. Ibid., p. 257. 

18. Ibid., P. 282. 



value begets capital, capital begets surplus-value and so on. 

-Employing surplus-value as capital, reconverting it into 

capital, is called acctJDulation of caPital.-19 It is intere­

sting to note here that Marx rejects the abstinence theory 

of capital accllDulation. Only in the earlier period, the 

capitalist had restricted his consumption. -The capitalist 

gets rich, not like the miser in proportion to his personal 

labour and restricted conslDBption, but at the same rate as 

he squeezes out the labour-power of others, and enforces on 

the labour ab stinence from all life' s enjoyment. _20 

At a dif'fe~nt place, he raays 

-That acctJDulation mould take place at the expense of 

con slJDption , is, as a general consumption, an illusion cont­

radicting the nature of capitalist production. For it takes 

for granted that the aim and compelling motive of capitalist 

production is constlIlption,instead of the gain of surplus­

value and its capitalization, in other words, accumulation.-21 

Further he says 

- Accumulate \ That is Moses and the prophets •••• Therefore, 

19. Ibid., p. 640. 

20. I ~ id • , p. 605. 

21. Capital, Vol. II, p. 588. 
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save, save i.e. reconvert the greatest possible position of 

surplus- value or surplus-product into capital \ Accumulation 

for accumulation's sake, production for production's sake: 

by this formula classical economy expresse:i the historical 

mission of the bourgeoisie and did not for a single instant 

deceive itself over the birth-throes of' weal th._22 

Accumulation (a) energes wi th the allocation of surplus to 

capital. 

a = g (s) 

Given the value of' g, Marx says 

- •••• accumulation resolves itself into the reproduction of 

capital on a progressively increasing scale. The circle in 

which simple reproduction moves, alters its form and to use 
23 

Sirmondi' s expression, changes into a capital.-

3-.i Simple Reproduction 

Francoi s Quemay, the eminent leader of the jhysiocrat s, 

was first to venture a systematic presentation of the structure 

of relations existing in capitalist producticn. His renowned 

Tableau Economiq~ was regarded by Marx as the -incontestably 

the most brilliant idea of which political economy had hitherto 

---------------------------------------------------------------
22. Capital, Vol. I, p. 652. 

23 • Ib id • , p. 637. 
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been guilty._24 Marx was influenced by Quesnay to a signi-

ficant extent and regarded his own methodology' simple 

reproduction' for examining the capitalist society, as a 

developed version of the TableaY... A letter from Marx to 

:Engels, dated 6 July 1863, opens like this. -If you find 

it possible in this heat, look at the enclosed Tableau 

economique which I substitute for Quesnay's Table and tell 

me of any objections you may have it. It embraces the whole 

process of reproduction.-25 

Simple reproduction refers to a capitalist system which 

retains to eternity J the ssne size and the same proportions 
26 

among its various parts. Assume all industry is divided 

into two departments in I, means of production are produced 

and in I I, con sumption good s are produced. 21 Let us subdivide 

the consunption goods department into two: one producing 

workers' consunption goods and the other producing capita-
28 lists' consumption Goods. 

25. 

26. 

Theories of surplus value, p. 92. 

Correspondence, p. 153. However, Marx abandaled the 
diagram but developed the ideas. 
See Capital, Vol. I, Chap. XXIII and Capital Vol. II, 
Chap~. XX. 

Capital, Vol. I, p. 621. 

Ca pita l, Vo 1. I I, p. 451. 
The distinction drawn by Marx is 'necessities of life' 
and articles of luxury'. Refer Capital, Vol.II Chap.XX. 
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In each department the composition of capital varies 

in constant and variable proportions. The total outlay in 

the economy K, is defined as the accumulation of the capital 

outlay in the two departments. 

K = (K ~~ -t" + (K I) 2t = (c + v) 1 + ( c + v) 2 

Total production in the economy C is equal to the cODlllodi ties 

produced by both departments dur1ng the period. 

The annual surplus S is the difference between total annual 

product and the co st of production. 

s = C - K = (81 + 82 ) 

The following table represents the total production. 

Dept.I Dept.II Total 

Department I c1+ vI + S1 

Department II 

Total C 

For the condi tloos of Simple-Reproduction to be 

fulfilled, the constant capital used up must be equal to the 

output of the producers' goods br,anch, and the comb1ned 
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consllDption of capitalists· and workers must be equal to the 

output, of the con slIDers' goods branch. 

Then 

By eliminating c1 from both .sides of the first equation and 

v2 + 82 from both sides of the second equation, the two can 

be reduced to the following 

or more directly 

since v1 - c1 = c2 

and v 2 - ( v 2 + s2) = v 1 + 81' 

but Vl - 01 = v1 + sl 

hence 

;1' 
Since the capitalists increase then investment, they do not 

consl.IIIe their income e»mpletely. 

Therefore, 



The total value of the products of Department I in the form 

of the means of production will be larger than the sum of 

the means of production required by the two departments for 

rep1acenent use; namely 

From the above two equation s we derive a third: 

The stability of the system is defined by the above 

equ!!tion of interdepartmental sale and purchase. This 

equation is not inevitable. Under a system of capitalist 

production, Marx remarks, "because nothing is undertaken 

according to social plans, but everything depends on the 

infinitely different conditions, means etc., wi th which the 
29 

individual capitalist operates", great disturbances will 

inevi tably occur. There is nothing inherent wi thin capitalisn 

to bring out the harmony. Rather the equation is quite 

"accidental ... 30 He says 

-The premise of simple reproduction ••• is irreconcilable 

with capitalist production ...... 31 

29. Capital, Vo1.I I, p. 196. 

30. 

31. 

Ib1d. , 

Ib1d., 

p. 578. 

p. 608. 



The expansion of capital can be expressed in the 

following fonn. 

Kl = KO + ptKog 

= Ko (l+ptg) 

K2 = Kl + pIC 19 

= Kl (1 + ptg) 

2 = Ko (l+ptg) 

I< 
Where K1 is the amount of capital in .time. t, ko is the 
~/ 

orig1nal~ p' the rate ot profit and g the proportion of surplus 

converted into net investment. 

Marx has fotmulated a 'Capital accumulation model'. 

Thi s model can be called t two-department model t, since it 

traces the process of two departmental transactions that 

accotmt for the spiral process of capital fotmatlob. 

The new Capital structure is presented In the fo 11 owIng form: 

Departmmt I ( c1 + A ~ + ( v 1+ A V 1 ) +sl- ( Ac1+ Av 1) 

Department II ( C2+ A c2)+(v 2+ A v 2) +sg-- ( A c2+ AV 2) 

The period of productIon (t+ 1) 

Department I 
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Department II (C2 +~c2) + (vV Av 2) + (sV As2) 

Transaction between 

and c2 where (vl + 81 - a) represents the total consumption 

of capitalists and labourers in Department I. 

For Department I, a is decanposed into the 

organic elements of. capital. 

For providing av 1, transaction takes place between capital 

goods aV 1 and consumer goods s2' where s2 = aVl 

c2 has in the course of the above interdepartmental transa­

ctions. increased to • 

L c2 + ~ c2 (= av 1) _7 and in order to maintain · the capital 

composition in Department II, v2 is necessary to offset the 

increased c2 and it is provided from 82-

Marx has illustrated the process of acclJDulation 

with nlJDerical examples. 

Department I 4000c + 1000v + 1000s = 6000 d 

Department I I 1500c + '75Ov + '750s = 3000 d 

Annual product = 9000 d 
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Marx asSumes the following values. 

( 1) ' The rate of exploitation is 100 per cent 

(2)'l'he rate of profit is 20 per cent for Department I 

and 33i per cent for Department II 

(3) The organic composition of capital in Department I 

is 80 per cent and 661- per cent in Department II 

(4) The rate of accumulation in Department I is 50 per cent. 

Accumulation in Department I Is 

50081 (= t sl ) whidl takes the form 

Consequently cl increases from 4000cl to 4400cl. 

Department I wants to exchange the value of 110Ov 1 + 500s1 of 

capital goods for the equivalent value of consumer goods. 

But Department II wants only 1500 c2 for replaCEment. To 

satisfy Department I J the exdlange of the additional lO0v1 

must be made from 100s2 • This reduces the consumption of 

capitalists in Depar'bnent I I from 750 to 650. 

With the transfer of lOCYl to Department II, enhancing 

c2 fran 1500 c = to 1600c2' an increase in v2' proportionate 

in the organic composition of capital in Department II, of 

5Ov2 is made. The outlay for 5Ov2 results from 82, which 

ultimately reduces s2 from 650 to 600. 
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After this phase of process, the capital structure 

tak~s the following fonn. 

Department I 4400 c + 1100 v + 500s 

Department II 1600 c + 800 v + 600s 

The capital values 

(cl + vl) (c2 + V2) have expanded from 7250 to 7900. 

In the following period the net increase of capital values 

is 650 and the production is expanded: 

Department I 4400c + 1100v + 1100s = 6600d 

Department I I 1600c + 80<N + 800s = 3200d 

Annual product = geOOe 

To the same process of accumulation is followed for period( t+2) 

Department I 4840c + 121<N + 1210s 

Department II 1760c + 88<N + 880s' 

Annual product 

= 7260d 

= 3520d 

= 10780d 

~_I) The rate of accllDulation is an independent variable.32 

32. Capital, Vol. I, p. 679. 



The process of accumulation derives sustenance from the 

surpluses of Department I and II. The former is decide:1 

by g, wherea s the latter by the con surner go <Xi s needed to 

fill out the increase in constant - capital formation. 

Since the net investment is propped up by surplus, the 

surplus constIDEO by the capitali sts 

C s( c)i + s( c)2 J must be less than that surplus produced 

by the process ( sl + s2). When consumption in the simple 

reprcxiuction model correspondes wi th its surplus production, 

a point will be reached beyond which the surplus consumed by 

capitalists·in accumulation exceeds the consumption of 

capitalists in simple reproduction, as given in the same 

capital investment. 33 Marx writes 

• At the historical dawn of capitalist prcxiuction- and every 

capitalist upstart has personally to go through this historical 

stage - avarice, and desire to get riCh, are the ruling 

passions. But the progress of capitalist production not only 

creates a world of delights; it lays open, in speculaticn 

and the credit system, a thousand sources of suddeI\ enriChment. 

When a certain stage ofdevelopnent has been reached, a . 
I 

conventional degree of prodegality, which is also an exhibi-

tion of wealth, and consequently a source of credit, becomes 

33. Ibid., p. 650. 
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a business necessity to the -unfortunate- caPitalist.-34 

. The quantllll of the surplus consumed in any perio:1 of 

time dep~nds upon the rate of aCClJDulation, and the organic 

composition of capital in both departments.35 

s(c)2 = 82 - ( L V 1+ Sl(1-g)-c2..7 +_a_v .... l _____ _ 
cl+ vl+v 2 

c2 

In the simple case where v1 + 81 (l-g) = c2, the above 

equa tion s may be redu ced to 

s( c)l = sl (l-g) 

As capital acct.IDulation at a given time is the conver­

sion of surplus-value to capital in that particular period, 

its magnitude can be expressed in the following manner. 

34 • Ibid., p. 651. 

35. Ibid., p. 605. 



Kt = Bv1 
01 

+ L ~~ ( ~11 + v 1 _7 + sl L 1-g _7 ) t. 

This could be simplified thus 

+ vL7 

K t = C( 1+ v 2 ) ( BV 1 + v 1 ) + 8 1 (1-g _7 t . 
02 01 

3.Z The concentration and the centr!!~!.~n of capital 

We have seen that the law of profit imposes a certain 

tnlrelenting logic on accLmulation to increase. The accn.mula­

tion of capital in its very process brings an increasing 

centralization of production and finance. Viewed thus, 

concentration of Capital is the natural sequence of the law 

of profit. 

Concentration of capital, as defined by Marx is 

acoLlDulation in the hands of few .36 This is different from 

centralization of capital whidl means ·concentration of 

capitals already formed, destruction of their individual 

independence, expropriation of capitalist by capitalist 
37 

transformation of many amall into few l8rge capitals.-

36. Ibid., p. 685. 

37. Ibid., p. 686. 



Thus c entralization should t:ot be conf used with 

concentration. "This process iffers from the former, in 

th is, that it only presuppose s a change in the d istr ibut ion 

of c"apital already to hand am functioning;' its field of 

act ion is theref.ore, rJot limited by theabsdluie" growth of 

soc ial wealth, by the absolute limi-ts of accumulation. Capital 

grows in one place to a -huge mass in as ingle ham - bec aUse 

it has in another place been lost , by many. ' This is centr a li­

zation proper, as distio;:t _ f"rom accumulat10n am cotlCentra-

t io li." 
t _ • 

lvlarx -'has no iote nt io r .. to expound '· 'tthe ' lav.'s of th 1's 

centralization of capitals" b~t rath-er - cont~nded himself with 

lI a brief hint· at a few facts.,,38 

Th Itt t -- i t· ,,39 4 titi E? wo levers of ce n ral za 10n are compe on 

and c apit A_list cred it system'. ' ~nder capitalism, the availabi­

lity of credit is greater to the big, th a n- t oo the s lna ll 

c Rp it a lists. Credit 'discrimination' kills the sma ll and enriches 

the big .40 The competitive situation is described by Marx: 

"Irrlustry le ads two armies into the field against ' each other, 
, . 

each of which again carr i es on a battle within its own ranks 

among its own troops. The ' army amoi':g \o!hose -troo ps the least 

----~--------~--------------------------------------------------
38. Ibid., p. 686. 

3 9 • 1 b id ., p. 650 • 

40 . Ib id., p. 687. 
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fighting takes place gains the victory over the opposing 

bost.,,41 

In periods of stagnatlon and crisis over production 

prevails. "Except in periods of prosperity, there rages 

between the capitalists the most furious combat for the 
42 

share of each in the markets." Because of the competi tion, 

centralisation is inevitable.WThe battle of competition is 

fought by cheapening of commodities. The cheapness of 

com modi ties depends, ~teris paribus, on the productiveness 

of labour and thi s again on the scale of production. There­

fore, the larger capitals beat the snaller. It will further 

be renembered that, wi th the develollDent of the capitalist 

mode of production, there is an increase in the minimum 

amount of individual capital necessary to carry on a 

business under it s nonnal condi tions. The snaller capital s, 

therefore crowd into spheres of production which Modern 

Industry has only sporadi cally or in completely got hold of. 

Here competition rages in direct proportion to the number 

and in inverse proportion to the magnitudes, of the antago­

nistic capitals. It always ends in the ruin of many snaIl 

capitalists, whose capitals par~y pass into the hands of 

--------------------
41. Wage, Labour and Capital, p. 24. 

42. Capital,Yql. I, p.495. 
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their conquerors, Partly vanish.-43 

The chances of survival of smaller capitalists are 

less.44 The process of centralization is cumulative and it is 

like a mowball rolling down hill. -Consequently, it results 
45 

in a period of monopoly. Marx has described the growth of 

the monopoly in dialectic terms. 

'We all know that competition was engendered by feudal 

monopoly. Thus competi tion was originally the OPI>O si te of 

monopoly and not monopoly the opposite of competition. So 

that modern monopoly is not a simple antithesis; it is on the 
46 contrary the true synthesis." _ 

Another force that aids centralization is the capitalist 

credi t rq stem. 

"In its beginnings the credit aYsten meaks in as a 

modest helper on acctmulation and draws by invisible threads 

th e money resources scattered all CNer the surface of society 

into the hands of individual or associated capitalists. But 

soon it becomes a new and formidable weapon in the compe­

titive struggle and finally it transforms itself into an 

43. Ibid., pp. 686-e7. 

44. Capital, Vol. III , p. 308. 

45. Capital, Vol.I, p. 688. 

46. The Poverty of Philo80ph~, p. 169. 
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liDmense social mechanisn for the centrali7.ation of' caPitals.·47 

Centralization due to the capitalist style of credit ~stem 

does not . mean the expropriation of snaller capitalists by 

larger, but the amalgamation of a number of capitals which 

al ready exist or are in the process of formation ••• by the 

snoother road of fonning stock companies·4~ This is the 

fastest way of deriving the advantages of economies of scale. 

-The world would still be without railroads if it had been 

obliged to wait until acctJDulation should have enabled a 

few indi vidua I capital s to undertake the con struction of a 

railroad. Centralization, on the other hand, accanpli5hed 

thi s by a turn of the hand through stock companies •• 49 

Joint-stock companies, enlarge with centralization 

which further acclerates the process of centralization.50 

This aboliShes the capitalist private industry in proportion 

as it expands and invades new fields of production.51 

Centralization ceases when t~ere is only one finn left. 

However, for SOciety the upper limit would not be readled 

47. Ca pi tal, Vol. I, p. 687. 

48. Ibid ., p. 688. 

49. Ibid ., p. 687. 

50. Ca·pital, Vol. III, p. 517. 

51. Ibid ., p. 519. 
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"until the entire social capital would be united either in 

the hands of one single capitalist, or in th08e of one single 

oo~poration."52 In brief, in the process of centralization, 

-Ii ttle fi shes are swallowed by the shark s and the lambs 

by the wolves. _53 

Capital accumulation is linked with increasing organic 

composition of capital in the Marxian model. 

"rhe continual re-transfonnation of surplus-value into 

capital now appears in the shape of the increasing magnitude 

of the capital that enters into the process of production. 

This in tum is the basis of an extended scale of production, 

of the methods for rai sing the productive power of labour 

that accompany it, and of accelerated production of surplus­

value. If, therefore, a certain degree of accumulation of 

capital appears as a condi tion of the specifically capitalist 

mode of production, the latter causes conversely an accelerated 

acc\.lllulation of capital. With the aCCllDulation of caPital, 

therefore, the specifically capitalist mode of production 

develops and wi th the capitalist mode of production the 

accllDulation of capital.-54 

52. Capital, Vol. I, P. 688. 

53. Capital, Vol. III, p. 521. 

54 • Ca pita I, Vo 1. I, pp. 684- 5 • 
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Thus centralization implies increasing organic compositions 

of capital. The rate of profit is inversely related to the 

organic composition of capital. Hence in the equation. 

Kt = Ko (1+ p. g )t, the rate of profi t fall s wi th 

the developnent of te~nology. 

We have seen how the rate of profit, by its internal 

compulsions and lo~ical demands, gives birth to centralization. 

The centralization, in its process of development, causes 

the rate of profit to fall. Because centralization which 

is the consequence of technical change and the ri sing ' 

organic composition of capital, acts to hasten the technical 

change. Marx says 

• centralization, by thus accelerating and intensifying the 

ef'f'ec~of acctmlulation, extends at the same time the revo­

lutions in the technical composition of capital which 

increase its constant part at the expense of' its variable 

part and thereby reduce the relative demand for labour •••• ~ 

the additional capital fonned in the course of accllDulation 

attracts fewer and fewer labourers in proportion to its 

magnittde • .55 

:?-3 The Results of ACClDDulation 

Now let us look into the results of accumulation. 

55. Ibid., p. 689. 
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Marx enumerates them in his celebrated 'General Law of 

Capitalist AccllDulation.,56 The most important factor in 

progressive accumulation is the organic composition of 

capital. Variable capital declines relatively as accumulation 

progresses. The relative decline in variable capital results 

in the creation of what Marx call s the "industrial reserve 

army". AccllDulation and concentration of capital involve 

both absolute increase and relative decline in variable 

capi tal. 

Let us now study "the influence of the growth of 

capital on the lot of the labouring cIa ss." In thi s enquiry 

the main factor is "the composition of capital and the Changes 

it undergoes in the course of the process of' accumulation.,,57 

As capital accllDulates, technological manges will 

increasingly a;cquire labour- saving stint. This will be found 

in a mange called the 'va lue- compo s1 tion' of capital. 

" There may be, e.g., originally 50 percent of a capital 

laid out in mean s of production and 50 percent, in labour­

power; later on, which the developnent of the productivity 

of labour, 30 percent in means of production, 20 percent in 

labour-power and so on.,,58 This process, whidl simultaneously 

56. Refer Capital, Vol. I, Chap. XXV. 
57. Capital, Vol. I, p. 612. 

58. Ibid., p. 622. 



goes with and is accelerated by already explained processes, 

concentration and centralization of capitals, means that 

-the additional capital formed in course of accumulation 

attracts fewer and fewer labourers in proportion to its 

magnitude- and that "the old capital periodically repro-

duced with change of composition, repels more and more of 

the labourers formerly by it.· 59 Thus -capitalist accumu­

lation itself ••• constantly produces ••• a relatively~ 

population of labourers i.e. a population of greater extent 

than suffices for the average needs of the self-expansion of 

capi tal and therefore, a surplus-populati on. "60 Thi s surplus-

61 
population constitutes "a disposable industrial reserve army,-

..8 

whose size varies with the phases of the cycles and whole 

expansion or otherwise exclusively govern the -general move­

ments of wages.-62 It consists of those who are irregularly 

employed, whom Marx calls -paupers.-63 To this -relative 

surplus-population -, Marx applies hi s first formulation of 

the general law of capitalist accumulation. "I'he greater the 

59. Ibid ., p. 628. 
/ 

60. Ibid ., p. 630. 

61. Ibid ., p. 632. 

62. Ibid ., p. 637. 

63. Ibid ., p. 640. 
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social wealth, the functiorJing capital, the extent arrl e nergy 

of its growth and therefore, also the absolute ma ss of the 

proletari~t a nd the Droductive ness of its l abour, the greate r 

is the industrial resprve army .fhe s ame c aUSflS wh ich develop 

t h e expansive power of capital, develop also the l a bour-power 

at its dis posal. The '!'€lative mass of the industria l reserve 

army imreases therefore with the potentia l energy of we a lth. 

But the greater this reserve army in proportion to the active 

l a bour-army, the greater is the mass of a consolid ated 

surplus-population whose misery is in inverse ratio to its 

torme nt of l abour. The more exte ns ive, finally, the 

lazarus-layers of t he 'working class, aoo the irrlustrial 

rese r ve army , the greater is official pauperism. This is 

t he absolute general law of capitalist accUIDulation. u64 

I ncre a ses in the size of the ir.oustrial reserve army 

are co nnected with cyclical fluctuations as well as with the 

g rowtn and changing tech nical compositior; of capital. 

tt Th A course, ch 8.I'acteri~tic of modern iooustry viz., a 

nec enn i al c ycle (interruDted by smalle r osc illa t i ons), of 

e riod s of aver a.ge activity, production at high pressure, 

cr i sis and st ag natio n , de , e nds on the c o nst ant formation, the 

gr epter or l ess absor ption, a rrl the refor mation of the imus­

tr i a l rese r ve army of sur plus- populatio n. I n the ir turn, the 

64 . Ib i d ., p . 644. 



varying phases of the industrial cycle recruit the surplus­

population and become one of the most emergetic agents of 

its reproduction.-65 

Again, the industrial reserve army, during the period s of' 

stagnation and average prosperity, weighs down the active 

labour- army; during the period s 0 l' everproduction and 

paro)(J"sn, it holds its pretensions in clleck. -Relative 

surplus- population is therefore, the pivot upon which the law 

of demand and supply of labour works. It confines the field 

of action of this law wi thin the limits absolutely convenient 

to the activity of exploitation and to the domination of 

caPital.-66 

The existence of the industrial reserve army is also 

closely connected wi th the methods which the capitalist­

employers use in extracting surplus-value from the workers. 

The over work of the enployed par.t of the working 

class swells the ranks of the reserve. The greater pressure 

of competition exerts on the former and forces then to suhnit 

to over-work. The condemnation of one part of the working­

class to enforced idleness by the over-work of the other 

part, and the converse, becanes a means of. enriclling the 

65 • Ibid., P. 694. 

66. Ibid. , p. 701. 



individual capitalists, and accelerates at the same time the 

produ.ction of the industrial reserve anny on a scale corres­

ponding ~ith the advance of social accumulation.67 

There was no doubt in Marx's mind as to the effects 

of all these things on the status and general welfare of the 
,6 

proletariat as a whole. As Marx says in a famour passage: 

..... With,in the capitalist s,ysten all methods for raising 

the social productiveness of labour are brought about at the 

cost of the individual labourer; all means for the developnent 

of production transfonn thenselves into means of domination 

over, and exploitation of, the producers; they mutilate the 

labourer into a fragment of a man, degrade him to the level 

of 'an appendage of a machine, destroy every rennant of <itenn 

in his work and turn it into . a hated tOil; they estrange 

from him the intellectual potentialities of the labour-

process in the same prop~rtion as science is incorporated 

in it as an independent power; they distort the conditions 

lIDder whi ch he work s, subj ect him during the labour- pro ce ss 

to a despoti 911 the more hatefull for its meanness; they 

transform his life-time into working-time, and drag his wife 

and child beneath the wheels of the ,Juggernaut of capital. 

Rut all methods for the production of surpluB~value are at the 

67. Ibid. , p. 698. 
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same time methods of acclIDulation; and every extension of 

acc~ulation becomes again a means for the develolll1ent of 

these methods. It follows therefore that in proportion as 

capital acclIDulates, the lot of the labourer, be his payment 

high or low, must grow worse. The law, finally, that always 

equilibrates the relative surplus-population, or industrial 

reserve anny, to the extent and energy of acclIDulation, this 

law rivets the labourer to capital more firmly than the 

wedges of Vulcan did Prometheus to the rock. I t establishes 

an acclIDulation of misery, corresponding with the acclIDulation 

of capital. AcclIDulation o:f wealth at one pole is, there~ore, 

at the same time acclIDulation of misery,- agony of tOil, 

slavery, ignorance, brutality, mental degradation, at the 

I -.68 opposite po e •••• 

This is the general law of capitalist accumulation. 

It exposes the fundamental antagonisn inherent in capitalisn. 

Capital accLDlulates, wealth expands and is concentrated in 

fewer hands, but over the whole field of capitalisn there is 

also an accllDulation of misery.69 This is the celebrated 

law of the increasing misery of the toiling cIa ss tmder 

capi talisn. 

68. Ibid., p. 708-9. 

69. Capital, Vol. III, pp. 576-613. 



One of the primary consequences of acclJDulation- the 

increasing organic composition of capital- will through the 

force and meehani an of competi tion, by and large, appear in 

all spheres of productiqn. But since .. the rate of profit is 

inversely related to the organic composition of capital, 

acclJDulation procures an inevi table, tendencw for the 

average rate of profi t to decline. Thus Marx arrives at a 

conclusion that the falling rat~ of profit originates from 

conditions inherent in capltalisn.?O C~nsequently Marxian 

theory of profit leads to a theory of .cri seSe 

3 -4 The recurring feature of the cycle. 

Marx now turns to the question how recovery is brought 

about. He is not obliterate to the other features of business 

cycles viz, recovery and prosperity. The seeds of recovery 

are Embedded in the latter stages of the preceding cri si s. 

Capitalists during a crisis purchase the ruined 

production processes after the total depreciation of. their 

capital values and advance a smaller outlay of capital on 

value terms than the physical assets represented by the 

process they buy. During a crisis, even at a low crisis­

price, the rate of profit accruing to the .new owner of the 

process will be positive. Thifl i~ a saving grace of the 

70. Ibid., pp. 191-212. 



ailing system. Here is Marx· s account of what would now 

be called -the upswing- of the trade ~cle. -r'he stagnation 

of produ~tion would have laid off a part of the labouring 

class and thereby place the Employed part in a condition, 

in which they would have to submit to a reduction of wages, 

even below the average •••• On the other hand, the fall in 

pri ces and the competi tive struggl e would have given to 

every capitalist an impulse to raise the individual value of 

his total product above its average value by means of new 

machines, new and improved working methods •••• The depre-

ciation of the elenents of constant capital itself would be 

another factor tending to rai se the rate of profi t. The mass 

of the enployed constant capital, compared to the variable, 

would have increased, but the value of this mass might have 

fallen. The present stagnation of production would have 

prepared an expansion of production later on, within capi­

tali st lim it 6. 

And in this way the ~cle would be run once more. One 

portion of the Capital which had been depreciated by the 

stagnation of its function would recover its old value. -Por 

the rest, the same vicious circle would be described once 

more under expanded market, and with increased productive 

force s. _71 

71. ~., PP. 298-9. 



The new techniques of production introduced during 

depression reduce individual values below their social values 
72 and thereby create sur~lus-value. According to Marx, -A 

cri sis is always the starting point of. large amount of new 
73 

investmEnt.- This process of recovery is further aided by 

increased production made possible by intense exploitation 

of the old and the conquest of new markets.74 Rates of. 

profit try to buy up and instill confidence into the capitali­

sts. Capitals of higher qrganic composi tion are introduc~ 

and the quantlll1 of production surpa sses the si tUation before 

the occurrence of that particular crisis. Once again it is 

the old episode of production outstripping conslltlptfon. 

With the continual improvanent in the means of production and 

expan sion of credit system, the gravi ty and consequences of 

the cri si s must be severe. -And in thi ~ way-, Marx asserts, 

-the cycle would run once more-.75 Hence Marx wri tes 

-As the heavenly bodies, once thrown into a certain definite 

motion, always repeat this, so that it is with the social 

production as soon as it is once thrown into this movEment 

304-
72. Ibid., op . ~.{"' . 

73. Capital, Vol. II, p. 211. 

74. Communist Mani festo, P. 17. 

75. Capital, Vol. III, p. 575. 



of alternate expansion and contraction. Effects, in their 

turn, ,become causes and the varying accidents of the whole 

process, which always reproduces its own condi tions, take on 
76 

the form of periodicity.· 

p-s Ihe trend of ,crises and the decline in the Rate of Profit. 

In the previous section we have seen hoYi the business 

cycle is an inalienable and recurring feature of capitali911. 

It is due to the very stuff of which capitalisn is made of. 

However, the mere repeti tion is only the obverse side of the 

coin. Another important facet is the increasing susceptibility 

of capitalisn to progressively more critical crises. ·Crises •••• 

by their periodical return put the existence of the entire 

bourgeois society on trial, each time more threateningly •••• 

The productive forces at the disposal o-f society no lcnger 

tend to further the development of the condi tions of bourgeois 

property; on the contrary, they have become too powerful for 

these conditions, by whic..'l they are fettered, and no sooner 

do they overcome these fetters than th~ bring di sorder into 

the whole of bourgeois society •••• And how does the Q,ourgeoisie 

get over these crises? On the one hand by enforced destruction 

of a masS of productive forces, on the other, by the conquest 

of new markets, and by the more through exploitation of the 

76. Capital, Vol. I, P. 695. See also Wage, Labour and 
Capital, p. 51. 
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old ones. That is to saY, by paving the way for more extensive 

and more destructive cri ses, and by diminishing the means 

whereby crises are prevented."?? 

For Marx, the cause, course and consequences of cycles are 

important. In the falling rate of profit Marx has conceived 

the propelling force and compelling impulses for the business 
78 

c..Ycle. He ascertains that given the rate of surplus-value 

as an index of the relative bargaining capacities of the 

capitalist and labourer and the tendency for the accumulation 

of capital to increase the organic composition of capital, 

the rate of profit would tend to decline. In other wolds 

= s 
(c + v r 

Consequently total amount of surplus-value may rise due to 

the enployment of more variable capital. However as the 

constant capital increases faster than the variable capital, 

the rate of profit tends to fall. 

It is the rate of profit that governs and conditions t:i0-

~ growth of capitalism. Capitalist production is, "in its 

inner most essence", production for profit.79 It is t h erefore 

77. T,he Commtmist Manifesto. pp. 14-5. 

78 • Ca pita I, Vol. I I I, Cha p s. XI I I to X)I. 

79. Ibid., p. 303. 
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conceivable how there can be an overproduction, both of 

capital and of commodities, when making profi t becomes the 

object. There can be "too many means of production and 
.. t 

necessities of like to pennit of their serving as means for 

the exploitation ;{ the labourers at a certain rate of 

profit.,,80 

It is the phenomenal over-production that brings the 

death- the biological conclusion of the being. The very 

emergence of overproduction unfailingly indicates that the 

rate of profit is no longer enough to sustain a further 

progress of the productive forces. When overproduction become s 

deeper and deeper and with further development, it asserts 

that the rate of ·profit can not be reinstated to a level 

sufficient to permit the employment of all capital and labour. 

Here Capitalism collapses due to its own weight. Its prop, 

the spur of profit, is gone. It is atrophied. It is not 

done to death, it dies a natural death. Marx wri tes ·Capi­

talisn comes to a standstill at a point detennined by the 

production and realisation of profit, not by the satisfaction 
81 

of social needs." Thus we find that the falling rate of 

profit is closely affiliated with the inevitable decline and 

80. Ibid., p. 304. 

81. Ibid., p. 302. 
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fall of capitalisn. The falling rate of profi t imposes a 

crippling barrier to accllDulation and production- the fonner 

is the ba .sis and latter the end of capitalisn. It accelerates 

the process of concentration and centralization of capital. 

It further creates conditions which tear at the vitals of the 

sy stem. If tb e Marxian th esi s of a long. rlID decline 0 f' th e 

rate of profit is tenable, then it could be safely argued 

that business cycles are oscillations around a falling trend 

of profit. 

;3-6 A study on Capitalisn 

Marx is not interested in explaining events as mu&. 

as changing then. His philosophy is dedicated to revolu-

tionary change and his dialectic is meant to be an armour for 

use in the struggle against the existing system. Hegel has 

taught him that nothing is completely permanent but every 

thing is continually evolving, developing and beccming. Marx 

believed that capitalisn is only a passing phenomenon with 

a limited life time. He examined history to discover its 

laws. He thought if he could di scover and understand then, 

he could find the future of the system. With this intention 

he found that the falling rate of profit will bring the 

permanent crisis. Thus, the law of profit asst.JI1es an imper-

tant position in his analysis of capitalisn. The flora and 



21 L. 

fauna, the rise and fall of capitalism are to be read in 

the falling rate of profit. In a letter to Engels in 1968, 

Marx refers to the problen of "the tendency of the rate of 

profit to fall as sgciety progresses" as "the great .E2!!.§ 

asinir. of political economy to date".82 

To Marx, a crisis is retribution. It is the price for 

the original sin. A crisis, is not a superficial disturbance 

till the establishment of the new equilibriun. Rather it 

plays a posi tive role in shaping the long-term trend of the 

systen. Crisis serves to resolve the original contradiction 

of capitalisn as well as being a product of it." Crises are 

always momentary and forcible solutions of existing contra­

dictions, violent eruptions which restore the di sturbed 

equilibrium for a while.,,83 Thus Marx has concieved cri ses, 

not as stray ~eviations from predestioned equilibrium but in 

then selves as vehicles of progress which, obeying the laws 

of history determined the developnent of capitalisn. 

------------------------------------------------------------
82. Correspondence, p. 244. 

83. Capital, Vol. III, p. 292. 



4. APPRAISAL 

"At any rate I hope the bourgeoisie will 
. J 

think of my carbuncles all the rest of their lives." 

Letter to Engels. 



4 • 0 SUHlvlARY 

No where in the Marxian analysis do we flnd a definite 

~hift of emphasises and marked alterations as in the theory of 

price. In Volume I, he identifies price with labour content 

and demand with use-value. Nevertheless in the later section 

of Volume III he takes note of the varying organic compositions 

of capital and tries to include the market forces of supply and 

demand. This concept of prices of proCl.uction and not the la.bour 
/ 

theory of value, constitutes the ~is-or Marxian tea.chings. 

Here Marx makes the subtle distinction between surplus-value 

and profit 0 Even though surplus-value is exclusively the 

product of var iable capital, to the capitalists it is a product 

of total capital outlay. 

Marx theory of profit is a development of his theory 

of cbmmod1ty valuation. He asserts that surplus or profit is 

the impor"Gant part of value. It is extracted from the process 

of production. The formation of profit is classified under 

two chief diVisions, absolute and relative, based on the source 

of labour exploitation. Relative surplus-value is the important 

factor. Here it is noteworthy that relat ive surplus-value 

wh ic h is a sign if ic ant fact or in the Marx ian analy s is 1s due 

to the increas ing mechanizat ion i.e. due to 8.n incres.se in 

the constant capital. However Marx believes that all surplus, 

both absolute and relat ive, is der ived from the var iable 

c a pital. His concept of innovation is the critical variable 

in the dynamic model, which gives scope for the occureooe of 



super-profit. Interest is a component of surplus. Its level 

depends upon the magn::J.tude of the surplus and also upon the 

market forces for loanable funds. Interest as a derivative 

of surplus, influences the rate of profit. Absolute rent is 

the difference between the soc ial organic composition of 

capital and the capital composition in agriculture o Both 

different ial and absolute rents belong to the lando1Jmer. Any 

surplus eal'ned over the average profit is the property of the 

landowner, and not of the capitalists. 

With the development of capitalism, due to the 

improvement of techt;lOlogy, the total per iod of product ion 

i.e. time of production and time of circulation, is abridged. 

Annual capital turnovers, which is calculated by the number of 

times industrial capital is reproduced, multiply. The annual 

product ion of surplus-value which is related to the total 

number of turnovers, is therefore, increased. Marx expresses 

simple re prod uct ion and capital accumulat ion in value and not 

in price terminology. The complete disposal of capitalists' 
, 

surplus through purchase of consumer goods is called simple 

reproduction: Capital accumUlation is the allocation of 

surplus to capital. The model, evolved by Marx to study the 

capital formation in the capitalist economy, is based upon 

the analysis of capital-goods arrl consumer-goods industr::J.es 

i.e. Department I am II. The rates of profit in both the 

departments vary since they consist of different organic 

compositions of capital. However, he introduces another 



assumption saying that tn the cap1talj.st~ system the rate of 

profit in all 1ndustr ie s is equal. Capital accumula.t ion, 

Harx states, should increase. This is achieved by the intro­

duction of technology. The inclusion of increasing technology 
- -

into the model, causes a fall in the rate of profit. In order 

to arrest such a fall in the profit - since it is the basis of 

the economy - the process of capital accumulation is accelerated 

by the further introduction of technology. This does not save 

t he situation. The rate of profit discloses a tendency to 

fall. This falling rate of profit is tendential because it 

expresses an ever-present tendency, even if concealed or 

th\>,arted by antogonistic causes am it can exist even if 

profits in genera~ continue to increase. 

A careful study on theories of interest, rent am 

capital accumulation reveals the existence of other f ac tors 

that influence the rate of profit. They are (a) changing 

value of merchant's capital, (b) changing values of variable 

a rrl constant capital, (c) changing v alues of capital turnover , 

am (d) changing Values of distributions of profit. An 

exam inat io n of the above f ac t or sind ic ate s that the r ate of 

profit increases with declining values of labour-power, with 

rise in the working hours, with decrease in the pr ice of raw 

mater ials, and with increase of annual capital turnovers. 

Cycles are inherent in the stuff of which capitalism 

1s c onstructed of. They become increasingly severe with the 

higher org e.nic compositions of capital. The productive 

c apacities incre ~se more than the absorbing capacities. The 
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lacuna between these two results from the laws of ca.pitalist 

develo pment. Over-production is another word for this hiatus 

9l1d the cr is is follows th is. 

The tendency toward s decrease .of the profit ra,te acts 

as a barrier upon the development of the CEl.pitalist system. 

There is consequently a kind of self-limitation to the develop­

ment of capitalism which discloses the contrad iction iOO igenous 

to the system. The purpose of capitalist prod1lction is the 

creation of surplus-Value aM the conversion of a slice of it 

tnto new c a pital. This proce'ss rests upon the size of the 

working population and on the rate of exploitation. The product 

which consists of surplus-value is to be sold. The capitalist 

will not realize his surplus-value if the product cannot be 

sold or if it can only be sold at pric El s which are below the 

prices of production. The factors that favour the realizat40n 

of surplus-value are the same as those for creating one. If 

the former de pend s on the product ive capac ity, the latter on 

the consuming capac ity of soc iety. The consuming capac ity is 

limited by the urge for accumulation which is inevitable. 

Fierce competition compells every capitalist to accumulate more 

s.nd more, lest he will be eliminated from the race. This 

results in a continual increase in social productive powers 

which involves a progressive intensification of the conflict 

between production and consumption, between the creation of 

sur plus-value aoo. it s realizat ion. On the one ham, there is 

t he tendency towards development of productive capacity as 



the result of the urge to obtain the maximum ind ividual 

profit; on the other, -the tendential decrease of the pro'fit 

rate. _.This opposition shows the contradiction between the 

state of product ive capac ity and that of actual product ion 

returns. The scent of dialectic, here, is irrepressible. 



4.1 CONCLUSION 

It is rather a delicate and d1fficult task to estimate 

Marx's contribution to the ' theory of profit. His views on 

tnis subject require to be ' pietttred against the wider canVRS 

of hi~ socio-economic ph1losoohy. Hj~ theorization of 

profit is a striking rlOte in his larger commentary on 

capitalism. The vastness of tne literature to which Marxism 

has given scope, the militancy ",ith ,,'hieh its message has 

been delivered ar~ the vehemence with whieh it has been 

assailed, all combine to make the t~H~k" of ev~lua.t.1on harC! 

~.nd hazardous. The grRnd vision ·of an intrinsic evolution 

of economic process -- that -works thrDugh accumulRt1on, a~a 

finally destroys the competitive society -- sta~ds still 

admir a ble, insnite of its · subjective assumnt10Yls and 

defective techniques. The breadth and be~uty of the vision, 

even after the most vigorous criticism has (lone · its worst, 

might dazzle many even more than it dazzled Engels, who 

waS very near to the workshop • . The vision ot Marx is a 

roduct of purposive wanderings in various branches of 

sociol~gy , definitely surpass'ng ec o ~om1cs. Hence jt is 

arduous and a lso unjust to understand and _ssess it purely 

by the tools of ec onomic s. It is not only a tr ibute to Marx 

but also a deline ation of the difficulties involved to 

attempt such a one. Thus, realising such tremendous 

limitations, le t us ve nture a be ~ iY'njng ~n th~t I1ne. 
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Harx, in the' Preface of Capit a l' Vnlume I, t:!.S cited 

already, saY s the Durpose of his endeEly.our. "It j s the 

ultimate aim of this work to lay bare the economic l aw of 

motion of modern society." tVbat is thjs l aw that imoarts 

the propelling f orce for the progress of the society? A 

clinical scrutiny of Marxism, en::lbles to perceive four 

'l8.w S of mot ion'. They are -

(1) the law of the falling rate of profit, 

(2) the law of the incre as ing sever i ty of the cyc lic al crise s, 

(3) the law of concentration and cer.tralization of c ap ital; and 

(4) the law of the increasing misery of the labourers. 

Laws in social sciences are not to be considered as 

l!:l,wS in the physical sc iences, because the eX8,ctness of facts 

,!3,nd the infallibility of prognostications of the lAtter c a n 

never be attained in the former sc iences. Bec~:mse t hey oepl 

'\Ali th the subtle ancI mut able nature of man. Hence the la,,'s 

in soc i81 sc ie nee S are to be v jewed as te noe nc ie s, in the . 

sense tha t they predict certain possibilities and that certain 

situations are more likely to materialise th8n, not a s a 

result of certain given causes, or simply, a g iven c ause 

tends 1:;0 produce a particular effect. Thus, the lavls, as 

ex pounded by a.l'x, should be regarded only a s ex pres s ions of 

tend encies, which under g iven circumst a r.ces, might he thwarted 

by countering causes. They are too nebulous to reduce to 

m them8.t ic Fil exact itude. Thus the Sfl four la~' s are to be 

, ought of a s tendent ial only. 

Of these fo ur l aws, the law of the falling r ate of 

profit orms t he CRl'd i n::tl around which other la's revolve 0 
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If the whole Marxism could be reduced to these four l aws, a nd 

if the law. of f a lling rate of 9rofit is found to be the p ivot 

<;U'ound wh ich other laws ne stle, t her the study of the l a to} of 

falling rate of profit assumes specie l import ance. In 

other words, a study of the law of falling rate of profit 

gives a fair glimpse of Marxism o 

Let us start v!ith the Ma.rxian conclusion of the 

development of intern8.tion8.l capitalism. CFl'Oitql w:tll vl1th­

draw from the field where the r ate of return for c a nital 

is low and invade to trle field where tt is high. Bec s.use of 

the differences in the prof:I.t rates among var1.ous countries, 

capit a l seeks a country where it gets a higher rflturn. It 

is the genesi's of world market and the creation of colonies 

is the concomitant of it. Such a process bring~also the 

internationalization of c a pitalism. 

Turn ing to home front, we find th a t due to f ~ll ing 

rate of profit, surplus for the cap:J.t~list becomes progre­

ssively smaller. In order to increese the size of the 

surplus or in other words, to arrest the declining terrlercy 

of the profit, the capitalist increases the ratio of 

const a nt c 8p it~. Such an 8.Ct, becquse of An :Inevit able 

incre q.se j n the c qp ital compos it ions, only aggrq.v a te s the 

st 8t e of affairs. Incre 9.se in the const pnt c ~:m 1tql, ,·,h1ch 

is su , posed to be the s av:J.our of the situRtion, results in 

t he creat:1on of the industria l reserve army. Due to 8 . 



progressive incre a se in the const a nt c::t p:tt q.l, ,.,h1ch is 

promulgated by the l AW of decltning tendency of profit, the 

in::'lustria l reserve army will g o on increasing becAuse the 

d isplaceme nt of labour must ult imately be gre ater th ::tn the 

reabsor pt ion. The increas ing s j ze of the industr ial re serve 

army wil l pull down the "-'age level to subsistence and since 

subs istence is malleable downward, it \AJill result in · the 

incre as ing misery of the proletar iat. Thus the lR'" of 

misery of the proletar iat is rooted in the law of prof it 

and the increasing misery of t ne pr01etax iat is a natural 

corrolkry of the declining tendency of the r ate of profit. ,.. 

The increas ing misery of the proletar ia.t br ing s forth 

the class-consciousness. A proletariat, ithout cla ss-

consc iousness cpr-not perform the funct10n assigned by h1story. 

Cla ss-consc iousness c auses class-struggle. In the cla ss-

strugg le, the proletar iat wins. 

Overproduction is the logic!ll resultant of an increqse 

in the organic composition of caDit a l \A'hich js directed 

to\Olard s arrest ing the falling r g.te of profit. As the organic 

compositions of c ap ital increase, market capacities exparn 

lesser than the production capacities. This eventuallY le ad s 

to general (werproduct ion. Over product ion causes cycle; 

a series of deeper over-production rE'sults in incrf! '=l singly 

severe cycles which ultimately contrive the fatal crisis. 

The l-iarxi n conclusion of increasing concentrations 

of production is a lso a d~rivative of the l aw of profit. 



During cyclic 8l adversities, the numbpr of cppitalists is 

reduced. Inspite of necrease in the number, the tot~l 

product ion is ever- increas ing our ing subseaue nt nh~se of' the 

cycle. This imnlies concentration of nroduction. To ~'l ither 

t:1te critic a l forces of comnet:!tion an inevit~ble ~eC1Uence 

the capitalists' birj to incre9.se production -- the 

pitalists increase the capit Fll compositions ll1h1ch necessar ~ ly 

ill to centralization. 

The increasing concentr ation of production and misery 

the proletariat divides the society into t wo water-tight 

~ )artments ~ preparingj\ultimate A~soult. 1rJith the 

ining rate of profit, rates of rent !-lm interest ( a s it 

ened to wage) should also .Jecline. With the declining 

; of rent and interest, the ~money lending class a.nd the 

·owning class, are eliminated. Other classes have no 

ric a l justification for ~xistenc~.l Only t'A'O cl ass~s 

; bourgeois, th~ class which owns the caoital and th~ 

ar iat, the class wh ich is subord inated by c apital. 

Thus ,,'e f iOO th ~.t the M~rxi an c onc Ius ions of' the 

Jment of international c 8.p it a lism, the concentration 

ltr a lizatio n of production and f inance, thp increasing 

rn~sery of the proleta.r~.at, the inherent instab11:lty of' ~he 

~ ap it alism, the class -consciousness pnd the class-struggle 

or in fine , the c:- very essence of Marxism, are greatly a 

1 . Communis t · a nifesto, p. 23. 
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10gic Fll derivative of the thp-ory of fqllin? r Ftte of' 'OT' 0f'1t. 

The dyna mic model of lvlarx, i s A. c ompe nc3ium of t he a bove 

conclusions a rn hence the e ntire model rests u pon the premise 

of the t heory of the f a lling rate of profit. I f 111arx ism is 
1. a commentary on the future of capit 3.1ism ~ld if the whose 

Marx ism could be s tmpl if ied to the theory of f a ll inp' r ate of 

profit, then the veracity of the theory is to be esta blished 

to test the accuracy of the Marx ian pre~ iction. 

TEST OF THE THEORY 

Now let us try to subject the the ory to st Fttistic al 

tests. It is a formto.able venture becquse Marx h a s nev e r 

g iven the bolts a nd nuts of the theory nor at t emnted to offer 

une quivocal definitions of the conce pts useo in it. That 1s 

2 
',hy so far very few h ave tr ied tn th is direct 10n. 

Rec al ling that Q. = the organic composition of c a p1.t al, 
v 

.§. = the r El.t e of sur plus-v a lue am --L = the r ate of prof1t/ 
v c+v 
p ', we h ave been dividing both the numerator a no the denomi-

na tor of ~ by v 
c+v 

p' = .§. .§. 
v v 

£±Y c-@ + 1 
v v v 

2. ProbablY the first to venture in this field is Eugene 
Varga . Se e h :1s, The Gre t Crisis a nd 1ts polit ie ~=tl 
consequences ( Ne w York, 1935), pD. 174-15. 
Th e wor k of Jose ph Gillman 1n this field deserves 
apnree iAt10n. Even t h ()u?h h is int~r"'r et at j o '" of t he 
l a, is not fully e onv i r.e j ng , jt is a remAr kable 
att empt. The sub~~nue nt st at i st ic s a r e re Dr od uc ed 
f' r om his bo()}r The Fall 1ng Rat E' of Prof it (L onc1 on, lQS?). 
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Assuming as Marx does, a constqnt r Rte of surTJlus-v ~lue of 

the rates ,§" p' will decreFise ~s Q. 1ncreasEls and ~.dll jncrea se 
v v 

as Q. decre 8.ses. 
v 

Gillma n has dev ised an inge n10us te st f or t he l aw. He 

seeks to establish the stat 1st 1C BI rela t ions between the 

Iviarx1st categories, c, v and s and to -compute their trems 

with t he help of the data published by the United st ates Bureau 

of census for the years 184 9 --to 1939. 

In his calculation, c corres nooos roughly to the vc:ilue 

of 'materials, supplies, fuel, purchased electric energy am 

contract work' of the U.S. Census of Manufactures, plus an 

a llowance for depreciation of plant and e quipment. v 

correspond s roughly to wage s in that census when the c and v 

e quivalents of the census are substrp.cted from its tv ~lue 
3 

products', one obt Rins the s of the formul a . The c Blc u l pt10ns 

of the Mru 'xia n ratios are cA.rried both on the b8.s1s of the 

c o nst a nt can it a l consumed ('f low' b8.sis-) and on the basis of 

t he c '3.D it a l invested (~tock' bRsis). 

In t h e T~ble N o.1* this method is illustra.ted. 

The f ind i ngs of the t f low basis' Rre summarised in 

.* Ta ble No.2. 

uri ng t h e pe riod 191 9 ~39 , by a m large, the org a nic comDos1-

t i on of capit a l did not rise, the sur plus-value did not fall 

a nd t he r ate of Drof1t never temed t o f e ll except during 

de pr e s s io n year s • 

* ( Se e pag e 2- 3 .3) . 

*. ( See page .2 3 4-) . 
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The c a lculation on the I Stock' bRsis only confirms the 

same conclusion, a s it is sho'wn in Ta ble No. 3.>#1* 

Table No. 14 

The organic composition of c a pit9.1 (o.c.c.), the Rate 

of Sur plus-Value (s I) al'rl the Rate of Prof it (pI). United ·'j 

states Electrical Machinery Industry. 1941. 

(Dollar ~IDounts in millions) 

Line Item and computation 

1 • Net sale s (or v .qlue of oroduct) 

2. Materials' 

3 . De prec iat ion, etc .*"" 

4. Constant Cap:1tal (line 2 + lin8 ~)= C 

5. Var lable c ap ital (v) : "'a,qe s of product ion 
"'Jorkers 

6 . Tot8.l Capit Al (c+v) . Line 4 + line 5 . 
7. Sur plus-va lue (line 1 - line 6) = 5 

8. O.C .c . ( 1 i ne 4 ..!. Ii ne 5) 
• 

9 . S' ( line 7 ..!. line 5) x 100 
• 

10. p. (line 7 ..!. line 6) x 1 O{)ll ** 
• 

Amount and 
rAt 10s 

21 72 

845 

606 

1451 

721 

104 

119 

. 4 9.7 

* Does not include fuel, etc., as the corresponding Census 
item doe s. 

** Includes depletion and amortization. 
*** Thi s is the elementary form of the profit rate of ,·,hich 

e s oke eArlier • 

... (Se e p.qge 2.3 5) . 

8. Gillm. n notes he re thAt "this bas is cont ai ns serious 
shor t comin s", See, I b id., pp . ~3-14. 

4 . Ib 1d ., n. :15. 
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Th~ org8 nic composit ion of Cap it a l (o.c.c .), t h e Ra t e 

'Of Sur olus-vcllue ( s f) A nd the R8-te of Pl' of it ( Of) Un 1t pC' 

s t 8.t -es Manufac t ur ing I rr'l ustries 1 91 9- :'9 . 

Flo,"" Ba_s 1 s 2. 

(Hater 1als consumed , plus de !)rec i at ion a llowft ooe) 

Sf p i 
Year O.C . C • Per cent oa r c o? nt 

1919 3.9 135 27.6 
1920 3 .4 III 25.2 
1 921 3.5 116 26 .0 
1922 3.5 124 27.2 
1923 3 .5 128 28.6 
1924 3.6 131 28.9 
1925 3 .7 142 3 0.3 
1 926 3 .6 14 0 30.4 
1927 3 . 6 144 31.6 
1928 3 .7 159 34 .1 
1929 3.6 164 35.4 
1 93 0 3 .6 161 35.0 
1 931 3 .5 154 34.4 
1 932 ~ .6 145 ~1.5 

1 933 3 .7 154 32.9 
1 934 3 .6 1 ~7 29 .6 
1 935 3 .8 1 36 28 . 2 
1 9~6 4. 0 150 30.2 
1 937 3 .7 1 34 28 .6 
1 938 8 .9 149 ~ 0 .6 

1939 3 .7 149 32.0 

&. I b 1d ., p . &a. 

5. Ib i d ., p . 40 . 
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The Organic Composition of. Cap'1tal (o.c.c.), the R~.te 

of Surplus-Value (S'), A.m the Rate of profit (n') Ur.ited 

States Manufacturing Industries. Various years since 1880. 

stock bas is 2. 

( Total constant capital) 

Year 

1880 
1890 
1900 
1912 
1919 
1920 
1921 
1922 
1923 
1924 
1925 
1 9 26 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 
1939 
1940 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 
1950 
1951 
1 952 

OJC.C. 

1.5 
1.9 
2.6 
3 ,.2 
4.3 
4.3 
5.6 
4.7 
4.2 
4.4 
4.3 
4.4 
4.4 
4.5 
4.4 
5.1 
4 D 9 
'7,3 
6.7 
5.4 
4.7 
4.3 
4.0 
4.9 
4.3 
4.0 
3,.4 
2.7 
2.2 
2.1 
2.5 
3.3 
3 .. 3 
3,5 
3.8 
3.6 
3 .5 
3.6 

6. Ibid ., p. 55. 

s· 
per cent 

102 
114 
132 
137 
125 

103 

121 

136 

139 

159 -
147 

150 

130 

130 

151 

129 . -
129 
141 
133 
132 

pi 
per c@nt 

69 
60 
50 
42 
29 

18 

-1 

~2 

36 

25 

22 

28 

33 

35 

.. 

, .. 
39 -
34 
40 
38 
31 
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We infer from the limited st atistical tests conducted . 
on the 1R 1 of profit, that 1'Ilarx is not anvulnerable. It 

probably means that some factors are working to upset the 

oper a tion of the law of fallin~ rate of profit. The why of 

th is could be explained in simple terms. 

As it has been told in the earlier chRpter, Marx 

has derived this la~1 on a high level of abstractioT'l ~nCl hence 

it s verac ity is relat ive to the level of abstract!6D on 

which it is conceived. It should undergo a mod1fic at1on if 

it is to be brought to a more concrete level, to ' .Thich 

orobabl\T it is not tntenden for. 7 

We can accept th at M~x hr.ts operated at a high level 

of abstract ion ana has e110lved a model of pure c8.n1.tal ism 

from which all inessential feat'.lI'es rave been eliminated. 

But, farx has c'.)..t'1ducted the analysis on progressively lo,,!er 

level.s of abstraction in" subsequent Volumes of II and III. 

As a matt~r of fact, in Volumes II and - III, he has 

qualified many of the conclusions der-ived from the abstract 

model expounded in Volume I. i'his view is further reinforced 

if we remember that he has stated the theory of the falling 

7. Gill a n has redefined the Marxi~n ~ormul~ in the form, 
p = S - U/C + V+U. In other to'ord s th~ rate of p:rof it is 
e u a l to s urplus-vAlue minus unproductive expense~;of 
circul3,tion Cljvi~ed by the S11m of constant anCl v~l'l!l~ble I 

c 8 _1t al and there 5qme unpr00uct1ve expenses. The 
exoense s of circulqtion U are exoend1tures "'hich are 
re "u1red for t he 're a lizRtion' of surnlus-value in the 

••• 
(cont1nu90 on next 'nags) 



rate vJith its riders only in Volume III, even though he has 

ample log ic al occ as ions to g ive them in Volume I. Hence if 

the theory of profi:t fails in the 1tmited statistical tasts, 

th at failure should not bp attr ibuted to the operat ion of 

'counter acting causes'. In a given real situet10n, in wh1ch 

the theory is to be tested, it is impossible to purge on 

the influences either of "counteracting causes" or "favourAble 

f actors". At a ny particular point of time, the contributions 

of these causes and factors can seldom be ignored. Hence, if" 

"the favourable factors", that aid the operat ion of the law 

so much are deliberately ignored and only the "counteracting 

causes" are repeatedlY mentioned, then there is no possible 

end to this type of peasoning. If one chooses this line of 

argument, one can then gO on to show that the 'tendencyr 

ought not to be interpreted as concrete predictions about ·the 
~ 

future of real capitalism and that a .£ilture of the 'tendency' 

to manifest on the surface of re ality shows that it is 

'counteracted' Etm not that it does not exist. 

(contd. f.n. 7) 

form of profits by the capitalists. The revised formula 
asserts that these 'unproductive' eXf1enses of c:lrcu1ation 
are of importance relative to the rate of profit, on the 
one side, am the capitalist's investments in constant 
and vari8.b1e c ap ital on the other. From the capitalists' 
point of View, the investment ' o n unproductive exoenses' 
of cirCUlation is a lso sig nifiCAnt to the rea1izat10n of 
a profit as his investment in productjve const a nt am 
variable cap itals; hence U in the denominator. However, 
t h ese very expend iture causes a drain on product ive 

l a bour -- hence the U in the numerator. Gillman, 
Ibid ., pp . 66-106. 



Ir a theory desjres to produce a n ~n pe RI more t h qn 

intramural -- an appe Fl.I to the ",'hole "" orlCl which !t~ Fluthor 

inte nded -- then it should not loom only in t h e g.b~tr act 

wo~ld. The method of the a bstract t heory i s a lways hypo­

thetical; for though based ultimately on observation, it 

works from art if ic ially proce s sed d 3.t a . It is in it self 

inc omplete, since we cannot by its aid a lone adequately 

understand the complex phenomena of actua l life. Such an 

abstract model can itself only g ive broad outlines of the 

essential determining f actors qnd the general ma nner of their 

interact ions and it can be used for purpose s of pred ict ion 

only ; ( a ) if the a ssumpt ions of the model are attuned to the 

real "'orld a m (b) if the sec onc ary determin ing factor s 

a bstracted from the model,do not exercise a ny signif ic Cl nt 

i nf luence. This exnoses the inFldequacy of the M81'xiFln monel. 

If t h e a bstr act model is 1.11- suited to analy se the real 

situ8tion, be cause of its inability to ex pl a in actual world, 

the model sh ould be strained to accommod ate the "cnunter­

acting c auses" which are inexor ~ble parts of' re a l lff'e. If 

t he ' c ounter acting causes' are taken into account, then it 

e x pla i n s how they would ever prese nt in real world and 

t hereby permane ntly oancsl the operation of the law of the 

falling rate of profit. This is another way of pointing 

out the basic imper f e c t io n in MarxiElm. Nevertheless, so 

many Don Quixotes are still tilting at windmills. 
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Marx has asked the right questions but given the 

wrong answers. 
I 

It is fitt ing to @,'nd our enquiry with 
I 

the inimitable word s of Schumpeter. tI"t;lbat 8. pity, but at 
I 8 

the same time, what a Ie sson am "-'hat a chall~ nge ll • 

. . 
8. History of Economic Analysis (New York, 1954), 

p. 433. 
t: 
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APPENDIX. A REPRINT .9F AN AR1'lCLE 

"GALBRAITH'S CONCEPr OF CONVERGENCE" 

"The capitalist wode of production has been brought 

to a })oint where the work of su pervision, entirely divorced 

from tIle ownErship of c a pital, is always readily obtainable. 

It has, therefore, come to be useless for ~he capitalist to 

tler f onn it h 1mse If. rt 

Ca pit a l Vol. TIl 



Galbraith~s Concept of Convergence: A Study 
By PL. ANDIAPPAN* 

Is Galbraith really serious about the concept of convergence? One does not know. But 
the author of this article sees special significance in his recent writings-his book, New Industrial 
State, in particular-and says that it is not mere wishful thinking. 

I N the latter part of the last century and the early 
decades of this, no subject was more discussed than 

the future of capitalism. Economists, political 
philosophers, men of unspecific wisdom and Bernard 
Shaw- all contributed their personal revelation. All 
:lgreed that the economic system was in a state of 
:levelopment and in time would transform itself into 
;omething hopefully better but certainly different. 
;;ocialists drew strength from the belief that theirs was 
:he plausible next step in the natural process of change. 
But, the future of the modern industrial economy is not 
much discussed now, " partly because of the influence 
it exercises over our belief. " 1 Nevertheless, Prof. 
Galbraith, " Huxley of modern economics " 2, takes up 
the question for the main reason that with the 
progress achieved thus far, the next step will be a 
general recognition of the convergent tendencies of 
modern industrial systems, even though differently 
billed as socialism or capitalism. 

To Galbraith, this is a good thing. Because in time 
it will dispose of the notion of inevitable conilict based 
on irreconciliable difference. The difference is still 
cherished by the ideologists on both sides. But the 
fact is that the difference between economic systems . .. , 
. .. . . . . ... .. does not exist. What exists is an image. 3 

Overwhelming Similarity. Galbraith is not a lone 
ranger in thjsfield. Berle and Means, Palmer, A. M. F. 
Burnham, 1. 4 and others share the opinion with him. 
Palmer opines: "If an intelligent observer from Mars 

• Research Scholar, Indian School of International Studies, 
New Delhi-I . 

I. Galbraith , J . K. " Capitalism, Socialism and the future 
of the Industrial State," The Atlantic, June 1967. 

2. Time. February 16, 1968. 

3. Ibid. 

4. See Berele, A. A. and Means, G . c., The Modern Corpora­
tion and Private Property, N. Y. , 1933. Burnham, James, The 
ft-'fa1lagerial Revoliltion, N. Y. , 1941. 

5. " On Public Acco untability," Socialist Commentary , 
Ja nuary 1960, p . 13. 

6. Many economists have studied this development in the 
growth of corporate sector. For example, see: Berle, A. A, 
and Mean. G. c., The M odern Corporation alld Private Property. 

.Y .. 1933. for a lucid analys is. Also see: Hirai, Y. , Conception 
of High Grade Corporation, Tokyo, 1966, for an analysis of the 
tructure of the corporate sector, and Maurer, H., Great Enterprise, 
.Y .. 1965 J or the study of growth of corporations. 

7. To illu trate the effect of astounding advancement in 
technology Gal braith cites the case of the Ford Motor Company. 
This company was fo rmed in June 1903 with a capital of SO. 15 
million and the staff of 125 and it produced its first car in October 
the arne year. In 1954, the ame company having a capital of 

6.000 million and employing about 317,000 men placed in the 
mar ket a car on which work had been initiated in 1962: engineering 
and tyling c t 9 million and tooling up for production of the 
car c t another 50 million. 

8. Ibid., P. IDS . 
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or Venus should come and examine all large contempo­
rary industrial concerns-public or private-as working 
enterprises, he would notice, I suspect, only their over­
whelming sameness." 5 But there they stop while 
Galbraith proceeds to expound the ' convergence 
theory.' While others saw the kettle boiling, he found 
out the use of the steam. What is 'convergence 
theory' as expounded by Galbraith? Prof. Galbraith 
in his recent Reith lectures on the B.B.C. and his latest 
book The New Industrial State has developed a thesis 
on the following grounds. 

The economic structure in the capitalist countries 
has undergone a great change in the post-war period. 
Industrial corporations have grown into unimaginable 
proportions. For example, the gross revenue of 
General Motors in 1963 was 50 times those of the State 
of Niveda, eight times those of the State of New York 
and about one-fifth of those of the Federal Government 
of the U.S.A. 

Gone are the days of great entrepreneurs like 
Rockefeller, Ford, etc., directing the decision-making 
process in the big corporations. Nor does the decision­
making power rests with the shareholders. It precisely 
lies in the hands of specialists 6 or in the words of 
Galbraith 'technocrats.' 

The factor which has induced the above mentioned 
changes is technology. The contemporary means of 
production have become so sophisticated that they 
require highly educated skills and enormous investments 
of money over long periods of time. 7 It is "techno­
logical compulsion," according to Galbraith, not ideo­
logical or political will" which triggers the chain reaction 
of industrial system. The long period of the production 
process, great amount of investment involved and in­
flexible commitment of the investment to the particular 
task necessitate the planning in every aspect of produc­
tion. 

The two systems. The difference between a Soviet 
and American firms is this. In America a large cor­
poration sets its prices, organizes the demand for its 
products, establishes or negotiates prices for its raw 
materials and components, takes steps to ensure supply 
and establishes or negotiates rates for various categories 
of trained and specialized employees. In Soviet 
Union, these tasks are all performed by the State plan­
ning apparatus . Production and investment targets, 
which are established by the American firms for itself, 
are also given to the Soviet firm , though with some 
flexibility in application, by the State. 8 The fact that 
planning is done not by the State but by the large 
corporations should not mean that the latter wishes 
to keep away from the State. 

Rather, the modern giant corporation and / the 
, technostructure ' are closely allied to and inter-woven 
with the government. It must be so because technology 
cannot advance without the tremendous investment 
and guaranteed demand of government-in space 
science, in aviation, in electronics, in nuclear physics 
and weapons. The presumed antagonism of business 
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to government is an anachronistic re~c of earlier .day,~ 
of influence of the "entrepreneurIal corporatIOn 
without either heavy dependence on modern technolo&y 
or necessity and ability to control , t~e mar~et. BIg 
business and· the ' technostructure 10 particular are 
partners of government." 

The RuJing Class. How does the firm secure 
autonomy over its decisions? Galbraith says that 
decisions in ' the giant corporatIOns are taken not by 
individuals, however high in the formal heirarchy 
but by specialized groups. When power is exercised 
by groups, it passes irrevocably to the organization. 
It rests in groups of 'technocrats ' and is exercised 
by them imperceptibly and impersonally. It is interest­
ing to note the view of James Burnham 9. To him, the 
managerial revolution obliterates the essential differences 
between the various economic systems. In all systems 
the managers are the rulling class 1 0. 

Earlier, the need for planning in corporations has 
been referred. The success of the plans requires 

9. The Managerial Revolution, N.Y., ]94J. 
10. On the Soviet side, a few studies have been undertaken 

in this respect. Notable among them are: Azrael, James, R ., 
Managerial Power and Soviet Politics, Cambridge, 1966, and 
Dijilas, Milovan, The New Class: An Analysis of the Communist 
System., N.Y., 1957. 

II. Gidadhubli, R . G . and Vaidyanath, R. , " Recent Soviet 
Economic Reforms," India Quarterly, Vol. XXII, No.4, October­
December 1966, P. 353. It should be noted here that this and 
other reforms do not signify a return to the market system but 
only a shirt of some planning functions from the State to enterprise. 

that the planning authority should be able to control 
or sufficiently influence the various categories which 
affect the result sought and that it should not be subject 
to the power of those who might frustrate its plans by 
interference. The need for autonomy in corporations has 
been emphasized by many economists time and again. 
Galbraith asks a pertinent question: " If autonomy 
is necessary for the effective performance by the firm, 
it should be needed also in the Soviet type economies." 
To him, the requirement begins with the need to combine 
specialized information of different men. This need, to 
repeat, cannot be dispensed with by an ideology. It 
is relevant here to note that in September 1965, the 
Plenary session of the CPSU Central Committee, 
U.S.S.R., made " an endeavour . . . of vesting in 
factory manngers greater freedom to decide how and 
what to produce." 11 

Decision Making Process. While discussing the 
nature of corporations, Galbraith makes out two 
important propositions. Firstly, the persons who 
effectively participate in the decision-making process 
are not interested in maximization of profit; they are 
concerned with the growth and expansion of the firm 
so that they may get their own promotions in the expand­
ing firm. And so the prices which are set are not 
exploitative but those which win many customers and 
thereby allow expansion of the firm. Almost similar 
views are expressed by Berle and Means. To them, 
the development of the modern corporation has resulted 
in the dissolution of the old atom of ownership into its 
component parts, control and beneficial ownership and 
this explosion of the atom of property destroys the basis 
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of the old assumption that the quest for profits will 
spur the owner of industrial property to its effective 
use. 1 2 

Secondly, according to Galbraith, consumer sove­
reignty has become only a myth in the industrial society 
dominated by large corporations. Initiative for pro­
duction of an article generally lies with the corporations 
who, after manufacturing it, try to persuade the con­
sumers to buy it. With this assumption, Galbraith 
builds an unconventional definition of planning. When 
initiative lies with the consumer, we have a market 
economy and if it passes on to the producer, we have 
a planned economy. 

With these pillars, Galbraith builds the 'conver­
gence theory ' according to which it is technology which 
makes it necessary for a large scale corporation to plan 
and to acquire autonomy for that purpose. And the 
imperatives of technology transcend ideology. Accord­
ingly, we find that just as advance in technology has 
altered capitalism, taking the power away from 
the capitalist entrepreneur and lodging it in the body 
of the firm , in the same way it has changed socialism, 
making the industrial unit beyond the reach of social 
control. This should not mean that there is a tendency 
for the Soviet and Western systems to convergence by 
the return of the Soveit system to the market. Both 
the systems have outgrown the market. What in fact 
is occurring is a perceptible and important convergence 
of both the systems to the same form of planning 
and the growing authority of the business firm. 

Lucid Analysis. Galbraith's thesis has evoked 
considerable interests among the economists and 
statesmen. To Michael Harrington, The New Industrial 
State " is one of the most significant works of social 
thought in this generation." 13 To him, The New Indus­
trial State is an attempt to help American liberalism re­
cover from its own intemporate victory. This attempt is 
made by means of an extraordinary lucid analysis of the 
planned , privately collectivized, and state supported 
system of production which obtain in this mythically 
free enterprise land. There were thinkers before 
Galbraith who caught the broad outlines of this trend­
Rathenau Schumpeter and Keynes being among the 
most notable- but it is Galbraith's achievement to 
have presented in detail its economic, political and 
even its cultural structure. 14 There are others 15 

who regard Galbraith 's new book in equal significance 
with J. M. Keynes' " General Theory of Employment, 
Interest and Money." To Milton Friendman, " it is 
o ld wine in new bottle." 1 6 These estimates do not 
exp lain until we throw light upon the various criticisms 

12 . The Modem Corporaton alld Private Property, N.Y. , 1933. 
13. In his a rticle. " Libera lism according to Galbraith ," 

Commentary. October 1967, Pp. 77-83. 
14. Ibid., p. 78. 
15. For exa mple, Robert Eisne r in his interes ting review 

of the book ... The ew Industria l State." 
16. Quoted in Time. February 16, 1968. 
17 . 1achlup. Frit z. The Political Economy 0/ M onopoly, 

Baltimore. 1952. P. 239. 
18. See : The Quarterly Revie w 0/ Economics and Busilless, 

utumn 1967. Pp. 83-84. 
19. Oxford and IBH Publishing Company, Ca lcutta, 1965, 
20. Ibid .. P. 41. 
21 . ro n. Raymond, 18 lectures 011 Industrial Society, 

London, 1967. P. 2. 
22. Ibid .. P. 7. 
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that can be levelled against the propositions Galbraith 
has made. 

Fritz Machlup's criticism centres around the 
" imperatives of technology." He points out that the 
extent to whic~ concentration has proceeded is entirely 
out of proportwn to so-called technological necessities 
of economies. Most of the growth of corporate empires 
during last fifty or sixty years was " not a matter of 
technological integration but rather financial integration 
of control." 1 7 

. Robert Eisner ~uesti~:ms the divorce of the corpora-
twn from profit Incentives by Galbraith. He asks, 
"would not the economy behave differently without 
the guide, however indirect, of profit" 1 8 as the mem­
bers of an archestra, seemingly bent intently on their 
own notes and instruments, would indeed have a different 
output without their condutor? To him, Galbraith 
understates the extent to which the members of the 
, technostructure' are concerned with their own incomes 
and the extent to which their incomes are related to 
the success of their companies as measured in earnings 
and capital appreciation of outstanding securities. 

Consumer Sovereignty. It is difficult to accept, in 
toto, the idea that consumer's sovereignty has become 
a myth in 'the industrial society.' If the giant cor­
porations are able to determine both price and demand, 
it should follow that product failures should be few 
and far between. This is, however, not so. This will 
be evident if one compiles a list of products, both 
consumer and industrial, which flopped despite vast 
amounts spent on advertisement. 

Not only some of the propositions of the Galbraith 
thesis, but the very idea of convergence is questioned. 
George Halm in his book Economic Analysis 1 9 vehe­
mentally doubts the tendency of the corporation and 
nationalized industry to converge. To him, it is true 
that with respect to the internal functional division of 
labour, there is much similarity between the big private 
corporation and a public firm. "The mistake lies in 
the confusion of this internal division of functions with 
the problems of external relations." 20 The capitalist 
manager makes free investment decisions which are 
based on cost-price relations; the public manager in a 
centrally planned economy fulfils prescribed production 
quotas as the plan commands. In this respect, says 
Halm, there is a word of difference between the capitalist 
manager and the public manager. 

With Reservations. Raymond Aron, whose liberal 
views are no matter of secret, subscribes to the idea of 
convergence with many reservations. Even though he 
realises that " . at a time when science is universal 
and the techniques and means of production are similar 
in every industrial economy, it would be. . . un­
reasonable to deny all resemblance between the Soviet 
and the Western types of societies," 21 he says, " to be 
sure, this book (/8 lectures on Industrial Society) does 
not support " the thesis embraced by western thinkers 
and even by some Marxist-Leninists, of the conver­
gence of all the industrial societies whether Soviet or 
Western. In essence, Aron's conclusion is this: The 
idea that Soviet and Western societies are gradually 
drawing cl oser together and are tending to converge to­
wards a mixed form " is at the most only a hypothesis. 22 

It remains to be seen whether Galbraith 's theme about 
gradual convergence of the capitalistic and planned 
economic systems is a hypothesis. But it should be 
admitted that it is not merely wishfLll thinking. 
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