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O. INTRODUCTION

"The abstract thinker lesrns in his intuition
of nature that the entities which he thought to create
from nothing, from pure abstraction, are nothing else

but abstractions from characteristics of nature,"

Manuscripts of 1844



0,0 LIST OF SYMBOLS
Commod ity
M money
c constant capital
\' variable capital
] . surnlus-value
s! rate of surplus-value

s/c+v specific rate of profit

C/c+v orgaric composition of capital

k cost-price
jold average rate of profit
P Prices of production
S surplus-1lsbour time
P value of labour-power
n rnumber of labourers
i interest
d differentisl rent
5 absolute rent
C'pm commod ity capital
e production process
n number of capital turnovers
St annual rate of surnlus-value

S annual surplus-value.



0.1  PLAN OF STUDY

A study on Karl Marx 1s a familiar terrain to the
contemnoraries ard explaining '"hat Marx reslly meant' has
sver been one of the most interestine indoor snorts.
Nevertheless, in this fileld insplte of A great inputs of
scholarship the resultant product, more often than not,
is rot singularly known for its objectivity.

Probably that ceonstitutes the first difficulty to
the researcher, vho is lost in the vast literature avallable
or the subject. To winnow truth and objectively assess
it, is a formidable task. It is found Ilnteresting and
fruitful to devote more attention on Marx than trying to
know him tirough works of others. IThis is not to belittle
the iearned contribution#of Josepn Schumpeter, Paul Sweezy,
iaurice Dobb, Joan Kobinson aré nonald Megk. But it means
that Marx himself 1is a better guide to understand him than
the best critic avallable on him, Hence throughout the
nresent Ineniry only the words of Marx are clted, with the
snlitary exception of one section (2.5) where views of
others are furnished; rot so much to establish or strengthen
a particular point of view but to indicate the wide band of
oninions expressed about it.

In the vresent work, the terms, 'Marxism' ard the
ad jective 'lharxian' are used with a special cornotation.

The former 1s employed to mean the Marxian system or the
Totality of the views held by Marx. It does rnot mean the

vast literature tnat has sprouted arourd Marx. Similarly,
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the expression 'Marxian analysis'! simply means 'Marx's
analysis',

The present inquiry opens with a discussion on the
abstract model of Marx. It is fairly pertinent to the
investigation since his abstract methed determines his
analysis of profit. After making the Marxian philosophical
preconceptions explicit, The 1inquiry progresses in Chapter 1,
towards more fundamental issue - tThe origin and the
decowpositior of profit. Tiie relationsnips between profit
and rent, interest and wage are examinea. Chapter 2 deals
with the law of profit, and the favourable factors that
help i1t and the counteracting causes that hinder the operation
of the law in the real world. This chapter concludes with a
cureory estimation of the law in general. Chanter 2 1is
purposed to study the relationship between the theory of
profit and the process of accumulation. It also deals with
the mechanism ard results of capital accumulation. Further,
it 1s seen how the theory of profit, by and large, furnishes
the cause of crisis in capitalism, In the final chapter
the assumptions of the theory and the methoa by which they

were arrived at3 are critically appraised.



O-2 . Methodolegy

Karl Marx is no intramural philesopher, His task 1is
not to understand the world but to change ite. He purposed to
show how capitalism will ruin itself, To suit this end he
evolved his own methodolegy. In order to understand the full
significance and implication of his theory of profit, his
methodology should be understood first,

He inherited from the classicals the abstract- deductive
method which means progressing gradually from the more abstract
to the more concrete simplifying assumptions at successive
stages of the investigation., In other words, it is an explo-
ration from unknown to knoewn. This enables the investigator
to explain a wider range and depth of actual phenomena,
because of the height on which he stands, Fowever, it is a
method where counting of trees is approximated to get a wide,
though blurring, picture of the wood. Marx was fully aware
of the advantages of the method ef abstraction. ®"In the
analyesis of economic forms,™ he wrote in the Preface to
Vole 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 hormo-
nizing the warring nature of the various segments of the



€
society, David Ricardo, among the classicals, was struck
by the economic origin of class conflictse But, for him
fhe clashes occurred or deepened between industrialists

and landlordse. But to Marx, such 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 clashes in some other remote causese To Marx,
the villain of the piece is capital., He writese " ---
Capital is the all-dominating power of bourgeocis societye.
It must form 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 history. Their order of sequance
is rather determined by the relation which they bear to
each other in modern bourgeois society, and which is the
exact opposite of which seems 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 forms of
society ---- We are interested in their orgsnic connection

within modern bourgeois society®l Thus according to Marx,

1. The Critique of Political Economy, pe 304,
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capital is the predominant force in bourgeois soclety.
Hence the arena in which the capital operates assumes
pre-eminence. Viewed from this angle, the important
economic relation is between capitalists and workerse
*Society as a whole is more and more splitting up into
two great hostile camps, into two great classes facing

each other- bourgeoisie and proletariat.'2 El sewhere he

writes, "The relation between wage labour and capital

detemines the entire character of the mode of product:ioh."3
To analyse the relationship of Capital and labeur,

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

a grand generalization, sweeping away the inconvenient

subtilities but to hew down the given situation to its pure

form, without the frills of irrelevant disturbances. Con-

sequently capitalists and workers are abstracted to

certain standard types stripped off from all idiosyncrasies.

He wrote in the Preface to Vol. I of Capitale ®“The physi-

cist either observes physical phenomena where they occur

in their most typical form and most free fram di sturbing

influence or wherever possible, he makes experiments under

conditions that assure the occurrence of the phenomenon in

its nomality*, Marx, akin to a physicist wanted to conduct

2e The Communist Manifesto, pe 41.
Se Ca 1t81, Vole. III, Pe 1025.
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some experiments. That is why in his analysis, "individuals
‘are dealt with only in so far as they are the personifica-
tiohs of economic categories, embodiments of particular
class-relations and class-interests®.

The second aspect to be understood in the methodo-
logical approach of Mgrx is its association with logic and
history. In other words this could be called *logical-
historical®' method, Friedrich Fngels, has amply explained
this method.

* The criticism of economicseee coulde... be exercised two
ways: historically or logically. Since in history, as in
its literary reflection, development as a whole proceeds
from the most simple to the most complex relgtions, the
historical development of the literature of political economy
provided a natural guiding thread with which criticisn could
link up and the economic categories as a whole would thereby
appear in the same sequence as in the logical development.
This form apparently has the advantage of greater clearness
since indeed it is the actual development that is fol lowed,
but as a matter of fact it would thereby at most became
more popular, History often proceeds by jumps 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

economics could not be written without that of bourgeois
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society and this would make the task endless, since all

- preliminary work is lacking. The logical method of treat-
ment was, therefore, the only appropriate one. Rut this,
as a matter of fact, is nothing else than the historical
method, only divested of its historical form ard disturbing
fortuitiess The chain of thought must begin with the same
thing that this history begins with and its further course
will be nothing but the mirror-image of the historical
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

development, in its classic form."4

The chief field of employment of this methedology
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 eee

4, Engels, Ludwig Feuerbach, ppe. 98-90.
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the capitalistically mod if ied commodity."5 He first analyses
how in abstract pre-capitalist society, relations of pro-
“duction influence the prices of comwmodities and then
proceeds to find how the basic connection between prices
and relations of production is modified when capitalist
relations of production encroach upon those anpropriate to
"gimpnle" commodity production. That is the situation of
"simple" commodity becomes "capnitalistically modified". The
mechanism of this metamorphosis 1s double fold. First,
capital subordinates labour arnd in the second stage competitior
brings about a situstion in which profit becomes proportional
rot to labour but to capital employed and in which a uniform
rate of profit on capital comes to exist.

In Volume I of Capital, Marx starts his encuiry
"from the first and simplest reiation that historically
and in fact confronts us"6 -- the wide socio-economic
relation between men as producers ard consumers of
commod ities. Under capitalism as economic life is based
and conditiored on production and excnange of goods, men

are related to one another only in their capacity as

5. Preface, Capitsl, Vol. III, p. 14,
6. tngels, Ludwig Feuerbach, p. 99.
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of labour expended to produce them. This is the *labour
.theory of value' g0 often and so fondly spoken by Adam Smith
and Ricardo.

Man had left Bden.Marx proceeds to the second stage
of his enquiry i.e. the advent of capitalist society. Under
this system the workers have to pay a tribute to a new clsass,
the owners of capital without whom capitalism is just
Impossibles Now Marx sets himself to explain the raison
d*- etre for the origin of new form of class income-—profit
on capitale The next task is to explain the emergence and
persistence of profit under capitalisme The basis of the
present situation 1s the existence of a new class, owning
capital, and canmanding labour which has itself become a
commodity that could be bought and sold in the market like
any other commodity. The capitalist, who is only "perso-
nified cap:ltal,"7 compells, "the working-class to do more
work than the narrow round of its own life-wants prescribers".8
The produce of this surplus-labour is the profit for the
capitalistse This *law*® implies that profits are propor-
tiocnal to quantities of labour employed rather than to
quantities of capital employed, This clearly %“condradiects

7 Capital, Vole I, Pe 257
8e Ibid, pe 309.
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all experience based on appearance‘g, What is the solution
for this ‘apparent contradiction*?.
' Proceeding on the *historical®’ track, Marx reaches

a point in Capital Volume III where he finds that due to
extension of competition between capitalists, profit 1is made
proportional not to labour but to capital employed and in
which a uniforn rate of profit prevails. This is the stage
where the *apparent contradiction® raised in the Volume I,

is resolved,s How the contradiction is resolved?

Marx has declared the purpose of his effort in the
Preface of Capital Volume I, *It is the ultimate aim of this
work to lay bare the economic law of motion of modern society."
To discern such a law from the labrinth of capitalist society,
Marx sets to understand the various changes wrought by
technologye. He knows that, "Modern Industry never looks
upon and treats the existing form of a process as final.

The technical basis of that industry is therefore, revolu-
tionary, while all earlier modes of production were essen-

10 Marx had directed all his attention

tially conservative."
and energy to find out the mutual interaction of technological

change and changes in the relations of production. In the

9. Ibid, pe. 307.
10. Ibid, Pe 486,
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short run, due to the constant revolution in preduction the
Aeoonomy will be interrupted by *sudden stoppages and crices

in 'the production procezss."11

In the long run it would
cause the rate of profit- the very purpose and spur of
capitalist mode of production- to fall., The fall of profit
dull s the mcenfive for the growth and saps the sustenance
of the capitalisne Then capitslism dies a naturagl death,

The situation can be expressed in the following waye.

3 = Organic composition of capital
: = Rate of surplus-value

- - £ £

ct v = Rate of profit,

With the development of capitalism, ¢ tends to rise as a
v

result of technological changess This rise is connected with
an increase in productivity in the wage-good.s industries,
which makes _s  to rise. The mutual interaction of tech-
nological cha‘x'xge and relatibns of production, operates
through the changes which it brings forth in these rates

and in their relatioh to one another, In the long run, the

1. Capital, Vole III, p. 284.



changes in the ratios will meke the rate of profit to decline,

+ <lm
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The rate of profit will tend to rise if 8 Trises and f3gll
v

if —— risese With the development of capitalism, both the

ratios will rise. However, the effect on the rate of profit
s

of the rise in -2~ would prevail over the rise in —— ,
so that the rate of profit would tend to fall in the long
Tun e

Entire philosophy of Marx, his approach and analysis
of every problem, is inspired by and imbued with dialectical
reasoninge Marx has borrowed the diaslectic methodology from
Friedrich Hegel. He has accepted that contradiction is the
moving force of progress. He has repeatedly asserted that
reality i1s a unity of oppositess Reality is materiale. Hence
material reality is a unit of opposites pregnant with inner
contradictionse This means that every material entity
contains two mutually incompatible and exclusive partse
Motion in reality occurs not as a result of any external
force but due to the inherent contradictions which are

embedded in all thingse This is precisely what motion 1is.

Thanks to the contradiction, a thing acquires impulse and
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activitye This is the mechanisn of all motion. If reality
by its very essence is a unity 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 Volume I,
Marx hasg 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
existing contradictions.'12 Dialectic is a methodology,
a branch of logic and a law of thoughte It has aided Marx
to conceive that capitalisn dies in the process of resolution
of the contradiction inherent in its beinge The law of
falling rate of profit shows that the internal contradictions
of capitalisn are driving the system to its downfall and
disappearance in the course of a complex history. Contra-
dictions will find a way to vent themselves in crisise.
Hence crises are a logical corollary of capitalism. It is a
catharsise This logical necessity is purely of the dialec-
tical varietye Thus the crisis is to be understood as a

particular expression of the dislectical notion of capitaliam

12. Ibid, pe 292.



As explained in earlier section and as Marx himself
“has told in the 'Preface %o the (ritigue of Political Economy',
warx is led to analyse the 3aconomic structure of capitalism
only as a specific case study to understand the determinants
of different state and socisl forms. He has found their
roots embedded ir the sum total of the material conditiors of
social life. HMan is a social producer of his means of
livelihood. Social preoduction implies certain social relations
ard C¢olour ard contour of which will denerd unon the degree
of‘aevelopment of social vproductive powers. The social
rel=tigns are the substance of economic structure of society
on which 1is erected the superstructure of many and varied
institutions. To understand the nature of these institutions,
The economic structure which begets them, snould be probed
deeper, To karx, no system is eternal and sacrosanct. And
nence he looks every system as ar ever-changing social
order - a logical 1link in a chain. So is capitalism. If
so, what is tne motlive-forcz of that change ?

Soclety, to Marx is compsrtmentalized inevitably
into two segmerts, capitalists and workers; the one, owning
the means of production ard the other owning the labour-
power. Peace between these two classes are contradiction
in terms since their interests are incompatiable. In
abstrac t, this is a struggle between capital and

lsbour .
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Hence, Marx, who is solely interested in studying
strugegle of the two antagonistie classes, is logically led
towards a study of capital ard labour. Thus, Marxian study
of capital ané labour, is incidental, thouch essential to
his wider quest.

“hat is capital ? In simpler terms, it is condensed,
past and frozen labour. Viewed thus, capital is dead labour
only. So, what Marx studies is different forms of labour
or in Darwinian language, labour i¢ different evolutionary
process. Therefcore, in abstract terms we can say That
labour produces value; in tae process of creation of value,
tne due whnich The living labour gets is Qage and the bigger
slice -- surplus-value is extolled by dead-l=oour. Dead-
l=abour thrives at the expense of 1living labour. Capital
has a "vampire thirst for the living blood of labour", %
Under capitalism, there is a progressively increasing
suppression of the living labour by dead labour. Because
both the forms of labour are dialectically onnosed.

In this way, a study of surpnlus-value or prof it
(which are same for Marx) is inseparably from a study of
wage. Because both nestle around only one factor, labour.
So, with this background the present inguiry is to be

unaderstood .

13. Capital, Vol. I, p. 282.
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"Profit', writes marx, "is the form in which surplus-
value presents itself to tihe view and must initially be
stripped by analysis to disclose the latter. 1In surplus-
value, tne relation between capital and labour is laid
bare".14 Therefore, let us start the inquiry with an

analysis of surplus-value with its disguise removed.

WAGE

The M=rxian theory of Profit is an elaboration of
his theory of commodity valuation. Marx conceives labour-
power as a commod ity to be bought and sold in the market
and the problem is merely to determine its value or wage.l5
Gven though like other commodities -- labour-power has a
market value, Marx is interested to find its natur=l or
real value, He is particularly concerned with the value of
the labour-power under capitalism, in which the worker is
the exclusive owner of his lavour-power and 1s free to
sell it to the capitalist and in which the worker being
unable To produce and sell for himself coumod ities in
wnich his labour-power is emoodied, can exist only by
selling nis labour-power as a commodity. Since labour-
power 1s a commodity, its value is determined by the
quantity of labour-time needed to produce it. The value

of labour-power depends not on what and how labour-power

14, Capital, Vol. III, p. 47,
15. Refer Capital, Vol. I, pp. 588-90.
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produces but on wh=t produces it. The wage is rot a function
of Thne labour-time which the worker spends for production
but of tThe labour-time which is required to make worker's
.—labour-power available in production., DNow the cuestion is
how much labour-time is required to produce the worker's
labour-power ? The worker's labour-power will not be
produced unlesé the worker 1is able to obtain the minimum
necessaries.of-life. Thus the amount of labour-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. 1In brief, wages are determined by the
amount of labour-time reguired to .produce the worker's
labour-power and only work out incidertally to subsistence.
In the long-run, wages were determlned by the cost of
proauction of labour-power in terms of labour-time. Marx
says "the value of iabour-power is cetermined as in The case
of every other commodity, by the labour-time necessary for
the production and consequently also The reproduction of
this special article.... Irn other words, the value of labour-
power is the value of the means of subsistence necessary for
the maintenance of the labourer".16 And again "...a2s with
all other commodities, so with labour, its market price
will, in the long-run, adapt itself to its value; that,
\ therefore, despite all the ups ard downs and do what he may,

the working man will on the average only receive the value

16. Ibid ey ppo 189-1900
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of his. 1sbour, which resolves into the value of his labouring
power, which is determined by the value of the necessaries
required for its maintenance and reproduction, which value
of rnecessaries finally is regulated by the quantum of labour
wanted to produce them" ,17
The theory of surplus-value is a logical derivative
of the theories of value and wages. The difference between
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 cazpitalist,
This is surplus-vslue. The surplus-value -- the worker creates
but never clasps. In other words, surplus-vzlue 1s a mere
congelation of surplus labour-time or materislised surplus-
labour.18
Rent, interest and industrial profit, which we would
discuss in detall in a subsecuent section, are only different
names for different parts of surplus-volue. They are derived
from this source, They are rot derived from land as such
or capital as such but land and capital enable thelr owners
to get their respective shares out of the surplus-value
extracted by the employee canitallst from the labourer. If
the ewploying capitalist uses his own capital and lard,
then the vhole surplus-value would go to him.l9 Here it

should be roted that surplus-value is a resultant of a bad

economic system and not from bad employers.

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

18. 1bid., pp. 77-9%

1o, Ibid., p. 9.
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SURPLUS-VALUE

Surplus-value is the excess value of a commod ity
over and above 1ts cost price. The cost price is equal to
-the value of consumed capital ard hence this excess value is
an addition in the value of the capital used in the production
of the commodity. However, surplus-value constitutes an
addition rot oniy of the segment of The advanced capital
which enters into the self-expsansion process, but also of
the portion 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-v=lue, s emerges due
to a change in the value of the variable capital, v. And
hence originally it 1s an increment of variable capital but
1ater'on it becomes an increment of éi%, the exnanded total
capital. The formula

c + (v¥s)
shows that 8 is produced through the conversion of a
definite capital value % advanced for labour-power. This
may alsb be represented aszo

(c+v) + s

SUnPLUS-VALUE AND PRCFIT
Marx writes "In its assumed capacity of offspring

of the aggregate advanced capital, surplus-value takes

20, Capital, Vol., III, p. 46,
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the converted form of profit. Hemnce, a certain valu# is
capltal when it is invested with a view to produc ing profit
or there is profit because a certain value was employed as
capital.n2l
Then Marx approvingly quotes Malthus "capital is that which
1s expanded with a view to profit".

The value of a commodity = Cost-price + profit

C=k+p
Then the formuia C = c+V+s = k+s§

C = k+s

k = C-s
ine formula C 1s equal To k+s reduces itself to C=zk or
coumodity value = commod ity cost-price only if

s=o0
"a case which never occurs on the basis of capitalist production,
although peculiar market conditions may reduce the selling
price of commodities to the level of or even below their

a3
cost price".2

KATE OF PROFIT
omount” . '
The »ete of surplus-value measured against the variable
capital is called rate of surplus-value. The rate of surplus-
value measured against the totsl capital is called rate of

profit, According to Marx, these two are the measurements

2. lbld., p. 4¢°.

22. malthus, Defipitiors_im Political Economy (London, 1827),
P. 86, cited oy harx. lbid., p. 49.

23, Capltal, Vol. II, p. 50,




of the same entity. “ihe

Surplus-value is a surplus over the advanced total
capital. The proportion of this surpius to the total capital

1s represented as g where C stamds for total capital. Hermce

Q

the rate of profit is s =_s . Let us remember that the rate
c+Vv

Q

of surplus v:=1lue is s.

The tpansfor;ation of surplus-value into profit must
be deducted from the transform=tion of the rate of surplus-
value into the rate of profit and not vice versa.24 The rate
of profit is numerically different from the rate of surplus-
value. Nevertheless, surnlus-ﬁalue and orofit are always the
same. In other words, profit is a converted form of surplus-
value, a form whose outlires are blurred ard indistinct. 1In
effect, profit is the form in which surplus-value appears.
marx says, "In surplus-value, the relations between capital
ard labour is laid bare; in the relation of capital and
labour to profit i.e., of capital to surplus-value that
appears on the one hanmd as an excess over the cost-price of
coumodities realized in the process of circulation ard on the
other, as a surplus more closely determined by its relation
to the total capital, the capital appears as a relation to
itself, a relatiou in which it, as the original sum of

o
value, is distirguished from = rew value vhich it gererated".

24, Ibid., p. 56.
25. Ibid o9 pl 620
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CONSTANT AND VAKRIABLE CAPITALS

Capital is composed of Two eiements, variable capital
_gnd constént capital. The capitalist, in order to wmaxe profit,
spends money M on labour, transforms labour into commodities C
ard sells these commodities for a greater amount of Money M.
The difference between M' and M is the surplus-value, the
result of exploitation. The surplus-value is attributable
to the variable capital alore. Variable copital is that
part of entrepreneur's capital which is invested in labour-
power and 1is used to pay wages. Such capital is called
variable because by 1nvesting it in labour-power, the employer
is able to get back rot only the amount paid out as wage
but also an acditional sum called surplus-valus. haturally,
surnlus-value is derived from varienle capital only:26
"Constant capital", by contrast, "does rot undergo...any
guartitative alteration of Value",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 lend. They are constant
capital because their value as a whole remains constant
throughout the process of production. This capltal produces

no surplus-value, for it is the product of past labour.,

26, Capital, vol. I, p. 233.
27. Ibid., p. 232,
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The 1dea behind such a division of capital is thisy
vhen the capital was created, the labour which created it was
exploited to the ultimate erd and now that labour has escaped
‘and cannot be further exploited in the present.28
The organic composition of capital is the ratio between
constant capital ¢ and variable capital v.

Thus organic composition of capival is equal to ¢c.
v

The RELATION OF THe KATE OF PROFIT
TO Trnk KATE OF SURPLUS-VALU=

The rate of profit is related to the rate of surplus-
value, as the variable capital is to the total capital. This
relstion could be mathematically expressed.

Total capiﬁal C consists of constant capital ¢ and
variable capitallg and produces a surplus-value .8, The
ratio of this surplus-value to the advanced variable capital

or the rate of surplus-value is/g?f,%}:l

Let the rate of surplus-value be s!

Therefore st = g
\'

Consequently, s = s'v

If tne surplus-value is related to the total capital,
instead of the variable capital, it is, as we have seen,
called profit P. The rate of profit p' is the reotio of

the surplus-value to Tthe total cepital s.
C

28. I1bid., pp. 227-29.
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=_S

c+V

Therefore, p' =

Qi

Substituting for § its equivalent s'v, we get

= s' ¥

p' = s' ¥
C c+v
This equation may also be expressed by the proportion

pt s st =w 2 C

From this proportion we infer that the rate of
profit is always lesser thar 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 using 20 lsbourers for a weekly wage of 20 working a
ten-hour day. '

80 c + 20 v + 20 s
Therefore, s' = 100 %. p' = 20 %
If the working day 1s lengthened from 10 to 15 hours without
increasing the wages, the total wealth produced will rise
To 60,

80 c + 20 v + 40 s,

s' = 200 %. p' = 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,
s' = 233%% p' = 30%%.



Thus we find that an enlarged working day and a fall
in wages 1ncrease the rate of surplus-value. Likewise, a rise
in wages would decrease the rate of surplus-value. "This
irdicates that changes in the working day, intensity of
labour ard wages cannnt take olace without a simultaneous
change in v and s and their ratio and therefore p', which
is the ratio of s To the total capital, c+v....Precisely this
reveals this specific organic relationship of variable canital
to the movement of the toftal capital and to its self expansion
and also its difference from constant capical."'

Then Marx proceeds to apply to various crses, changing
Tthe value of The individual factors of s' v. The product
s' Vv are s' and ¥. ©

C c
Firstly, 8' 1is treated as constant To analyse the effect
of the possible variations of v. Then, the fraction ¥ as
constant and s' as variable. ginally, all the factor% are
treated as varilables so that all the cases from which the
laws governing the rate of profit could be exhausted.

The conclusions emerge out are -

(a) that a rising rate of profit may correspord to a falling
or rising rate of surplus-value.

(b) a falling rate of profit to a rising or falling rate of

surplus-value, ard

29. Ibido, p- 660

30, For matnematical treatmert refer Capital, Vol. III,
pp . 69-84 e
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(¢) a constant rate of profit to a rising or falling rate of
surplus-value. A rising, falling or constant rate of prof it
‘may accord with a constant rate of surplus--v,a.lue.'31 Thus

we find that rate of profit depencds upon two chief factors --
the rate of surplus-value and the value-composition of
capital. Marx thinks that the rates of profit of two
different capitals or of one ard the same capital in two
successive different sets of conditions are equally
provided.3

(A) if the composition of the capital is the same and their
rates of surplus-value are also the same.

(B) if their composition is not the same and the rates of
surplus-value are unequal.

The rates of profits of two different canitals or of one

and the same capltal in two successive different conditions
are unequal.

(=) if the composition is eqgual =2nd the rates of surplus-
values are uneoual, in which case they are related as the
rates of surplus-value,

(b) if the rates of surolus-value are the same and the
composition 1s unequal, in which case tuey are related as
the variable portions of the capitals ard if the rates of
surplus-value are unegual and the composition not the same,
in wnich case they are related as the quantities of surplus-

value calculated in per cent of the total capital.

3l. Capits]l, Vol. III, p. 83,
32. 1bid., p. 84.



Ls DECOMPOSITICN Of' PoOfFIT

"Political economists nave hitherto studied the
appeararnce of rent, wages, prices, velues, profits,
interest etc. Unereas the task of economic sclence, as
of any science 1is to reveal the hiddenr connections behind
all these varying apoearances and that once these under-
lying laws have been ascertained we can then account for
the constant divergence of appearances from underlyilng

realities."

Capital Vol. III



TRINITY SR
1.0 TRINITARIAN FORMULA

According to uarx, capital, land and labour are the
'factors of production. These “actors of production are
combined in various proportions for ornductive purpvoses.

To Marx, this is the trinitarian formula which comnrises all
the secrets of the socizl process of nroduction. To him,

- interest 1is the svecific characteristic oroduct of canital,
profit of erterorise is wage indenerndent of cavital and
profit Is a snecific characteristic form of surnlus-value,
Labour 1s the source of wealth and value. Capnital is frnzen
or past labour. Vhen labour acouires the form of canital it
can employ the labnur itself. Capital begets surnlue-value,
lMarx has not attached much imoportance to the organizatinn
factor. The organizer gets his reward only as a specialized
or skilled labourer. Iuterest 1s paid out of surplus-value.
So 1s wage. Hence to Marx, the villan of oiece is capnital,
even though it conceals only innocuous labour. For a study
of profit, a detailed encuiry into the nature and causes

of interest, rent. and wage, 1s pertinent. Subseoguently
they are dealt with in detail. Here let us make a survey

of the general relationshin among them.

Capnital which is the threshonld of all Marxian
writings, 1is not a thing, but a definite social protuction
relation, belorging to a2 definite historical formation of
society. Capital is rot just the totality of all the

means of production. It is the means of nrnduction
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converted into a different form. All the three nroceeds --
interest, rent and wages -- are comvorents of the value of
the nroducts. The use-value lard has no value but the
exchange-value land fetches rent. If cavnital I1s taken as
the sum total of values reoreserted irdevendentlv by mnnev,
then it is wrong s Marx has not reckoned with land as a
factor of nroduction anri hénce has eliminated rent as an
econonic category. TovMarx rent is a surnlus of onrofits
above the average earned from a noné%roduccible ascet of a
particular quality. This form of rert is a specially
historical olre, a form manoceuvred through the influence of
capital ard the capitalist mode of oroduction and evnlved
either out of feudalland ownership or out of small veasants,
agriculture carried on for a living. JTf rent consists of
surplus-profit pools which cannot be vriced away in the
competitive process because of scarcity of non;;roducible
assets, Marx has found It worth investigating first of all
the formation of average rate of nrofit from”Which rent
emerres and by which i1t is conditioned. Hence he assumes
in his first anproximatiorn that all natural resources are
homogeneous. Thev all are owned by the capitalist and have
no marginal oroductivity. No surplus~-nrnfit pools c=n
emerge and hence no rent different from orofit. As there
is no rent, there is no sustenance for a class, c=lled

rentier, different from capitalist.

A“ter having eliminated lard as a factor of production,

Marx proceeds to exclude interest-tearing capital. Interest is
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essertially a pnortion of vnrofits given tn a rentier or
absentee capital. In bygone davs, Interest was naild for
the money borrowed by extravagert orirce, needy trader,
voor patlient etc. Since the advent of canitalism, the
nrominence assigned to interest has been reduced;
nevertheless, it occupies a subordfnete place. For myrid
reasons, warx has wanted to abstract the problems pertinert
Go interest. First and foremost 1s, he is one of those who
believed that the behaviour of interest rates is affected
by the pecuniary environment of the capital market. By
implication, larx claims that zoverrmenrt loans for ron-
productive opurponses influence the interest rates.

After solitting Interest from nrofit, a residlum
c=1led onrofit of entervriece ig left over which wnruld demanﬂ
a careful and special analvsis. Here too, Marx has subjected
his analvsis of the general category of orofit as such -
its mode of oriegin and 1its conditions - befnre encuiring
into its more complex manifestations. Here, it should be
made clear that Marx rever has stated exvnlicitlv that
canitalism came into existence or could progress further
without the sustenance of barking, ir particular lerd ing
phenomena. towever, he felt that it is possible to
investigate the oroduction and distribution - rather the
core of capitalism in abstraction. That is why in nis

first aporoximation, he assumes the identity of the
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canitalist with the entrenreneur in the sheence af affinity
of loan with credit and of interest as a source nf incame,
In this chapter, our analysis also is ridder with such
assumptions. The scone of the chanter has not been exnarded
to accommodate the impnlicatione of such assumntinnsg which at
times strain the delicate issues of monetary theorv.

Under the assumptions, all non-wage Income 1s tuvrred
into a2 homogeneous profit of tha capitallsts who own the
means of production and who employ the labourers. This orocess
is theoretically well described by Marx, even thiough he cannot
escape from accusation for over-simplifying s complicated
structure. This, he considered, was to be the essential
conclusions of classical economics. That—3is—why Marx's
method is characterized by the term pure capitalism. An
abstraction-method is employed in nrder to isolate 1n
pure form the orocesses of the formstion of surnlus-value,

We have already seen the emergerce of surnlus-value
in a canitalist societv and dits transformation to the owrer
of the means of productinrn under varicus rames, rent,
interest and profit. Before vroceedirg inte a detalled
discussion on rent, orofit etec., we will dwell uvon their
interrelatinonships.

Surplus-products is divided smong capitalists as
dividerds proportionate to the share of the social capital
each has. Ir this way the surplus—oroduct or surplus-value

appears as average profit vwhich is due to the share of
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then, S=p=p'+ i+
c C C

D'+ i+
C € ¢

We know that when S the total amount of surnlus-value
is continually increasing with the capitalist development,
8 1s steadily declining. It is hecsuse C grows faster
%hpn s. Hence, it 1s not contradicting, for p', i and r
for steadily increasing, each individually, w;en s
g', 1l and r declining, ’
With an Increased total surplﬁs-Value or profit S =p ard
a correspondingly falling rate of orofit S = p, the oronortions
of the parts p', i and r which make up S:% mag change within

the 1limits set by The total amount of S without affecting

the magnitude of s or s.
C
The mutual variation of p', I and r is only a varying

dilstribution of s among different classes. Hence the rate
of individual industrial profitg, the.rate of interest ard
the ratio of ground-rent to the total capital, may increase
in relation to ore another, while the general rate of orofit
falls.

If the rate of profit declines from 50 to 25 ner cent
because the composition of a certain canital with a rate of

surnlus-value of 100 ner cent has changed from 5Ob + 50V

£ £
to 75, + 25 | then a capital of 1000 will yield = nrofit o

500 in the first case ard in the secord,a canital of 4000 will
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yield a profit of 1000, We find thot p' hag “~llen by nne
half, while s or p have doubled. If that 507 was nriginally
‘divided into 20 profit, 10 interest ard 20 rent, then

p' =204, 1 =104 and r = 204
C C c

If the provnortions had remained the same after the change

from 504 to 25%, then p' =104, 1 = 5% and r = 104, If,
C c C
however, p' should fall to 8% and i to 4%, r would rise to
C C C

13%. The relative magnitude of r would have risen as agalinst
£l and i, p' would have remalined the same. Under both
assumntions, the sum of P1, 1 and r would have increased.
Whatever may be the disparity and disharmony 1n these
relations, they have one thing in common. They are like the
anmually consumable fuﬁ%ts of a2 verennial tree, or rtather
three trees. They form the anmual Jrcomes of these classes,
canitalist, landewner arid labourer, revermes Afstributed by
the functinning capitalist in his canacity =s direct exploiter
of surplus-labour =nd emplover of labour in general. Thus
capital seems to the capitalist, 1and to the 1ard-=lord ard
labour-powver to the labourer as different sources nf their
specific reverues, namely profit, grovnd-rent and wages,
These sources are no “oubt perenrial., The oroduced
means of nrojuction are comverted into capitel, the land
into private property. These means of production are in
tnemselves capital oy nature like 1land is earth mononnlized

by a certain land-owners. Canital presupposes labour as wage-

labour.
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Thus, capital appears as the natural form of the
means of labour. Capital and produced means of nroduction
thus become identical. Likewise land and nrivate property
are identical; The means of labour as such, which are by
nature, capital, thus become the source of profit, much
as the land as such becomes the source of rent.
Surplus-value, 1in the form of nrofit, is no longer
conditiored by that portion of capital invested in labour
in which it is born but related to the total capltal. The
rate of profit is governed by laws of its own being, which

reouire 3t to change while the rate of surnlus-value remains

unaltered. The compartmertalizatior of profit into nrofit

of interorise and interest, consummates the individualisation

of the form of surnlus-value. Even though they are opposed
in forms, they are one in esserce. Now let us study

individual forms of surnlus-value.



) I B INDIVIDUAL FORMS OF PROFIT ¢ RENT

PRO®IT AND RENT

In the preface to the Volume III, Engels has stated
that Marx interded to rewrite on rent because of the wide
variety of forms of land ownership as well as of the exploitation
of agricultural producers prevailing in Kussia. The theory of
rent nas occupied the mind of Marx so much so that he has
devoted about 200 pages for This. In the emergence of rent,
he has found a secret sprirg that feeds the capitalists. He
has traced the birth of private oroperty to the accretion of
rent., As we progress in our inquiry, we shall find how larx
has linked the origin of surplius-value to the private-property.
Herce a deep insizht on the Marxian corcept of rent is
imperative for a good understanding of his theory of profit.
Therefore, let us turn for a detailed discussion onr rent,

To Kicardo, the falling rate of prof it was a
resultant of the oressure of a growing industrial population
on the scarce fpnglish land. Urder that pressure, the price
of 'Corn' rose, wages ard remnt rose, encroaching into the
industrial capitalist. Marx, taking a clue from Kicardo,
has corceived his own theory of rent. Marx has restricted
interest and rent as payments to capital ownership and as
in no way different from incustrial profit, all of them deriving
from the same source - surplus-value. Marx writes, "hkent,
interest and industrial profits are only differemnt names for
different parts of the surplus-value of the comuwod ity ,or the un-

paid labour realized ih it...ecually derived from this source

and from
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this source alone. They are not derived from land as such nor
from capital as such, but land and capiﬁal enable their owners
‘to get Their respective share out of the surplus-value extracted
by the employing capitalist from the labourer".1

dMarx divides rent into three neads (a) differential
rent I (due to extensive land cultivation); (b) differential
rent II (due to intensive land cultivation) and (c) absolute
rent, The capitalist way of production in agriculture is
similar to the caritalist mode of pnroduction in industry.2
While the former mode is defined by the production of principal
crops, the latter produces goods like yarn etc.3

Canitalist 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
says Marx., They are - (1) the actual tillers who are wage
earners employed by the capitalist, (ii) the capitalist
farmer who produces agricultural products, (iii) the land
owner whno is exploited by the capitalist-farmer. The return
to land-lord for the use of property is ground-rent. "The
renting capitalist pays to the land owner annually (just as
the borrower of money capital pays a fixed interest) for

the permission to invest his capital in this particular

1, Value, Price gnd Profit, p. 45.
2. Capital, Vol. III, p. 721.

3. Ibid., p. 722.

4, Ibild., p. 725.
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spnere of production. This sum of money 1is called ground-rent,
-no matter, whether it is paid for agricultural soil, building
plots, mines, fishing grounds, forests etc,

It is paid for the entire time for which the land owner
has contracted to rent his land to the capitalist farmer,
Ground-rent is therefore that form in which property in land
is realized'economically, l.e., produces va.lue.6

Capital can be fixed and incorporated in land either in
a transitory manner like fertilization etc. or more permanently
like irrigation works. Marx calis the capital thus applied to
land as la _terre-capital. Marx has made a distinction between

terre-matiere and terre-capital. "The mere application of

further outlays 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 land ...
land as capital is no more eternal than any other capital...land
as capital is fixed capital; but fixed capital gets used up

4 Both of them belong

just as much as circulating capital”.
to the category of fixed capital. The interest on capital
incorporated is based on improvements thus made in it as an

instrument of production can "constitute a part of the rent

5. 1bid., p+728.

6. Marx defines landed vroperty which is "based on the
monopoly by certain nersons over definite proportions
of the globe, as exclusive spheres of their private
will to the exclusion of all othars? Capital, Vol. III
p. 721 . Here he strongly criticizes the Hegelain
concept of landed property.

7. Poverty of Pnilosophy, p. 165
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paid by the capitalist farmer". Marx says "can'". Because

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 actual ground-rent which is paid for
the use of land as such. What appears as qualitative differences
in soil are merely the manifestations of quantitative differences
of fixed capital. The land owneré-claim on this revenue emanates
from the terms of land tenure which are contracted between the
landlord and capitalist-farmer., During the contract, the returns
due to soll improvement works are the property of the capitalist-
farmer. No sooner did the contract expire, "the improvements
embod ied in the soil become the property of the land owner as

an inseparable part of the land" .2 After this in a renewed
contract, the land owner leases an Improved soll l.e., soil

and land capital, which fatches a high ground-rent —

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

term and the capitalist farmers desire long-term bases.10 These
additions to land owner's revenue constitute "an extraneous
component of ground-rent, a component which must become a

continually growing extra charge on the total rent of a country

8. Capital, Vol. III, p. 726,
9, ibid,, p. 728,

10. Ibid., p. 789
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as economic development progresses".ll varx further states that
the lease money may conceal a deduction from the average profit
or from the normal wages or both. This pecrtion, whether of
profit or wages, seems to be ground-rent because instead of
giving to the industrial capitalist or the wage worker, it is
oald to the landlord. Neither the one nor the other of these
portions constitutes ground-rent; but in practice it forms land-

lord's revenue -- an economic realisation of his monopoly .

The lowest return to the capitalist-farmer is indemni-
fied by the relative security of his investment and the social
prestige attached to the landed classes. A number of small
capitalists are compelled to be satisfied with less than the
average rate of profits by circumstances, competition and
social values.13 Here it should be noted that Marx always
keeps the risk factor in mind whenever he discusses factors of
production.

Ihw GENESIS OF GROUND-RENT

The determination of ground-rent, iike the determina-
tion of profits due to innovation, depends generally on the
difference between social and individual value. This difference
depends upon the introduction of a new mode of production which
considerably reduces the cost of production below the socially

necessary value. The individual cost of commodity production
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falls below the social cost because of the employment of a
natural force. What is s natural force? "A natural force or
motive power of water which is found ready at hand in nature
and winlich 1s not itself a product of labour, has no value, it
need not be paid by an equivalent, it cost, nothing. It 1s a
natural agency of production which is not produced by labour".14
Then kMarx proceeds towards the theory of ground-rent by
illustrating two different techniques of production; one
employ ing steam as motive power and the other, a water-fall,
The value of the commodity produced with the help of the water-
fall is lesser than the commodity value produced with steam oower,
because of the smaller quantity of labour materialised in the
farmer's constant capital.l5 Even though the commod ity produced
with water-power costs less, it 1s sold at the social value.
That is to say, market price. And hence gets an extra
surplus-value or surplus-profit. Since the level of gerneral
orice of production is one of the 1limits 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
difference between the general and individual price of production
and hence from the difference between the general and the
individual rate of profit. An excess above this variation
nresupposes the sale of products above and not at the price of

16
production regulated by the market. Thus

14, Ibid., p. 753.
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The general variation between the stability of surplus-profits
reéﬁlting from labour-saving techniques other than natural
power and the stability of surplus-profit flowing from
applications of natursl power depends upon the degree to which
the techniques become widespread throughout their respective
production process. As soon as a new style of production is
introduced, there are always people to herd. As soon as the

new technigue is duplicated, the social value of the commodity
falls to its lower individual value and consequently the
surplus-prof it vanish. The employment of a natursl power does
not necessarily result in super-profits., Super-profits are
realised only where the natural power cannot be imitated or
duplicated. Hence, if all the firms nave the water-falls, the
commod 1ty value of the individual firm's production would fall.
The market price would as well fall without surplus-profits
emerging.l7 Wherever, duplication 1s not feasible, surplus-
profits are possible. When capitalist employs water power by
and large, duplicatlion is effectively eliminated. The increased
productiveness of the labour vsed by him is neither due to the
capital or labour itself nor from the mere application of some
natural force different from capital and labour. It arises

from the greater natural productiveness of labour bound up

17. 1bid., p. 7%4.
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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 apvlication
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 which 1s only at the command of those who have

at their disposal particular portions of the earth and its

appurtenances, "at the command".l8

It is not within the power
of capital to call into existence this natural premise for a
higher productivity of labour like any capital can transform
water into steam. It is found in nature and whenever it does
not exist, it cannot be done by a definite investment of
capital. The position of this natural force constitutes a
monopoly in the hands of its owner. It is a condition for an
incresse in the productiveness of the Invested capital that
cannot be established by the production process of the capital
itself; this natural force which can be monopolized in this
manner is always bound to the land.

The possession of the non-duplicatable power 1is the
property claim over the surplus-profits. In the words of
Marx, "...private property in land does not create that position
of value which is transformed into surplus-profit, but it

merely enables the land owner who has possession of the water-

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

18. Ibid., p. 755.
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industrial capitalist into his own".19 Monopoly conditions are

the salient features of agriculture.zo

The surplus-profit
resulting from the employment of the water-fall falls as ground-
rent into the hands of the owner of the land who can reap the
benefits of water-fall. Thus the ground-rent emerges due to
the greater relative fertility of definite individual capitals
invested in a certain production sphere as compared with
iﬁvestment of capital which are excluded from these exceptional
and natural conditions favouring productiveness. Marx illus-
trates this point., "...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-profit and therefore could not produce any
rent.“21 Thus to Marx, rent is always a differential rent,
because it does not enter as s determining factor into the
general production price of commodities but rather is based on
it, It invariably arises from the difference between the
individual production price of a particular capital having
command over monopolized natural force, ‘on the one hand, and

the general production price of the total capital invested

19, Ibid., p. 758.
20. Ibid., p. 756.
21, Ibid., p. 757.
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in the sphere of proauction on the other.22
Thus §4 = GR
Where Se is surplus-profits and the GK 1s ground rent
GR = P; - Pg
GR is the dependent variable and prices (P1 and P2)
fixed by technical factors, are the independent variables,

DIFFERENT JIAL GROUND-RENTS
Differential rent I Case

Surplus-prof it is always produced as a difference between
the products of the equal quantities of capltal and labour and
this surplus-profit is transformed into two ground-rent when
two equal quantities of capital and l=soour are employed on equal
areas of land with unequal results,23 These 1nequalities are
due to variation in natural soil fertility and soil location.
Fertility and location are not independent variables. The
fertility could be further divided into natural and actual
fertility. Natural fertility is a function of climatic factors
and chemical composition of top soil and transcient or permanent
land caplital a2lready invested in the sc»:[l.z4 The location
factor is a function of the economy's communication and

transportagion systems. A certain part of land may be very

22, Ibid., p. 756.

23. Ibid., p. 760. Here Marx approvingly quotes Ricardo "Whatever
diminishes the inequality in the produce obtained on the same
or on hew land, tends to lower rent and whatever increased
that inequality necessarily produces an opposite effect ard
tends to raise it". Ibid., p. 76l.

24, Ibid., p. 763.
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favourably located ard yet be poor in fertility and vice-versa,
M"This circumstance 1s important, for it explains how it is
possible that bringing into cultivation, the land of a certain
country may equally well proceed from the better to the worse
land as vice-versa".25 It is clear tus%t the progress of

social production in general has, the effect of evening out the
var iations emerging from location as a cause of ground-rent,

by creating local markets and improving locations by
establishing communication and transportation facilitles. It
further increases the difference in individual locations of
lands by separating agriculture from manufacturing and forming

big centres of production. Marx then, gives an 1llustration.

26
Table No. 1

Type of Product Capital Profit Rent
Soil Quarters Shillings advan- Quarters Shillings Qar- Shill-
ced ters ings

A L 60 50 1/6 10 - -

B 2 120 50 1-1/6 70 7 4 60

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. Ibgi., p. 764.
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The above 1llustration 1s based on the following

.assumptions
(a) average rate of profit is 20%,
(b) 50 shillings per acre of land capital are invested in

every pilece of land.
(c) Every pilece of land consisting of 4 acres A, B, C, and D

is of increasing rate of fertility.
(d) The market price of wheat per cuarter 1s 60 shillings.,
(e) The price of wheat is determined by the price of production,

cultivated on the inferior land.

The fertility conditions.are decided from land D to A.
The quantity of wheat produced on the inferior soil 1s 1/4.

Pa = Ka + Kap?

60 = 60 + 10
Marx says "Differential rent may then Torm either an ascending
or a decending sequence, for although the sequence is given for
the totality of actually cultivated plots of lanrd, 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, that is to say, from the inferior to the superilor lands

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

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

27, 1bid,, p. 764.
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no rent 1s always the.one regulating the market price, although
.the latter in Table No. I, if its sequence were fournd in an
ascending column, only remained fixed. It 1is due to the fact
that better and better soil was drawn constantly into cultiva-
tion. In such a case, the price of wheat produced on the
superior soil 1s a regulating one in so far as it depends upon
the quantity produced on such a soll. If B, C and D produced
greater than demand, A would cease to be the regulator.,
Differential rent arises from differences in the fertility of
the soll which is given for every given stage of agricultural
development. Kn the words of Marx, "...from the limited area
of the best land and from the circumstance that equal amounts
of capital must be invested on unegual types of soil, so that
an unequal product results from the same amount of capital."28

This takes care of the first false assumption regarding
differential rent -- still found among men like West, Malthus,
and Ricardo -- namely, that it necessarily presupposes a
movement toward worse and 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 De
formed when a better soil takes the lowest position that was
formerly occupied Dy the worst soilj; it can be connected with
a progressive improvement in agriculture. The precondition 1is

29
merely the inequality of differenmt kinds of soil.

28, Ibid., p. 771
29, Ibid., p. 772.
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The quantum of differential rent depends thus only upon
the nature of production and demand functions in an economy .
Ground-rent rises with increase in the differentials.

Next, Marx proceeds to analyse the effect of expansion
of cultivation on differential ground-rent. This depends upon
the relative significance of each land that occupiles the
expansion schematism. Here three prominent possibilities are
visualized. The mub 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 MR, from £ 18 to £ 36, the average
money-rent per cultivated acre remained at £ 4% 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 1llustrated in table No. 5.
Thus the differential ground-rent depends not only upon the
productivity differential between the different lands but
also upon the relation which the particular lamds have to

the totsl agricultural product.3o

30. 1b P. 78le



Table No., 2°%

Price of
Type of produc- Rent in Rent in
Soll Acres tion Product Grailn money
A 1 £ 3 1l or 0 o)
B 8 £3 2 qrs 1 qr £ 3
C : £ 3 3 qrs 2 qrs £ 6
D y & £ 3 4 qgrs 3 qrs £9
Total 4 10 qgrs 6 qrs. £18
31. Ibid LX) p. 7740
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Tgble No, 3
Type of - Price of Rent in Rent in
Soil Acres Production Product Grain Money
A 2 £ 6 2 qrs 0] 0]
B 2 £ 6 4 qrs 2 qrs £ 6
C 2 £ 6 6 qrs 4 qrs £12
D 2 £ 6 8 qrs 6 qrs £18
Total 8 acres 20 qrs 12 qrs £36

32, Ibid., p. 775
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Table No, 4

Type of Price_of Production Rent 1n Rent in
Soil Acres Per acre Total Product Grain Money
A 4 £ 3 £12 4 qgrs o) 0

B 4 £ 3 £12 8 qrs 4 gqrs £ 12
C 2 e Al £ 6 6 ors 4 qrs £ 12

D 2 £ 8 £ 6 8 qrs 6 ors £ 18
Total 12 £ 36 26 grs 14 gqrs £ 42

33. Ibid., p. 775.



Table No. &

Types of - Price of Production Ront in Ront in

Soil Acres Per acre Total Product rain Money
A 1 £ 3 £ 3 1l qr 0 0
B 2 - £ 3 £6 4 grs 2 qrs £ 6
c 5 £ 3 £15 15 grs 10 ors £30
D 4 £ 3 £12 16 qrs 12 qrs £36
Total 12 acres £36 36 qrs 24 qrs £72

340 MC, p. 775l
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Differential Rent II Case

Differential rent is due, not only to land capital
Investments applied to unequally productive areas, but also to
capital investments confined on any particular land. The former
is extensive land capital investment and the latter is intepsive
land capital 1nvestment.35 The differential rent due to
intensive applications of larnc capital is similar to the
extensive formulation in the decending succession of land
cult1Vation.36 When greater amount of capital is applied to
agriculture, total productivity is emhamnced. The increase in the
supply of agriculturg¢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 rent, MR is eoual to the product of ground rent, GR
and the price of grain,P:

MR = GR X P
or
PL = GR2
P2 G
However
EL GER2
P2 ~ G

35, Ibdd., p. 790.
36. Ibid., p. 792.
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MR declines. On the other hand if
Pl 4 GR2
P2 GR1

MR increases.S’

In both intensive and extensive applications of land
capital, total ground-rent results from the differences between
the prices and products of the areas under contribution and the

3
least fertile capltal investment. 5

Absolute Rent

Absolute rent 1s a determinant of price and hence, it
is an essential feature in the theory of rent,

Pb = Pg =43 where
P, 1s cost of production in a superior land.,

Pp 1s price of the commod ity determined by the inferior land
d is differential rent.39

(Pb +r) - (Py+r)=4d
where r 1s absolute rent,

Absolute rent is due to the institution of private
property. Because of the use of the private property, the
possessor of it can extract a charge for it. This charge is
passed on to the consumer through an increased price, P+r.

It is interesting to rnote that Marx realizes how "rent
enters into cost of production" for a particular commodity; "the

rent or cereal land becomes a determining element 1in the price

37. 1bid., p. 826.

38. Ibid., p. 809,
39, Ibid., p. 868.
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of cattle."40

Commodities are sold at their market price i.e., cost
élus average nrofit. The existence of absolute rent flows from
a mdéification of the factor market. Becsuse of the institution
of private property, competition among capitalist is effectively
eliminated. The flowing of capital would occur in agricultural

41

sector in the absence of private ownership of land, This is

because surplus-value in agriculture 1s rormally higher than
average profit in the economy.42

The maximum celling to r 1s the difference between a
surplus-value accuring to an investment in the agricultural
sector and the average profit obtained by a quantitatively equal
investment in a non-agricultural sector.43

r = s=-p
Even though the maximum limit of r 1s defined by the difference
between the surnlus-value and average profit, the existing r is
corditioned by various factors like (a) the quantity of
additional investment of capital made upon old lands, (b) the
competition between landlords and (c) the wants of the consumer,
In the words of the Marx, "&lthough the private ownership of
land may derive the price of the products of the soll above
their prices of production, it does not depend upon this

40. Ibid., p. 892.
41, 1bid., p. 886.
42, Mo, Poe 882.

430 _I_b_jg.’ p. 888.
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ownership, but upon the general condition of the market, to what
extent the market price shall exceed the price of production
and__approach the value, and to what extent the surplus-

value created in agriculture over and above the given average
profit shall either be converted into rent or enter into the
general equalisation of the surplus-value to an average

profit ."44

440 Ibid.’ po 887.



l.2 INDIVIDUAL FORMS OF PLOFIT : INT&REST

Interest 1s a derivative of surplus. Its magznitude,
according to Marx, depernds upon the quantum of the surplus
and the market forces for loanable funds. Marxian concept
of interest, by and large, is a study on the supply conditions
in the market for loanable funds, As interest 1s a derivative
of surplus, it significantly affects the cuantity of profit
and thence the cycliesal fluctuations of the former affects
the latter,
RETIONALITY OF INTEREST

Money has the indenendent expression of a certain
amount of value existing either actually as currency or as
commodities, may be converted from a given value to an
increasing value. It produceé orofit, i.e., It enables the
capital to extract a certain quantity of unpaid labour,
surplus-product and surplus-value from the labourers and to
aporopriate it. Thus it acouires an additional use-value
of serving as capital. Its usa-value then is precisely in
the profit it produces when transformed into capital. In
this capacity of potential capital as a‘means of producing
profit, it becomes a commodity.45

As soon as oroductive canital hecomes commodity cavnital,
it should be nlaced *n the market to be sold as commodity.

As 2 commpd ity the »nroduct must reali?é its volue ard must

45, Caoitf—ll, Vol. III, De 402,
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assume its transmuted form of money in the »nrocess of circula-
tion by its sale. In the act of circulation, commodity
capital, though acts like a commodity, is different from an
ord inary commod 1ty (2) because 1t is welrshted with surplus-
value, the realization of its velue, therefore being
simultaneously the realization of surplus-value, (b) bec=use
its functlon as a commodity is a phase in its nrocess of
reproduction as capital and therefore its movement as a
commod ity being only a partial movement of its process, is
also simultaneously its movement as capital.46 In the words
of Marx "Capital exists as capital in actual movement not
in the process of circulation but orly in the oprocess of
production, in the process by which labour—power is
exploited".47

Interest-bearing capnital is differert from that and
essentially this difference lerds its specific character.
The lerder nuts interest-bearing canital into circulation
and converts it into a commodity as cavital., It Is a value
endowed with the use-value of creating surnlus-value ard of
creatirg nrofit. Ard a value which preserves Itself in a
movement and returns to its origiral owner Iin a swollen
dimension. "It leaves him only for e specified time, passes

but temporarily out of the possession of 1its owner into a

46, Ibid., p. 4%4.
47, 1bid., p+404.
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posséssion of a functioning c=pit=alist is therefore neither
given up in payment nor sold, but merely, loared ,merely
relingquished, understand ing that, first, it shall return to
its point of departure after a definite time-irterval and
second, that it shall return as realized capital - a capital
having realized its use-value, its power of creating surplus-
value" 48

Canltal manifests itself as capital through an
elaborate vrocess of self-expansion. The degrce of its self-
expansion expresses the cuantitative degree in vhich it
reali?es itsel® as capital, The surplus-v=alue or nrofit
produced by it - its rate -- is measured only by the comparison
with the value of the advanced.capit=2l. The greater or
lesser self-expansion of interest-bearing capital is
measured by comparing the amourt of interest, its share in
the total prcfits, with the value of the advanced capital.
"If, therefore, orice exoresses the value of the commodity,
then interest expresses the self-expansion money-capital
ard thus appears as a price paid for it to the lender" 49
Further, capital appears as a commod ity in as much as the
division of profit irto interest and profit 1is regulated by

80
supply and demanrd.

48. Ibd.d.,. m'
49, Ibid., o. 415,
50, Ibid., p. 419,
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DEFINITION

The price »naid to the money capitalist for the use of
capital is interest. If both morney capitalist anmd irdustrial
capitalist are ore, interest does not appnear., "If a1l canital
were in the hards of industrial capitalist, there would be
no interest and no rafte of interest".51 Marx defines
irterest, "that part of the orofit which...industrial capitalist
prays to the owner, 1s called interest. It 1s merely another
name, a special term for a certaln part of the profit which
capital in process of its function has to give up to its
owner, instead of keeping it in its own pockets".52

The existence of the money capitalist as we have seen
implies the existence of industrisl copitalist. A person
having money can invest his money as money c=plital i.e,,
interest-bearing property or interest it as industrial
capital productively, he is industrial capitalﬂét a3 the
return for his money capital is nrofit. However, 1if he
invests his money as money capital j.e., as interest-bearing
property he must get imdustrial cavitalist who is capable of
borrowing it and investing it productively. It is only for
the nroduction nrocess, the profit is born ard from profit
interest emerges as Mirerva from the head of Junitar. Marx

says "the idea of.a cornversion of the total c=pital of

Sl. Ibid.’ Pe 443,

52, Ibid., p. 398.
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society into money capifal without the existence of veople who
shall buy and utilize the means of nroduction which form the
total, capnital with the excevotion of a relatively small
pdftion existing in the shape of morey, 1s sheer nonsense,
It implies the additional nonsense that capital could yield
interest on the basis of capitalist production without per-
forming any productive function,in other words, without
produc ing any surplus value, of which interest would be but
a part, that the capitalist mode of »roduction could run its
course without any capitalist production".58 Then Marx
approvingly auotes from The Economist "The relstions between
the sum pald for the use of capital and this capital itself
expresses the rote of interest, measured in money, The rate
of interest devends - 1) on the r=te of nrofit; 2) nn the
nroportion in which the entire profit is divided between the
lender and borrower" , %4 Mathemat ically, the rate of interest
could be expressed thus :

Let Ma represent the value of money advanced by the
morey capitalist. Let Mb represent the money capital in the
hands of the owner of the production process. Let M'b

represent money equivalent of the commodity. M'a renresent

53. 1bid., p. 444.
54, The Economist, January 22, 1853.



the quantity of money returnggléo the morey capitalist. Let
us recall the assumption of Marx. "...this entire transaction
takes place between two kinds of capitalist, the money
capitalists and the industrial Capitglists".55 Thus the
analysis of interest lies outside the purview of product ion.
The contract between the borrower and lender be represented
in

Ma - Mb ard in M'b - M'g .
The magnitude of interest is determined by

(ta - Ma/

The irdustri=l orofit, due to ths industrial capitalist is
reduced to that extent, That is to say from

/ M'b -Mb/ to /(M'b - M'a)-Mb7/

Therefore i' = M'a - Ma
Ma

INTEREST AND PROFIT

Marx repeatedly asserts that "there is no such thing
as natural rate of interest“.56 The rate of Interest, be it
the average of market rate prevalent in each case appears as
a uniform definite and tangible magnitude in a cuite different
way from the gereral rate of profit. The rate of interest
is related to the rate of profit as the market nrice of a
commod ity to its valne, As far as the rate of Interest is

' decided by the rate of profit, this is always the general

55. Ibid., b. 416.
56, 1bid., p. 428,
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rate of profit and never a specific-rate of profit of any
particular industry. Hence the general rate of nrofit
aprears as an empiriecsl, in a given average rate of interest,
However, Marx admits that the latter is not'a reliable
expression of the former".57 |

The average rate of Interest apvears in a country in
the long-run as a constant magnitude since the general rate
of profit varies only in the long-run. It8g relative
constancy 1s sharply revealed in the constant nature of the

average or common rate of interest.

The general rate of profit is determined by (a) the
surplus-value created by the total capital, (b) the proportion
of this surplus-value to the value of the total capital and
(¢) by competition., Therefore, the general rate of profit
derives from reasons for more complicated than the market rate
of interest and hence is not as tangible as the rate of
interest. In delineating the Aifference betweer the rate of
interest and rate of nrofit, Marx omits the following two
things,

A, The historical pre-existence of interest-bearing
canital and the existerce of a traditional general rate of
interest; and

B, The far greater direct influence exerted by the
world market on establishing the rate of interest, as

compared with its influence on the rate of 0rof1t.58

57. Ibid., p. 429,

58. 1bid., p. 432.
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Unlike the rate of interest, the average profit does
not obtain as a directly established fact, On the other hard,
it is a resultant product of the eguzlisation of opnosite
fluctuations., Marx thinks that there is always a definite-
ness aoout interest rate whereas the gereral rate of profit
is blurred and gazy. It 1s because the rate of profit may
vary even within the same sphere for commodities with the
same price, depending upon different conditions under which
different capitalists produce the ssme commodity. It should
oe remembered that the rate of profit of an irdividual cavital
is never determined by the market price of » commodity, but

by the difference between the cost-price and market-price,

PROFIT OF ENTERPRISE

Next,Marx noses an interesting cuestion. How does
this purely ouantitative division of profit into ret nrofit
and interest turn into a ocuslitative one? 1In other words,
how a capitalist who emnloys his own, not borrowed canital,
categorizes a segment of his gross profit, urder interest
and as such éalculates it separately? How all capital,
whether borrowed or not, is differentiated as interest-bearing
capital from itself as canit=l producing a ret prOfit?sg

In order to answer this guestion, Marx assumes that money

59. Ibid., p. 437.
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capitalist and industrial canitalist as persons in vhose
hands the same capital really performs a two-fold and
basically different movement. The one merely loans it, the
other employs it productively. For the pnroductive capitalist,
the gross profit falls into two parts -- the interest which
he has to vay the lerder and the surnlus over ard abnve the
interest which forms his own share of the profit. "If the
general rate of profit is given, this latter oortion is
determined by the rate of interest; and if the rate of
interest is given then by the general rate of nrofit".so
However, the gross profit may diverge in any specific case
from the average profit. Then the share belonging to the
functioning capitalist is determined by the interest. For
the capitalist working on borrowed capital, retains only that
portion of profit §§g§ interest. This portion of the profit
appears to him to be the oroduct of a capital. He represents
capital only as functioning canital. "He is its personifi-
cation as long as it is profitably invested... such operations
are undertaken with it through its employer as are prescribed

s If the gross profit

by the branch of industry concerned.'
eqﬁals the average vprofit, the magnitude of the nrofit of
the enterorise is decided by the rate of interest., If the
gross vrofit differs from the average vorofit, Its difference

is determined by all the circumstances which cause a

temnorary devi=tion.

60.
6D, Ibisi., p. 428,

&l. &)
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According to Marx, here the ouaﬁtjtative division of
the gross profit turns inte a gualitative one. The ouantitative
division devends on what 1s to ba divided and the marner in
which the active capitalist manages his capital. The nortion
of profit which is due to the action of canitalist is called
profit of enterprise, "deriving solely from the operations or
furnctions which he oerférms with the canital in the nrocess
of reproduction, hence particularly those functions which he
performs as entrepreneur in irdustry or commerce".62 To him,
interest is product of owning capitsl -- of capital which
does not function while profit of enterprise is exclusive
fruit of the functions which he performs with the capital.

rtlows  from
In fine, the profit of enterprise flews te the functloning
capitalist alone.

Profit of enternrise emerges not from capital as such
but from the vrocess of production. The only process of
production other than capital is labour process. "... the
industrial cavitalist, as distinct from the owner of capnital
does not appear as overative capital but rather as a
functionaiy irrespective of canital or as a simnle agent of
the labour-process in general, as a labourer amd indeed, as

a wage labourer" .63

6

0N
®

Ibid.

— 9

Pe. 439,
63. 1bid., p. 449.
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Interest expresées the existerce of conditions of
labour as capital. It represents the ownership of capital
as a means of appropriating the products of the labour,
Iﬁterpst represents a relationship o° one capitalist to
another, not between capitalist and labourer. The spec ific
functions which the capitalist performs are merely functions
of capital. He creates surplus-value not because he works
as a capitalist but because he also works, regardless of his
canac ity as capitelist. This vortior of surnlus-vealue is
not surplus-value proner, rather the opvosite of it.

"Due to the alienated character of canital, 1its
antithesis to 1labour, being relegated to a nlace outside the
actual process of exnloltation, namely to the interest-
bearing capital, this process of expvloitation itself apoears
as a simple labour-nrocess in which the furnctioning cavitalist
merely performs a different kind of labour than the
labourer."64 Thus the labour of exploiting and exploited
labour seem idkentical as labour. The labour of exploiting is
just as much labour as exploited labour.,

"The socilal form of capital falls to interest, but
expressed in a neutral ard indifferent form. The ecoromic
function of capital falls to profit of enterorise but
abstracted from the specific capitalist character of this

function." 65

m. M., p. 450.
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The profit of enterprise as the wages of supervising

. labour is separated =s wages from profit. This portion nf
wages 1s integral part of profit, This suvervicinn work
arises in all modes of production based on the antithesis
between the labourer as the direct nroducer and the owner

of the means of production. The greater this antagonism, the
greater is the role played by suvervision.

Marx writes : "The 1labour of surervision and management,
arising as it does out of an antithesis, out of the supremacy
of capital over labour, and being therefore common to all
modes ~f pnroduction based on class cortradictions like the
capitalist mode, 1s directly and inseparably connected, also
under the capltalist system, with productive functions which
all combined social labour assigns to individuals as their
special tasks" .66

The industrial capitslist is = worker, unlike the
money capitalist, in the sense of "an exnloiter of the
1sbour of others"., The wage he earns for his labour Is equal
to the aporopriated amd gu=ntity of anothert's labour and
deverds directly upon the rate of exploitation of this

labour,

66. Ibi—d.’ p. 4&.



1.3 SUMMARY

Profit is that part of the total value of the commodity
ih—which the unpaid labour or surplus-labour of the labourer
is realised. The entire guartum of this profit does not go
to the capitalist. The monopoly of lard enables the landlord
to slice out one portion of the surnlus-value, under the name
of rent, Like the capitalist who nossesses the instruments
of labour and who gets a ovortion of profit, the cavitslist
who borrows and emplovs the Instruments of 1abour, rcets
a nortion of survlus-value. In other words the money-
lending cavnitalist claims one part of surnlus-value under
the name of interest and the emnloying canit=1ist gets
Industrial profit. 1In brief interest, rent, or Industrial
profit are only various components of the same being. As
they are only different names for different varts of the
surplus-value of the commodity or the unpaid labour enclosed
in it, they are equally derived from the same source. Thev
are derived neither from land as such nor from capital but
1and and capital enable their owners to get their resvective
shares out of the suronlus-valua nbtained by the employing
capitalist from the labourer. The 1labourer Is indifferent
to the fact that the surnlus-value, the resultant of his
unnaid labour, is necketed by the emnloyire canitalist or
the 1atter is obliged tn nav nortions of It, unier the name

of rent or interest.
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Like Marx, we have also discussed in detail about
the concent of rert. Marx discusses the labour theorv of value
in relation to rent, which is nothing but a nortion n® surnlus-
value. According to him, there are four nossible theories
of rent of land. First theorv, called mononoly theorv, says
that rent emerges from the monoboly nrice of agricnlture
products and that monopoly price is duve tn the existence af
landed property. This theory corresponds with the second
theory, differential rent. This theory implicates an
identificaction of price of production and exchange-value on
the marginal land, which he rejects. He also rejects another
theory according to which rent is identical with the interest
on the capital invested for the improvement of land. But
tals theory does not expvlain the rent of land in which nro
capital has been invested. Than Marx gives his own theory
of rent. Private property in 1and has relevance for the
genesis of rent., It allows for the existence of differential
rent, This is not based on declining fertilitv and this
does allow for absolute rent. In the Marxian analysis,
commodities sell above or below their value because different
organic composition of canital make them sell at a2 uniform
price of nroduction. The existence of rent does not refute
the labour theory of value. On the other hard it gives an
example of what he calls 'surplus-profit' i.e., a surnlus

above the average rate of profit which can emerge in two ways.



7t

Due to the forces of competition, the same price will be
paid for the same commod ity, whatever the conditions under
which it was produced, If the vnrice of an individual commod ity
is lower than the average orice of production, then the
producer will obtain a surglus above tne average rate of
profits. Given the average rate of profits, it.is determined
by the differernce between the vroductivity of labour of the
particular concern and the average productivity of labour in
the whole sphere of production. Differential rent is similar
to this form of surplus-proflt. However, the increased
oroductivity which is The cause of survrlus-prefit terds to
become general and it will continually tend to reduce or
remove surplus-profits by equalising market nrice ari norice
of production, Nevertheless,‘certain free gifts of nature
like a fertile land, the condition of increased oroductivity
is not urbane and hence is not available to all. It Is
monopolized and the surplus-profit isappropriated by the owrer
of that monopolized gift of nature ir the form of rent.

As we have seen already that competition would terd
to iron out the difference between different rates of profit,
According to Marx, this would involve compelling agricultural
produce to be sold below its value. The existerce of landed
property is an hindrance to tha fair play of competition.
Because 1t inhibits the facile employment of capital. Further,

it lulls the levelling nout of Surnll)?-Vﬂlu@ to ar average rate
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of profit and appropriates a part of all of the surplus.
Marx writes to Engels : "Tge land owner interveres and
extracts the difference".®® wnen the organic composition of
capital in the agriculture beconmes the same as that in
irdustry, absolute rent vanishes, Then the lardowner is un=bhle
economically To extract absolute rent.

Marx discards interest as an indevrendent revenue ard
makes it as a comnonent of surnlus-value, Morey lerder
exvects money to come back to him with an increment and the
borrower takes it as a commodity whose use-value consists
in its ability to beget surnlus-value. Marx draws an analogv
between money that is lent as capital and the commndity
labour. Lender and borrower regard the same amount of money
as capital. But only borrower -- irdustrial capitalist --
activises it and puts into operation. The quantityt of
momey would appear as capital to both tne parties if the
prof it which it procures is shared betwez2n them. The share
wvhich the money capitalist claims is interest. It 1is
expressed as the price of the commodity, the money capital.
Since interest is only a derivative n® canital, its uoper
1imit is the amount of bprofit itself, and there is no lower

1imit. Thus Marx vermits only two basic reverues in

capitalism, wages and surnlus-value.

69. Marx-Engels Corresoonderce, p. 122. See also
Capital, Vol., 111, po., 720, 755 & 902 ard
Povertv of Philosophv, b. 171 f.
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Marx 1s happy over his endeavour in this field ard
he writes to Engels that the "fundamentallvy new and best
eie;ments" in his work consist in the contrast with the
classical economics. Where as this economics "begins by
taking the particular fragments of surnlus-value in their
fixed forms of rent, profit and interest as given entities",
Marx first deals with tThe general form of surplus-value in
an undivided unity ]iaike the uncryst-llized components in a

chemical solution ."%

62
70, larx-Engels Correspordence, pp. 226-32.




2.  RALE OF PhOFIT

"Natural laws cannot ‘be set aside" .




2,0 FORMATION OF A GENERAL 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 magnitude of the actusal
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 the difference in per centage
which the variable component constitutes in é total capital
of a given magnitude, capitals of equal magnitude put into
motion different quantities of labour appropriate different
Quantities of surplus - value. Consequently the rates of
profit in various branches of production varye. These different
rates of profit are equalised by competition to a single
general rate of profit, which is the average of all these
varying rates of profit.1 The profit that emerges - disciplined
by the general rate of profit, is called the average profit.
The price of a coomodity which is equsgl to its cost-price
plus the share of the annusl average profit on the total
capital invested in its production decided by the conditions
of turnover, is called its price of production. These and

similar issues are discussed in this sectione.

1. Capital, Vol, III, Pe 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-

Capitals Rate of surplus- Surplus- Value of Rate of
value value commodities profit

1, 80c+20v 100% 20 120 209

2e¢ 70,430, 100% 30 130 309

3e 60p+40y 1009 40 140 409

4, 85¢+15v 100% 15 115 189

5¢ 95¢+ 5y 1009 5 105 5%

In the above table we find considerably different
rates of profit corresponding to the different organic
composition of these capital s.2

The sum total of the capitals invested in these
five spheres of production: 500; the sum \total of the
surplus - value produced by them; 110, the aggregate value
of the commodities produced by them : 610. If we consider

the 500 as a single capital and capitals I to V as their

2e Ibid., pe. 228.
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constituent parts, then the mean composition of this capital

500'wogld be split up into
390c + 11QV

If it 1is expressed in percentage,

¢ 78,4+ 22y o If each of the capitals of 100 be
regarded as 20% of the total capital, its composition would
equal to this average. For every 100 there would be an
average surplus - value of 32, In that case the average rate
of profit would be 22%4. Then the price of every —51— of the
advanced total capital would have to be sold at 122.%

With a rate of surplus - value 100% and with 80, + 20,
the total value of commodities produced by capital I = 100

would be

80, + 20, + 20, = 120.

This is so, if (a) the entire constant capital entered into
the annual product and (b) the rate of profit of capital is
20% in every case.

Now we can let different portions of constant capital

go into the value of the product of the same five capitals.4

Se Ibidc, Pe 229,
4. Ibid.’ p. %b.



Capitals Rate of Surplus- Rate of Value of Cost
iy Surplus- Vsglue profit Commodi- price
Vaéue 2 - Used up ti:g used
¢ us up up
A (C+¥) C+V+8 C+V7
I 80,+20, 100% 20 209 50 90 70
II 70,+30, 100% 30 30% 51 111 81
IIT 60,+4Q, 100% 40 40% 51 131 91
IV 85.,+15, 100% 15 159 40 70 55
V 95.+ 5, 10072 5 5% 10 20 15
Total 390c+11Qv 110 1109
Average 78 +22, 22 X%

If we assume capitals I to V as a single unit of

total capital i.e.

average composition, 78.+22,.

value remains at 22.

1tov

500 = 390,+22,, then we obtain the same

In this case also the surplus -

So we split this surplus = value uniformally among
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capitals I to V; then we get the following commodity prices.5

Value of Cost price gg}cewpf Rate of Deviation
Surplus- Commodi- of commo- profit of price

Value ties dities 2 B from

Capitals 8 e+V43 C+V- C+ vV "G value
I 80,420, 20 90 70 92 22% + 2
II 70,+30, 30 111 81 103 22% - 8
III 60,+40, 40 131 o1 113 22% -18
IV 85¢+15, 15 70 55 ™ 24 + 7
V. 95.+ 5y 5 20 15 37 22% +17

From the above table we infer that the commodities
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 distribution of surplus -
value or through addition of the average profit of 20 per
100 units of advanced capital to the respective cost prices

of the commodities.6 It is only the sale of the commodities
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at such prices that retain the rate of profit for capitals
I té V to be uniformly 22% inspite of their differences in
organié.composition. The prices gotten by adding the average
of the various rates of profit in the different spheres
of production, form the prices of production. This, of course,
implicates the existence of a general rate of profit, These
rates of profit should be deduced out of the values of the
commoditiese.

Marx writes, "Without such deduction, the general
rate of profit (and conseauently the price of production of
commodities) remains a vague and senseless conception. Hence,
the price of production of a commodity is equsgl to its cost-
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.'7

Thus we find that the capitalists of the various
branches of production recover only the value of the capital
consumed in their production, by setting their commodities.
But they do not get the surplus - value and consequently
the profit, created in their own sphere by the production
of these commoditiese They obtain only profit that is
uni formly distributed to the share of every aliquot part of

7e Ibido, Pe 232
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the totsl social capital from the total social surplus -
vaiue or in other words profit produced in a given time
by the social capital in all spheres of production. Thus
when a capitalist sells his commodities at their price of
production, he recovers only money in proportion to the
value of the capital consuned in their production. Hence
he secures profit in proportion to his advanced capital as
the aliquot part in the totgl social capitale 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 mane The quantity of variable and
constant capital consuned per 100 of the invested capital
in each of the departments I to V en the production of
commoditiese 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 consumned portions of the capital. Therefore these cost -
prices would be different for each class of the commodities.
The different quantities of profit would be regarded by the
capitalist as profit on his advsnced aggregate capitale. The

cost - prices of the commodities produced in the various

departments would be different. However that portion of
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their selling price derived from the profit added per 100
capital would be the same for all these commodities. The
aggregate price of the commodities I to V would be equal to
their aggregate value. Similarly "the sun of the prices
of production of all commodities produced in society - the
totality of all branches of production - is equal to the sum
of their values.“8

Apparently such a statement might seen to be conflicting
with the already seen fact that under capitalismn the elements
of productive capital include the price of production of the
respective industry together with the profit contained in
it so that the profit of one branch of industry goes into
the cost - price of anothers To resolve this conflict, we should
place the sum of the cost of prices of the commodities of
the whole country on one side and the sum of its surplus -
values or profits, on the other.,

If there are n spheres of production and if each
makes a profit of p, then their aggregatei cost - price =
K - npe Since the profits 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
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If the cost - price of a commodity includes a sum
P, which symbolises the profits of the producers of the

means of production and if a profit p, is added to this

cost — price, then the aggregate profit,

P=p+p1

The aggregate cost — price of the commodity, if considered

without the profit components, is then its own cost — price;
K — P

Then , k+p=k+p+P1

The fomation of the average rate of profit is not
merely a question of getting the simple average of the
different rates of profit in the various spheres of produ-
ctione But also getting one of the relative weights which
these different rates of profit have 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 foms 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 which in turn depends
on how much capital is invested in spheres, in which the

variable capital is relatively smaller or greater compgred



to the total capita1.10

The general rate of profit is detemined by two
factofs.

(a) The organic composition of the capitals in the
different spheres of production and hence, the di fferent

rates of profit 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 the
specific rate of profit swaying in it — the relative share
of the total social capital to be absorbed by each sphere
of productione

Let us assume that the composition of the average
social capital is 80, + 20, and that the annual rate of
surplus - value, s' 1s 100 per cent. Then the general
annual rate of profit would be 204 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

composition of capital is

( 80 - x )c +( 20+ x ),

10. Ibid., Pe 236
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the actually produced surplus - value or in other words the
annual profit produced in that specific sphere of production,

would be
gs
20 + X%,

This is greater than 20, and the value of the produced

commodities would be
£
XK + 20 + X

This is greater than K + 20.

or in other words greater than their price of production.11

In those sphere of production in which the composition
of the capital

(80 + x )g+ (20 - x)y,
the annually produced surplus-value or profit would be
20 = x or less than 20.
Hence the value of the commodities

x

is less than the price of production which is K + 20 »
Apart from the differences which are possible during the

11, Ibid., pe. 237,
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periods of turnover, the price of production of the commo-
difies would equal their value only in spheres, in which the

compoéition would happen to be 80c + 20.12

Marx says "The specific development of the social
productivity of labour in each particular sphere of production
varies in degree, higher or lower, depending on how large a
quantity of means of production are set in motion by a definite
quantity of labourer, hence in a given working-day by a
definite number of labourer and consecuently, on how small
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 smaller per centage of variable
capital than the g,erage social capital are, therefore called
capitals of higher composition and conversely, those capitals
in which the constant relatively smaller and the variable
relatively greater than the average social capital, are
called capitals of lower composition. Finally, we call those
capitals whose composition coincides with average, capitals
of average composition.'ls

If the average social capital is composed in per cent of

80, + 20,

1% Ibid.

13. Ibide, pp. 237-38.



then a capital of

90, + 10,, is higher
and a capital of

700 + 30y
is lower than the social avérage.

If the composition of the average social capital is

me + Dy in which m and n -are constant magnitudes

m+n = 100.
Then the higher composition of an individual capital is
| (m+ x ), (n- x ),
The lower composition of an individual capital is

(m=-x)e+(n+x)

The way in which these capitals operate, after estab-
lishing an average rate of profit is given in the following
tables The underlying assumption is one turnover per year.14

80, + 20, + 204
I. Rate of profit

20%
price of product = 120. value = 120.

1. 90c + 10y + 10g
Rate of Profit

20%

14. Ibide, Pp. 238.
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Price of product = 120, value = 110.

70, + 30y + 304

113 Rate of profit = 209

Price of product- 120, Value = 130,

While applying foregoing eqQuations to any specific
case, 1t should be considered whether a deviation of the
ratio between € and ¥V i's simply due to a change in the
value of the elements of the constant capital, rather than
to a difference in the technical composition. F¥rom 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 price of production
would be equale The value of the commodities produced by
Capital II would be smaller than their price of production
and the price of the production of the commodities would
be smaller than their value. The price of production of a

commodity ie.e. is cost-price plus profit, is defined as

p = _KP' . Hence the price of production

I

k + kp*

The price of production of the commodities in any particular
sphere may change in magnitude. (a) whenever the general
rate of profit changes this particular sphere while the

value of the commodity remains unaltered. and (b) whenever
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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 capita1.15
The rate of profit will not change until the mass of
surplus-value remains the same or unless there is a change
in either the value of the constant capital or the value
of the variable or the value of both or until C changese.
Other conditions for the change in the general rate of
profit are:
(2) general rate of profit may change while the
revalue of the commodities remains the same, when the
degree of labour exploitation changes and (b) the general
rate of profit may also change through a change in the
amount 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 irdentical
from the stand point of their mass, the rate of profit is

different from the rate of surplus-value. The rate of profit

15. Ibido, p. MOO
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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 -
profite 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 capitale. 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 character, and

becanes unrecognisable ."16

16. Ibido, Pe 241,



.2.1 BRUALISATION OF THE GENERAL RATE OF PROFIT
THROUGH COMPETLITION

Let us now consider one of the major consequences
of the competition which is the force that equglises the
rate of profit. Here fhe simple exchange Cq4 - M~ Co that
reflects the exchange of equsl quantities of labour, can
be recalled. Since commodity prices aretquated to commodity
exchange-value, relative prices must reflect the relative
quantities of labour contained in the commoditiese. When
Marx defines market he assunes equal rates of surplus-value
in all processes of production.17 and equal rates of profit

tc
in all processes, due to the forces of competion. Thus

51 = 82 = SS see = 8$n

V1 V2 VS Vn
81 - 82 o009 = Stl .
(ctv]y (etv), Tetv)

This implies, however, another equative signifying ecual

organic composition of capital in all production processes

cl L 02 XX = crl
(c+v )4 (c+v)o ctv)y, ’
17. Marx is aware of differing rates of surplus-value. In

order to explain certain movements of other varigbles
he has abstracted from varying rates of surplus-valuese.
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We have already seen that rate of profit is origi-
nally high in fields of low organic composition of capital
and low in the fields where organic composition of capital
is highe To equalize profits, capital withdraws from
fields with low profits and enters fields with high profits.
Fields with high profits are those which have relatively
large amounts of variable capitale These are the industries
which use a relatively large mass of labour-power. The
tendency to equalise profits leads to an increasing demand
for labour-power. Competition forces the capitalist to
expand more than proportionally the constant part of his
total capitale This relative increase of constant capital
in a given sphere of production lowers the rate of profit,
in this particular sphere, below the average rate agnd thus
calls forth an opposite competitive charge < the transfer
of investment funds from industries of high organic compo-
sition of capitale. Thus labour, which has just been set
free by the introduction of a new machine, will tend to be
in greater demand than before in industries which capital newly
invades in quest for higher profitse.

Marx has discussed these issues in detailse 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 profits in all spheres of
préduction should be equal to the quantum of the surplus-
values, like the sui of prices of production of the total
social produce will be equal to the sum of its value. The
differences in the spheres of production of different
compositions must tend to equalise them with the spheres of
average composition.

*"Retween the spheres more or less approximating the
average, there is again a tendency towards equglisation,
seeking the ideal average i.e. an average that does not
really exist 1.e. a tendency to take this ideal as a
standards In this way the tendency necessarily prevents
to make the prices of production merely converted fomms of
value or to turn profits into mere portions of surplus-
vaaulue".18 However these are distributed in proportion to
the mass of capital employed in each sphere. Thus In the
-case of average capitals, the price of production is the
same as the value is approximate to that. Hence the profit
is also the same as the surplus-value produced by theme
Under the pregsure of competition, all other capital, tend
towards this average. "What competition, first in a single

sphere, achieves is a single market-value and market-price

18« Ibid., De 247.
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derived from the various individusl values of commodities,
And it is composition of capitals in different spheres, which
first brings out the price of production equalising the rates
of profit in the di fferent spheres. The latter process
requires a higher development of capitalist production that

the previous one."19

An average profit and consequently

a general rate of profit, cannot be anything other than the
profit on the average so that capital, whose sum is equsl
to the sum of surplus-valuee.

"It is evident that the average profit can be nothing
but the total mass of surplus-value allotted to the various
quantities of capital proportionally to their magnitudes
in the different spheres of productione It is the total
realised unpaid labour, and this total mass, like the paid,
congealed or living, labour, obtains in the total mass of
commodities and money that falls to the capitalists.'20

The capitalist is always indifferent to the distinc-
tive features of any commodity he producese In every
sphere of production, his only concern is to produce surplus-
value and to appropriate a certain quantity of unpaid 1labour

incorporated in the product of labour. Similarly the labourer
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is alo indifferent to the distinctive features of his
labour and submits to the transformation as demanded by the
capitaliste Further for the capitalist one sphere of
production is as good as another, Because every sphere
ylelds the same rate of profity If the commodities are
sold at their values, then various spheres of production
produce various rates of profit, depending on the d4different
organic composition of masses of capital invested in them,
"But capital withdraws from a sphere with a low rate of
profit and invades others, which yield a higher proi’it".‘?1
Through 1its distribution among the various spheres which
depends on the behaviour of profits, it creates such a ratio
of supply to demand that the average profit in the various
spheres of production becomes the sames Values are
converted into prices of production.

"Cgpital su-cceeds in this equglisation to a greater
or lesser degree, depending on the extent of capitalist
development in the given nation i.e., on the extent the
conditions in the country in qQuestion are adapted for the
capitalist mode of production. With the progress of
capitalist production, it also develops its own conditions

and subordinates to its specific character and its imminentsgs

21. Ibid., pe. 269
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laws of all the social prerequisites on which the production

process 1is based.'22

*The incessant equilibrium 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 divergenciese.

To sum upj; surplus-value is an exclusive product of
varisble capitale 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 capitalism, there will be a gradual fall of the average
rate of profit., However a high organic composition 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 profite The
Marxian assunption of a constant rate of exploitation is
obvious and its consequences are too many. If the rate of
exploitation were the same everywhere, different fields of
industry would have the same rate of profit only if they had
the ssme orgenic composition of capital. Fowever, in practice

different industries have di fferent rates of profit with the

22. EE.’ 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 commoditye Marx is aware of this dilemmatic
situation .23

Competition levels out the rates of profit in the
different spheres of productione Marx gives a series of
nunerical illustrations to point out that different rates
of profit in the di fferent industrieses This is not teneable

24
*without abolishing the entire system of capitalist production."

23 e */e have demonstrated, that different lines of industry
may have different rates of profit corresponding to difference:
in the organic composition of capitals, and, within the
limits indicated, also corresponding di fferent times
of turn-over; the law (as a general ency) that
profits are proportioned as the magnitudes of the capi-
“talsy or that capitals of equal magnitude yield equal
profits in equsl 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 statements hold good on the assumption, which
hadsbeen the basis of all our analyses so far, namely
that the commodities are sold at their valueses On the
other hand there is no doubt that, aside from unssential,
accidental, and mutually compensating distinctions, a
difference in the average rate of profit of the various
lines of industry does not exist in reality, and could
not exist without abolishing the entire system of
capitalist production. It would seem, then, as though
the theory of value were irreconcilable at this point
with the actual process, irreconcilable with the real
phenomena of production, so that we should have to
give up the attempt to understand these phenomena®.

Ibid., pp. 181-82,

A. Lb_i_d.O, Pe 185.
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Capital starts to withdraw from the sphere with low profits,
invade those with high profits and stay there till those
rates of profits begin to ebb down.,

After competition has done its job, after capital has
withdrawn from the industries with a lower-than-average
rate of profit and entered those with a higher-than-average
rate?%rofit, 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 commoditiese. The price of commo-
dities 1s determined by the cost-price of commodities plus
the average rate of profit,

Marx finally gives up the labour theory of value. FHe
adnits that the commodities 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 indirectlye.

25 . Ibid., Pe 186
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Even according to Marx,we are only reminded in a
wyague and meaningless form"® of the fact that the value of
the commodities is determined by the labour contained in
them«2® Nevertheless he maintains that the law is valid.

"Only when production will be under the conscious
and pre-arranged control of society, will society establish
a direct relation between the qQuantity of social labour time
employed in the production of definite articles and the
quantity of the demand of society for them.'27

Then Marx proceeds to delineate the role of compe-
tition on the sphere of productione. Competition forces the
capitalist to increase more than proportionally the constant
part of his total capital. This 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 funds from industries of high organic
composition of capital to those of low organic compositione.
Thus labour which has been freed by the introduction of a
new machine, will tend to be in greater demand than before

in industries which capital newly invades in search of

26 Ibido, Pe 203

221

27 o Ibido, Pe 206.
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higher profitse Labour-power will also tend to move on

its own accorde The rate of exploitation tends to be the
same in all industries just as the rate of profit doese

Marx suggests that it must be assumed "that the intensity

of exploitation or the rate of surplus-value, are the same®,
and that this pre-supposes obviously “a competition smong the
labourers and an equilibrium by means of their continual

emigration from one sphere of production to another."g8

Thus we find that the law of progressive increase
in constant capital has its counterpart in the law of
equglization of profite Technologiczl progress demonstrates
the equilibirum of profit and demoilishes it again and again.,
The equality of the rate of profit is continuously disturbed.

Thus disturbance and re-establishment face each other
every momente The stronger the shift towards constant
capital caused by progress, the stronger the instantaneous
counteraction which transfers capital into the spheres with

relatively much wage capitale.

28 Ibide, Ppe 206.



2,2 LAW OF PROFIT

. The growth of capitalism is possible only due to its
passion for accumulating surplus-valuee In capitalism, it
is not only a rule, but al so the very condition that profit
should emerge. But the irony of the situation is the very
condition that sustained the growth of capitalism should
inhibit its growth after a point and finally jolt it to a
painful death,

Marx predicts that u1tiﬁate1y the rates of profit
would decline in all industries adapting capitalist mode of
productione This law is to capitalism what the law gravitation
1s to matter; so fundamental and so importante. Marx has lot
of faith on the efficacy of the law, and happy over its
discoverye In a letter to Engles, he writes "I am getting
someé nice developments. For instance I have thrown over the
whole doctrine of profits as it has existed up to nowe eee
The tendency of the rate of profit to fall as the society
progressese This idea already follows from what was shown
in Book I on the change in the composition of capital with
the development of the social productive forcese This is
one of the greatest triumphs over the great stumbling block

of all previous econom:l.es."z9

29. Marx- Engels Correspondence DPe. 244.
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Marx calls this law of falling tendency of the rate
of profit as law of capitalisme "Simple as this law appears
from the foregoing statements, all political economy has so
far tried in vain to discover it ... the economists saw the
problem and cudgeled their brains in tortorous attempts to
interpret ite Since the law 1is of great importance for
capitalist production, it may be said to be that mystery
whose solution has been the goal of the entire political
economy since Adam mith".so

Marx states this law" ... the same rate of surplus-
value would express itself under the same degree of exploi-
tation in a falling rate of profit because the material
growth of the constant capital implies also equgl- albeit
not in the same portion - in its value and consequently in
that of the total capital,

eee the gradual growth of 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 sames oee the progressive tendency of the rate of profit
18 ees just an expression peculiar to the capitalist mode

of production of the progressive development of the social

30 Capital Vole, III ppe 249-50.
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productivity of value".:"’1

The important determinents of the rate of profit

are the rate of surplus-value —£. and the organic composition
v

of capital The quest for greater profits and

c
c+v *®
necessacity of competition impell the capitalist to adopt
labour-saving machineries which increase the organic compo-
sition of capital. As this composition increases, the rate
of surplus-value remains #n constant and the rate of profit
tends to fall. Marx has given an illustration to explain
this.32

Assuning 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 —— is
100 per cente. 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

capital C, since the rate of profit

e

c
If ¢ = 50, and v = 100, then p* = _100 = 663894 3
31e. Ibido, PPe 262 = 254,

32 Ibid ., Pe 247
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If ¢ = 100, and v = 100, then p* = _100 = 5094

» ¢ = 200, and v = 100, then p* = 100 = 33} .
~300 ’

" ¢ =2300,and v = 100, then p* = 100 = 26%

- ¢c =400, and v = 100, then p* = 100 = 20%. %
500

At a certain stage of capitalist development, where
the organic composition of éapital, c:v was 50:100, a rate
of surplus-value of 100 per cent was expressed in a rate of
profit of 66% per cent and at a higher stage of economic
development assumed c:v was 4005100, then the same rate of
surplus-value was expressed in a rate of profit of only 20
per cente In a less developed country in which the fomer
composition of éapital is the average, the general rate of
profit would be 66% per cent where as in a country with the
lgier composition of capital and a higher stage of develop-
ment, it would be 20 per cente. According to Marx,the
difference between the two national rates of profit 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 smaller quantity of the sarc
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commodit:les,"”:3 and a larger exchange-value were represented
in a less use-valuee. Suppose the labourer of the less deve-
loped country were to work —%— of the working day for himself,
and 1 for the capitalist, then according to the above
illugg;ation the same labour-power would be paid with 1334
and would fumish a surplus of 66% onlye. A constant capital
of 50 would correspond to a variable capital of 133ke. The
rate of surplus- value would amount to 66%: 133% = 50 per cent,
and the rate of profit to 66% :’ig?; or approximately 36} =
per cente

Here, Marx assumes certain conditionse. In comparing.
countries in different stages of development, it is incorrect
to measure the level of national rate of profit by, say, the
level of the national rate of interest because this interest
is more than the profit and this interest is largely
determined by relations which have no relevance to the rate
of profite, The law of the falling rate of profit which
manifests the same or even a higher rate of surplus- value
means in other words that any quantity of the average social
capital comprises an ever larger portion of means of labour

34

and an ever smaller portion of living laboure. Since the

35. Ibid.’ p. %1.
34 . Ibido, Pe 252¢
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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 gnd the
portion of value in which it 1s expressed should also decline
as compared to the value of the total capitale In other words,
an ever gmaller aliquot part of the invested total capital
is transformed into living labour and this total capital
absorbs in proportion to its magnitude 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
the paid portion.'§5-“The relative decrease of the variable
and increase of the constant capital, however much both parts
may grow in absolute magnitude, is, as we have said, but
another expression for greater productivity of labourisétet
a capital of 100 consist of 80 ¢ + 20 v. Let 20 labourers
worke The rate of surplus-value is 100 per cente. Let the
capital 100 in a less developed country be 20 ¢ + 80 ve
And 80 labourers worke. Everything being equal, the

labourers in the first case produce a value of 40 and in the

second 120 The first capital produces

80c+ 20v + 20 s = 120.
rate of profit is 20 per cent

35 e Ibide, Pe 253
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The second capital produces 20 ¢ + 80 v 4+ 40 s = 140

rate of profit is 40 per cent

In the second case, the rate of profit is double as much as
the first, although the rate of surplus-value in the first
1s 100 per cent whereas in the second it is only 507 per cent.
What applies to any given mass of labour and surplus-
labour applies to a growing number of 1abourer>s. If, the wor-
kers increase from 2 million to 3 million, the variable capital
invested in wages also increases to 3 million from 2 million
and if the constant capital also rdises from 4 million to
15 million, then under the above assumptions, the mass of
surplus-lsbour and of surplus-value rgiseg by 50 per cent
ieee from 2 to 3 million. Inspite of this growth of the
absolute mass of surplus- labour and hence of surplus - value
by 50 per cent the ratio of variable to constant capital
would fall from 2 : 4 to 3 : 15 and the rate of surplus -

value to total capitale.

4 4 c+2v+2s83 C 6y P*

33% %

II I5c¢c+3v+3s3;C

18, p°* 168 9

Even though the mass of surplus - value has increased by

50 per cent the rate of profit has fallen by 50 per cent.
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Marx gives few causes which would counter the falling
tendency of profit iIn the short run. We can discuss these
causes in a subsequent sectione Marx is emphatic in ascer-
taining that the "rate of profit will fall in the long runs>®
Now let us turn towards understanding the various

factors which favour the operation of the law,

36 Ibide, De 269



2,3 FAVOURAHRLE FACTORS

" Fvery economic system is constantly at fluxe. Fverything
is changing and only unchangeable thing is change itself,
Yence a theoritical model purposed to study such a system
should take note of various variables which are mutable.
Marx is completely aware of such phenomena though he has not
made an attempt to comprehend theme.

Certain relationships within the Marxian theories
of capital circulation, capital accumulation, profit, price,
rent etc., are strengthened, at times are weakened; any way
changed, For instance due to constantly changing values of
the variables, the capital structures are subjected for
variationse Such varigtions do bring about decisive impact
on the rate of profit. The significant aspect of the forces
which act to bring modifications is that they are not
passing phenomena to be bothered only at a particular point
of time., They are deep-seated and dog the economy as long
as it tends to grow. For our purpose, it is adequate 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 profite
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a, CHANGING VALUES OF CAPITAL TURNOVER

It signifies that due to time®'s span needed for
turnovér, not all the capital can be utilized in the process
of productione. Certain portion of the capital lies unuti-
lised either in the form of money capital, of raw material
supply, of finished commodity etce The capital in avtive
production ieee iIn the appropriation of the surplus-value
and the appropriated surplus-value is always lesser to the
same extent. The shorter the period of turnover smaller 1is
the idle portion of capital.

The important means of reducing the time of production
is higher labour productivity which is identicel with indust-
rial progress.37

Marx distinguishes two rates of profit, the general
and the annual, in connecting rates of profit to changing
organic composition of capitale Marx writes "we cannot

compute the rate of profit on any output of commodities

we choose eg. a weekly output but that
sv + Vv
[

here represents the surplus-value produced during the year

37 e For detailed discussion: See Capital Vole II Chape XV
*The Turnover of variable capItal¥, and Capital
Vole III Chape IVe ™The Effect of the Turnover on

the Rate of Profit",
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to the capital advanced during the year (i1.e. As distinct
from the capital turned over). The formula

—g"-—- + v
stands here, therefore, for the annual rate of proﬁt".""’8
Marx thinks that the progress of capitalian necessarily
involves continuing enhancement in the number of capital
turnovers per yeare.

*The circumstances which augwnent. 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 machine etce. shorten the
working period required to transfom the rich grain into a
finished producte. Improved ship building reduces by
increased speed the time of turnover of capital invested
in navigation".59 Because of improved transportation, it
could be possible to reduce the stock of inventories, the
money locked up in non-surplus-value producing capital.

40
On this ground al so, profit rates would be increased.

38 e Marx- Engels Correspondance p, 242,

39 Cagital Vole II Pe 267 o
40. B)._Lg_o, Pe 291.
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In addition, Marx brings forth an interesting prediction
*the day is not far distant when, by a combination of
railways and steam vessals, the distance between Fngland
and India measured by time, will be shortened to 8 days,
and when that once fabulous country will thus be actually
annexed to the Western world‘l41

The reproduction of a given magnitude of industrial

capital is defined as a turnover, t « The number of

turnovers per year is measured by

capital turnover n, connects the value of the capital
advanced in the year, Ko, to the value of the capital
utilised during the year, Kee.

Ke = &«

The surplus-value depends not on the value of the capital
advanced in a year but upon the value of the capital actually
utilisede Marx elaborates this point. "Now let us select
a capital A composed off 80c + 20, = 100 Ko Let this have

41, On Britain pe 387« In the days of Marx, the journey
from Rritain to India took about 4 monthse Marx
wrote this well before the war of Plassey which laid
the foundation stone of Rritish Fmpire in India,
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a rate of surplus-vaiue of 100 per cent let it be turned

over twice per year. The annual product, then is

160, + 40y + 404

Rut for the purpose of ascertaining the rate of profit, we
do not calculate the 40g on the turnover capital of 200.
We calculate it on the advanced capital of 100 and we
obtain thus a rate of p}ofit of 40 per cente.
Now let us compare this with a capital of B composed of

160; + 40y = 200K,

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 as that of A, viz. 160, + 40y +
40ge Rut the 40g 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®.22

Marx, while establishing the general relationship

between increasing organic composition of capital and capital

turnover makes the following assumptions.43

42, Cagital Vole III Pe 87
43, Capital Vole II p.210.
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i Ko .= 100000
2e c = 80000
3. V = 20000

c
4, Depreciation of € = 107%

(o
So out of 80000 ¢, 8000 every year forms the constant capital
used in productione.

B¢ N = . Hoe
So the constant capital per tum over per year is _é_ of
8000 1.e. 1600

6e _s = 100. The annual structure of production,

v
according to Marx, assumes the following form.

First t 1600c + 20000y + 20000 g
Second t 1600c + 20000, + 20000 g
Third t ¢ 1600¢ + 20000y + 20000 g
Fourth t ': 1600c + 20000y + 20000 g
Fifth t 1600¢c + 20000y + 20000 g
Annual 8000¢c + 100000y + 100000 4

The total capital advanced is 100000.
The total capital employed is 108000.
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The total annual surplus is 100000.

The annual rate of profit is 100 4.

= [
If 10,000 ¢ is iIncreased and put to the production,

the organic composition of capital increases from

80000 _ ¥ 000 t 90000
~8£0000 £ ° 33080

+ 20000. Marx further assumes that the number of
turnovers increases from five to sixe In that case, the
constant capital per turnover would be _1 of 10 per cent
of 90,000ce That it to say, 1500 c. Thgg the structure of

production would take a different form.

First t : 1500¢ + 20000, + 200004
Second t : 1560, + 20000, + 200004
Third t : 1500¢ + 20000y + 20000g
Fourth & : 1500c + 20000v + 20000s
Fifth t oug 1500c + 20000v + 20000s
Sixth t : 1500c + 20000y +  20000g
Annual - 9000c + 120000y + 120000g

The total capital outlay in this case 1s 120000.
The total Capital employed is. 129000.
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The total annual surplus-value is 120000.
The annual rate of profit is 109 per cent.
In brief, although the total capital outlay increaced
at the rate of surplus-value, the annual rate of profit
increased from 100 to 109 per cente This enhancement,
obviously, is due to the increase in the number of capital

turnovers per yeare.
be CHANGING VALURES OF MERCHANT*S CAPITAL

Merchant capital stripped of all hetrogenous functions such
as transporting, distributing etc. creates neither value

nor surplus-value but acts as middleman in their realisatione
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 capitale The latter produces
surplus-value by directly appropriating the unpaid labour
whereas the former appropriates a portion of this surplus-
value by having this portion transferred from industrial
capital to itself. The formation of a general rate of
profit results from industrial capital and their compe-

tition which is later corrected, supplemented and modified

44, For a detziled discussion, refer Capital, Vol.III,
Chape XVII "Commercial Profit“.
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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 the commercial capital which first decides the prices
of commodities by and large in consonance with their walues
and it is in the sphere of circulation, a genersl rate of
profit initially takes shapee. Hence it is the commercial
profit at the earlier stage, which determines the industrial
profite This continues till the capitalism has grown up
and the producer himself has become merchant and then the
commercial profit is reduced to that "aliquot part of
the total surplus-value falling to the share of mercrant's
capital as an aliquot part of the total surplus-value falling
to the share of merchant's capital as an aliquot part of the
total capital engaged in the social process of reprocluction."45
Just as iIndustrial capital realizes only such profits as
already exist in the value of commodities as surplus-value,
merchant capital reaps profits only because the entire
surplus-value or profit 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 fomer exceeds the total value, but because the

latter is below this value,
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Merchant's capital, thus, pasrticipates in levelling
surplus-value to average profit, even though it does not
participate in its production. Consequently, the general
rate of profit contains a deduction from surplus-value due
to merchant's capitale Hence a deduction from the profit
of industrial capital. From the above discussion, the
following would be deducede.

(A) The larger the merchant's capital in proportion
to the industrial capital, the smaller is the rate of indust-
rial profit and vice versa.

(BR) The rate of profit is always lower than the rate
of the actual surplus-value. (it always understates the
intensity of exploitation) The average rate of profit
of the capitalist expresses a rate of profit smaller than
it actually ise Marx illustrates thise "Ife.e.e 2 capital
of 720¢ + 180, + 180g, assisted by a merchant®'s capital
of 100 produces a profit of 162, or 18% for the industrial
capitalist, hence implying a deduction of 18, then, but for
this 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, baged upon a surplus-value of 180, would yield
g rete of profit of only 16_4TT— %',46

46, Ibide, pPe 343,
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ce CHANGING VALUES OF VARIABELE AND CONSTANT CAPITAL

As the capltalist economy progresses, a series of
both qusntitative and qualitative changes affecting the
valuables, 1sc¢ 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
(11) the values of labour-power and

(111) the values of capital appreciation and depreciation.

(1) THE VALUES OF RAW MATERIAL

The raw material segment of commodity values rises
with increasing organic compositions of capital.’r7

Since the rate of profit is - or _8___ | it 1s
c c+v

obvious that everything causing a variation in the magnitude
of c and thereby of c should also bring a variation in the
rate of profit, even if s and their mutual relation

remain unaltered, Now raw materials are one of the principal
components of constant capital. Even in industries which
consume no raw materials, these enter as excillary materials

or components of machinery and oconsequently, thelr price

47 o Capital Vole I pe 682
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fluctuations influence the rate of profite If the price

of raw material falls by an amount, d, then _s or g
c e v
beoomes._ s or ¢ Thus the rate of profit

s
c-d (c-d) + Vv

risess Conversely 1if the price of raw material falls by

an amount that is equal to d, then

-5 _or _8___, becomes s s OF s
v c +v c +d (c+d)+v

and the rate of profit fallse 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.
Bven though the rate of profit is decided by the total value
of the capital applied irrespective of the quantity that is
consuned 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 materiale.

The quantity and value of the machinery increase with

48, Ccapital Vole III pPpe 126- £27.
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the enhancement of labour productivity but lesser to the
proportion of the productivity i1.e. not in the proportion
in which machinery increases its output. In these industries,
the increasing labour productivity is expressed in the
proportion in which a larger qusntity of raw materials
absorbs a definite queontity of laboure. Hence the increasing
amount of raw materiasl is converted into productse Thus the
value of raw material constitutes an ever-increasing
component of the value of the commodity product in proportion
to the development of the productivity of laboure. 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
decrease.49

Due to such a falling tendency the other section of
the value representing raw material increases proportion-
ately unless this is neutralized by a proportionate decrease
in the value of the raw materisls 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 producte This indicates how a rise in the price of

49, Ibide, Pe 129,
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raw material can retard or arrest the entire process of
reproduction if the price obtained by the sale of commo-

dities 1s inadequate to replace all the elements of these

commoditiese.
(ii) THE VALUE OF LABOUR-POWER

The metamorphosis from manufacture to machinery brought
about two important qugtitative changes in the mode of produ-
‘ction.

1. The use of machine

2¢ The replacenent 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 toole The introduction of machine in the
realm of production brought out a situation in which the
number of tools that could be operated was not confined to
workers' "bodily organs".so The substitution of mechanical
power for human power is an essential factor to the develop-
ment of machine. This released the productiveness of the
machine from limitations of human strength.51 In fine, the

50 ga_gital Vole I Pe 408.
51. Ibid ., Pe 412,
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contrast of the role of labour before and after the intro-
duction of machinery is startlinge Thanks to machinery,
the command of the situation by the labourer 1s reduced
to a larger extent. He is no more the master of the

\
52 Owing to the extensive use of machinery and

situatione.
the division of labour, the work of the proletariate has
lost all the individual character asnd consecuently all
charm for the workman. He becomes an appendage of the
machine and it is only the most simple, most monotonous
and most easily acquired knack that is required of hirn".53
Marx says that in manufacture the workmen are not more than
parts of a living machanisne “The special skill of each
individual insignificant factory operative vanishes as an
infinitisimal quantity before the science."54

The advent of machinery brings forth a lot of changes
in the social structurese The family, purely social rela-
tionship between man and wife, parents and children, derived

hues from the existing mode of product:lon.55

52 Ibide, Pe 415.
53e Communist Manifesto pe. 18

54. Capital Vole I, DPe 462.

55 For a detailed discussion see Germsn Ideology ppe. 17-18B.
Also refer Communist Manifesto pPe 32
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After indulging on such issues which have wider rami-
fications, Marx gives the general production that as modern
industry develops the value of labour-power declinese.

The value of labour-power is decided by the sub-
sistence of the family. With 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 forcee. Inclusion of women and child-
ren in the labour force gives more than one earning member
for a single family.56 Thus the qualitative changes in the
labour component of the capital composition enhance relative
surplus-value and thereby the rate of profite. As long as
industry expands,this tendency to increase the rate of profit

would linger.
(1ii) THE VALUES OF CAPITAL APPRECIATION AND DEPRECIATION,

Lengthening the working day ensures greater utili-
sation of constant capitale This enhanced rate of czpital
absorption into the process of production decreases the
cost of capital depreciation snd thereby affects the quantam
of surplus-value. The concepts, appreciation and depre-

ciation are self-explanatory. As a result of certain general

56e Cagital Vol . I, Pe 4310
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economic conditionsy, a given capital increases or decreases
in valuees The value of a capital invested in production
either rises or falls, irrespective of its self-expansion
by virtue of the surplus-labour employed by 1t.57 AppTe-
ciation and depreciation may affect either constant or
variable capital or both and in the case of constant capital
it may, in turn affect either the fixed or the circulating
portion or bothe If the value of labour-power increases due
to a rise 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 ingrease in surplus-value to such
depreciationes This holds good provided the length of the
working day remains the samee.

I1f wages fall in consequence of a depreciation in the
value of labour-power (which may even be extended by a rise
in the real prdce of labour) a portion of the capital
hitherto invested in wages ie.ee variable capital, is
released, In the case of new investments of capital, this
has the effect of its operating with a higher rate of
surplus-values It takes less capital than before to activise

the same Quantity of labour and thus the unpaid labour

57 Capital sy Vole III p. 138.
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increases at the expense of the paid portion. However, in
case of aiready invested capital, not only does the rate
of surplus-value increase, but a portion of the vaﬁlable
capital is also freed which could be used as a new investmente.

Let us assune, that £ 500 per week were required at
first to employ 500 workers and that now only £ 400 are
required for the purpose.58 If the quantity of value produced
in either case is equal to £ 1000, tr.le amount of weekly
surplus-value in the first case 1s equal to £ 500 and the
rate of surplus -value 500 1s equal to 100 per cente.
Rut after the wage reduction the qQuantity of surplus-value
£ 1000 minus £ 400 1is éQUal to £ 600 and its rate 600 is
equal to 150 per cent. This increase in the rate ;ﬁ;rplus—
value is the only effect for one who starts a new enter-
priee in this sphere of production with a variagble capital
of £ 400 and a corresponding constant capitale But 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 frees £ 100
of the variable capital for the further exploitation of

labour. Hence the same amount of labour is being exploited

58 Ibide, DPPe 136.
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and not only that; the release of £ 100 helps to exploit
more labourers than before at the higher rate with the ssme
variable capital of £ 500.

The situation could be reversed. Suppose with 500
enployed workers, the original proportion in which the
product is divided 400, + 600g = 1000, making the rate of
surplus-value, 150 per cente In that circumstance, the worker

receives &1_45_ per weék. 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 workerse If the same number of workers as before is
enployed, 500, + 500, = 1000s The rate of surplus-value
would fall from 150 to 100 per cent which is one-third, In
the case of new capital the only effect would be this lower
rate of surplus-valuee The rate of profit would have also

fallen, if other conditions being equale For exsmple, if
¢ = 2000 we have in first case.

2000 , + 400, + 600, = 3000

The rate of surplus-value, 150%

The rate of profit, 600 = 25%
2400

In the second case:

2000c + 500y 4+ 5005 = 3000

Then the rate of surplus-value= 100 %



The rate of profit 500 = 20 %
2500

In the case of already invested capital, there could be a
dual effecte Only two workers would be employed with a
variable capital of £ 400 and at a rate of surplus-value
of 100 per cente. They would, therefore, 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 continue on the same scale, so
that one-fifth of the machinery does not stand idle £ 100
must be added to the variable capital in order to employ
500 workers as befores This can be done only by tying up
hitherto disposable capital, so that the portion of the
accunulation purposed to extend production serves merely to
stop a gap or to an addition to the o0ld capital from a

portion reserved for revenue .59

More capital 1s required
to employ the same number of workers and at the same time
the surplus-value produced by each worker is reduced.

Marx explains three types of capital depreciation.

\

59. ' By the tie-up of capital we mean that a certain
portions of the total value of the product must be
reconverted into elements of constant varisble
capital, if production is to proceed on the same
scalee® Ibido, Pe 131.
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(a) circulatory, direct physical consumption of capital in
the production process (b) non-use, capital *idlenesso"60
and (c) moral laws of exchange-value "either by machinery of
the same sort "being produced cheaper than it or by better
machines e%tering into competition with 1t.61 Circulatory
depreciation differs directly with the working day while

non-use and moral depreciation vary inversely to ite.

Moral depreciation dm 1is measured

by
dm = 01 - Cc2

where cq is the value of the machine at the beginning of the
process and cg 1s the value of the new machine introduced
during the production period.62

This obsol scence is inserted into the equation of

profit rate as an additional capital charge on productione

P = s
C+V + dnm
60 Marx defines non-use depreciation "constant capital ...

only exists to absorb 1labouTe.s while they fail to
do this, their mere existance causes a relative loss
to the capitalist, for they 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 employment necessa-
citates additional outlay at the recommencement of
work®, Capital Vole. I pe 282.

61, Ibide., pe 442. Also refer Ibids, pe 631.
620 Ibid.’ p. %2.
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By this charge, the rate of profit is reduced,

Obviously speedier the introduction of technology
into the economy the higher will be the disparity between
new and prevailing techniques. Consecuently, the rate of

profit will decline with greater rapiditye.

d, (YANGING VALUES OF DISTRIBUTIONS OF PROFIT,

The economies of distribution accounts for the sharing
of the wealth produced by a community among the agents which
have been active in production. The theory of distribution
is just an extension of the theory of valuees Labour is the
one and only agent that create exchange-value. However,
according to Ma&rx, nowhere injustice 1s so naked and unashameed
than in the field of distributione As a result, profit,
resultant of the productiveness of labour, is shared by
industrial capitalist, merchant capitalist and land owners,
under the rubric of profit, interest and rent. According to
Marx, rent, interest asnd profit are not organically different
from each other. They are chips of the same blocke These and
similar allied issues have been discussed .

A redistribution of profit among industrial capitalist,
merchant capitalist and land owner affects the rate of
capital accumulation and thereby causes a change in the

general rate of profite FEven 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 differe The rate of profit due to industrial capi-
talist, atleast during some phases of capitalistic develop-
ment may actually increase or remain constant or decline
slowly than the rates of interest and rente. In brief, the
degree of decline in profit is far lesser than in interest
and rente Now let us have a cursory anslysis of the declining

rates of rent and interest.,

(A) DECLINING RATE OF RENT:

Ground-rent is consisted of 2 components (a) differen-
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
industrye This low organic composition of capital is due
to slackning pace in the introduction of innovations in
agricultural industries.ss This gap is by and large reduced
due to the impact of science and technology on agricultural
1ndustries.64 Even though agriculture receives lesser share
of technology than industry, its productiveness is not
lagging behinde, ™"In the sphere of agriculture modern industry

63e Can.tal, Vole, III’ Pe 882

64 . Marx- Tngles Correspondance Pe 132 Also refer
Capital Vol, III, Pe 897e
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has more revolutionary effect than elsewhere .65
- The differential rent depends on the varying produc-

tivities of land-capital investmentss. Whether the total
productivéness of land rises or declines is immaterial. Only
the distribution of land capital among the varying ferti-
lities of soil 1s pertinente If the product per unit of
land-capital between the superior and inferior soils declines,
as more capital is iInvested in agriculture, differential

rent declineses Thus, in agriculture as in money capital,
there is a persistant tendency for thé rates of return to

declinee.
(B) DECLINING INTEREST RATES

In general, the rate of interest depends on the
prevailing rate of profit, and the relative intensity of the
demand for and supply of loanable fundse The rate of profit,
of course, sets the cellinge As there is an unfailing
tendency for the rate of profit to decline, Marx says that
"the fall in the interest on money is a necessary conse-
quence and result of industrial capitalism/:66

Marx finds no general law or tendency to determine

the interest ratese There is no natural rate of interest

65 Cagital Vol, I, pe 554.
66 Economic and Philosophic Manuscripts of 1844, p. 127.
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and it is as much a purely empirical fact “belonging to the

o

realm of accident as the division of the share of common
profit of some corporative business among di fferent chare-
holders by percentageS"-67 If a comparison is made between
capitalisn and earlier economic systems, the declining rate
of interest will belmore visible, According to Marx, India
is a country, "ese where the ryot manages his fam as an
independent producer, whose production, strictly so called
is not yet under the complete sway of capital, although the
usurer may not ohly rob him of his entire surplus-1lsbour by
means of interest but also curtail his wages, to use a
capitalist temm. 'F‘or the interest of such stages comprises
all of the profiteee 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 sum up, a falling rate of profit does not express
a falling rate of surplus-value, unless the proportion of the
value of the constant capital to the quantity of labour-
power which activises it reminds unaltered. Or in other
words the amount of labour-power raises in relation to the

value of the constant capitale.

67 Ca 1ta1, VOlo, III, pe 428,
68. Ibid.’ p. %2.



The acceleration of the accunulation of capital and
a decline in the rate of profit are different expressions
of the same process but only in so far as both reflect the
development of productivenesseo Accumulation hastens the
fall of the rate of profit since it implies concentration
of labour on a large scale and a higher composition of
capitale A fall in the rate of profit, in turn, hastens
the concentration of capitale. "This accelerates accumula-
tion with regard to mass, although the rate of accumulation
falls with the rate of profit".69

Thus given a sufficient accunulgtion of capital and

the intensity of exploitation, the creation of surplus-value
is 1limited only by the labouring population.

69 o Ibid., Pe 283



2.4 COUNTERACTING CAUSES

sven though Marx asserts the law as an inevitability,
he-erumerates six counteracting causes which "thwart anral
the effect of the general law of the falling rate of profit

' 0
lesving to it merely the character of a tender:-cy".'7

L
(A) RAISING TH& INTENSITY OF EXPLOITA‘IOh7

The degree of exploitation of labour, the appropriation
of surplus-labour and hence surplus-value, is intensified by
lergthening the working day and intensifying labour. In his
oLind passion for surplus-value, the capitalist over-steps
not only the moral but even the merely physical maximum
bound s of the working day. The capitalisf has his own view

of ultima thuli., All his concerrs are simply the maximum

labour-power that can be rendered fluent in a working day.
There are many ways of intensifying labour-power which imply
an increase of constant capital. There are other aspects of
intensification, such as the greater machines which consume
more raw material and which do not affect the relatlon of its
v-lue to the price of the labour which sets it in motion. But
of all these, the prolongation of the working day which
measures the mass of appropriated labour without altering the
proovortion of the labour-power to the constant capital set

in wotion by it.

70. Capital, Vol., III, p. 272.

71. nefer Capital, Vol. I, Chapper AVII, "Charges of magnitude
in the price of Labour-power and ir surplus-value", pv.

563-8l1.



141

narx, here, includes both the lengthering of the
working day énd split of the system. An exteusion of the
working day enhances the surplus-labour time without a corres-
ponding increase in the 'necessary-lsbour-time'. The ratio
§ or in other words s' is raised. I1f the lengthening of
zhe working day leads To an additional worksheet, even then
s' would increase markedly than the organic composition of
capital. Simil=ar results are obtained when the speed of the
machines is increased. Mkarx, Iin almost modern terminology
talks about the development of technology.72 In manufacture,
the revolution in the mode of production begins with the
labour-powver but in capitalism it begins with instruments of
labour., A radical change in the mode of production in one
sphere of industry involves a similar change in other spheres.
"Modern industry", says Marx, "had therefore itself to take
in hand the machine, its characteristic instrument of
production, ard to construct machines by nacihines".’3 1In
marufacture, the organization of the social process is
purely subjective, it is a blend of detail labours. In
wodern industry, the productive orgar.ism is more objective,
in which the labourer is reduced to a mere appendage To an
already existing material corndition of production. It raises

the productiveness of the labour to a magnificient magnitude.

72. Ibij., Choapter XV, "iachinery and lModern Industry",
pp., 405-556,

73. Capital, Vol. III, p. 420,
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hevertheless wachinery like any other part of constant cepital,
creates no new value but yields up its own value to the product
that it serves to procre=te. A detziled discussion on this
soint is done elsewhere. Here it is suffice to ssy that
even though machine can do more work than a human be ing,

1t, instead of acting to help the labourer, becomes an
instrument of intensification. The mass of surplus-value
produced by a-capital of a given magnitude is the result of
two factors,the rate of surnlus-value and the number of
labourers employed.74 'At a given rate of surplus-value it
therefore deperds on the number of labourers and at given
number of labourers employed it deperds on the rate of
surplus-value., In other words, it depends on the composite
ratio of the absolute magnitudes of the variable capital arnd
the rate of surplus-value.75 The same factors which enhance
the rate of relative surplus-value lower the mass of the
labour-power. Thils would occur, asserts wuarx, depending on
the definite proportion in which tnis conflicting movement
obtains. Further the tendency towards a reduction 1n the
rate of profit is weakened by a rise in the rate of absolute
surplus-value that originates with the lengthening of the

working-day.

74, For a detailed discussion see, Capnital, Vol. I,
Chapger XVI, "Absolute and Relative Surplus-
Valu@" [} Dp. 557-567.

75. Cepital, Vol. III, pp. 274.
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The rise in the rate of suronlus-value is a factor
which determlnes the mass of surnlus-value and conseguently
the rate of profit also, under the circumstances in which
the constant capital is either not increased or not propor-
tionately in relatlion to the variable capital. These
counteracting circumstances do not abolish the general 1law.
But on the other hand 1t makes the lsw mere a tendercy, the
law whose efficacy and enforcement are checked, retarded and
weakered.
(B) DEPRESSION OF WAGES BELOW THE VALUE OF LABOUR-POWER

It is one of the most importent factors checking the
tendency of the rate of profit to fall by increasing the rate
of surplus-value even Though larx makes only a passing
reference to it, This factor, he remarks, "has nothing to
ao with general analysis of capital but belongs in an
analysis of competition which is not presented in this
work 76

As machirery dispenses with mascular power, it becomes

a means of employing labourers of "slight muscular strength".77
The labour of women anrd children was therefore sought for

by capitalists. The value of labour-power was decided not
only by the labour-time necessary to maintain the irdividual

i

76. ibid., p. 276.

77. Marx discusses this point in detail in Chapter LV,
Section 38 "The Proximate Effects of Machirnery on
the Workman", Capital, vVol. I, pp. 430-456,
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adult labour, but also by that necessary to maintain his
family. Machinery by throwing avery member of that family
t0 tne labour market, spreads the value of man's labour-
power over his winole family. To buy the labouerower of a
family of say © workers may cost the capitalists more than
it did to purchase the labour-power of the head of the family
but in return filve days' labour takes the place of one ard
their price falls 1in proportion to the excess of the surplus-
labour of five over the surplus-labour of one. Now the
family of five in order to eke out their 1ife, have not only
to labour but expard surplus-labour for the capitalist.78
Thus the machinery, while augumenting the human material that
forms the principal object of capital's exploiting power,
at the same time raises thé degree of exploitation.

This leads Marx to conclude "by the excessive addition
of women and children to the ranks of the workers, machinery
at last brezaks down the resistance which the male operatives...

. . 9
continued to o rose (Tto) the despotism of capital".7

(C) CHEAPENING OF THE ELEMENTS OF CONSTANT CAPITAL
This constitutes a fascinatirg exercise on the

technology of capital-saving investment. Here various factors

78. Here Marx cites from In. e Quincey The Logic of Political
sconpomy (London) p. 147. Capital, Vol. I, D. 431,
"The mumeric=l increase of labourers has beer great,
through the growing substitution of femable for male
and above all of cihildish for adult labour. Three girls
of 13 at wages of from 6 shillings to 2 shilllngs have
replaced one man of mature age, of wages varying from 18
to 45 shillings",

79. Capital, Vol. I, p. 440.
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are discussed which tend to increase the rate of profit by

lowering the organic composition of capital. The increased

use of machinery and rising productivity of labour reduce

their value per unit of constant capital. "In this way, the

value of the constant capltal, although continuously increasing,

is prevented from increasing at the same rate as its material

volume, that 1s, the material volume of the means of production

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".go During depression the deterioration of

physical assets and their depreciation by writing down,is

also one of the important factors in the rise of rate of

profit.81
Iln a different cohtext, varx discusses how technology

has given capital a power of expansiorn "independent of a

Slven magnitude of capital actually functioning."82 Further,

he continues in a different place, "constant capital may be

released without depreciation when improvements -- the

harnessing of natural powers etc. -- en=ble a constant

capital of smaller leué to perform the same technical

services as those formally performed by a constant capital

80, Capital, Vol. III, p. 277.

81, Marx elaborately discusses this point 1n Capital,
Vol. III, Chapter XV, Section 3, pp. 294-3(4.

82, Capital, Vol. I, p. 664,
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of greater Va.lue".83 Further, he writes "In exception=1 cases,
the mass of the elements of the constant capital may even
increase, vhile its value remains the same or even fa_lls".84
Harx informs that with a given rate of surplus-value, the
raté-of profit will increase with the reduction of the value
of constant capital and with the technological progress.85
Thanks to science, quality of the raw materials is improved
and thereby wastage is reduced. "Good material ieaves less
waste" .86 The 'excrements of production' are converted into
valuable by-products, 'The cost of the constant capital is
reduced both as a portion of the total value of product and
relative to the variable capital. Consequently both the
rate of surplus-value and rate of profit tend to increase.

Marx subtly distinguishes between physical and value
formation of the organic composition of capital. He writes
"the same developments which increase the mass of the constant
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 ard

Interprets the implications of increases in productivity.

83. Capital, Vol. III, p. 139.
84. 1bid., p. 277,

85, Refer Capital, Vol. III, Chapker V "Economics irn the
Employment of’Constant éapital", pp. 92-124.,

86, 1bid., p. 99.
87. 1bild., p. 277.
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The historical tendency of the organic composition of
capital to increase is weakened and the falling rate of prof it
‘is moderated., The law thus becomes "a tendency whose effects
become clearly marked only under certain conditions and in
tne course of long periods."88 T'ne failure on the part of
Marxists and anti-Marxists to understand the fuller
significance of these qualifications perhaps by a too
cautious Marx has led to bad distortions of theory of

profit, and to a lot of empty exercises.

(D) RELATIVE OVER-POPULATION
According to Marxian progngstication, after a certain
degree of developments, capitalism acquires more luxurious

89 This is due to the development of

and extensive habits,
surplus-population. With the increase of the compositions
of capital, the labourer's who are thrown out of employment
because of tThe introduction of new technology join the
ranks of the relative surplus-populiation. Thus, when the
supply of labour exceeds the demand tThe surplus -- the
industrial resdurée army - produces a downward pressure

on wages.90 Larger the proportion of the industrial

reserve army, greater the competition among the sellers of

88. _I_Ei_d_o, Pe 2800

89, Economic and Phillospphic Maruscripts of 1844, p. 120,
90. Capital, Vol. III, p. 277.
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labour and hence, lower 1s the wage rate.91 Marx uses the
terms relative and absolute surplus-population interchangeably;
In doing so, he confuses the issue and overlooks the question
of labour reabsorption.

The growing supply of labour provides the incentive
for production of luxurious commodities., Since luxury
production is characterized by relatively low organic
compositions of capital -- the average rate of profit increaseg?
fiere also iarx has not explained why this factor cannot remain
perwanencly .
(&) FOnzIGN TRADE

This factor increases the rate of profit in two ways.
Imports of food stuffs aid to reduce the price of labour-
powefﬁ Thus s' is increased. Imports of raw material lower
the value of the constant capital and so the organic composi-
tion of capital is reduceé; Capitals invested in foreign
trade yield a higher rate of profit. Here he secures a
surplus~profit.93 Capitals invested in colonies}yield
higher rates of profit for the simple reason that the rate of
profit is higher due to backward development there.94 The

91, vapital, Vol. I, p. 680,
92, tapital, Vol. 111, p. 297,

93. V.I. Lenin in his book Imperialigm, the Highest St

of Capitalism, Selected Works (hew York, 1943), Vol.
v ¥® nas developed this idea to an extreme conclusion.

2

94, marx thinks here Adam Smitn is more correct than Kicardo.
"They contend that the equszlity of profits will be
brought about by the general rise of profits and I am
of the opinion that the profits of the favoured trade
will epeedily submit to tne general ievel". Capita]l,
Vol. I11I, p. 278.

* jarx is having in mind probably the effects of the

agglition of Corn Laws in Erglard,
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same foreign trade which develops the capitalist mode of
production in the home country also causes over-production
;n respect to foreign markets so that in the lomng run it
aga?n 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-l

guently to a lowering of the rate of profit.

(F) THE INCREASE OF STOCK CAPITAL

With the progress of capltalist production, which
goes hand 1n hand wlth accelerated accumulation, a portion
of capital is calculated and applied only as interestirg-
bear ing capital.95 These capitals, although invested 1in
large productive enternrises yields to a2 smaller measure only.
Because the constant capital in these larger enterprises
is greater in its relation to the variable capital; hence
these do not go into levelling the gerneral rate of profit
since their yield is lower than average rate of profit,

Here we clearly see how marx anticipates the capitalis-
tic development taking the form of joint-stock companies.
Lo sum up : six contracting influences, as repeatedly told
by marx, check, retard and weaken the absolute enforcement

96
of the law but they are tco feeble to suspend it. Hence,

95, Ibid., p. 280.

96. Ibid., p. 275,
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Marx concludes "the law therefore shows itself only as a
pendency whose effects become clearly marked only under
certain conditions and in the course of long periods."°7

It should be noted here that Marx's treatment of
the counteracting causes are neither exhaustive nor
analytical. Akin to many discussions in Volume III,
this too is left incomplete due to the demise of the

author °

97. 1bid., p. 280.



2.5 A CRITICUE OF THE LAW

Thus far we have seen both !'favourable factors' nn&
'counteracting gauses' opveratine on the rate of ~rnfit,
The’ébsolute and relative surnlus=-value ard conseouentl; the
rate of orofit Increased with falling values of labnur-
power, with orolongation of the working d=v and with chanres
in the price of raw materials. The rumber of turnovers ver
vear was seen to enhance with higher organic comnonsitions of
capital so that the anmial rate of »>rofit also inclined to
increase, It was also_understood that although generél rate
of profit may decrease; the rates of return to the money
capitalist and 1land owner fall at a greater raﬁe than the
average., So that the rate of profjf due to the industrial
capitalist may simultaneously increase. Such a distiretion
between the general arnd industrial rate of pnrofit has close
af~inity with the rate of canital accummnl=tion and, therefore,
upon the rate at which the rate of pnrofit declires,

In gereral, the exnositior of the law by Marx is
wfought with vagueness. In simoler terms, the law behaves
in some way under certain circumstances =ard behaves

differently =t different circumstances.

The law should be understood with =211 its impnlications
since it forms the very basls of Marxian study on capitalism.
inis varticular point 1is treated in details elsewnere.

Marx has constructed the entlre structure of the

law upon two assumptions, when he stated that the organic
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composition of capital Increase while the rate of suronlus-
vaiue remains constant, The first assumption is orgenie
composition of capital is ever lncreasing with the develonment
of eapitalism. It is this fact that due to modern technology,
the organic composition of canital is ever rising. Thig is
ar innacuous assumption. And there ig little controversy
about it. However, a lot of disputes and difference of
opinion are haunting both academic =ngd non-academic circles
about the second assumotion of the constancy of the rate of
surnlus-Value.98 A rising organic comvosition is matched
with erhanced 1labour nroductivitv. Hence s constancy 1n
the rate of survnlus-value implies a rise in resl wage s
oronortional to the inecrease in labour productivity. A
constancy in the rate of surolus-value means the labourer
works the same amount of labour hours for himself and for
capitalist as before. ' If so both the nhysical outout as
represented by the wage and vhvsical output reoresented by
surplus-value have increased. In that case the labourer
also reaps the gain along with the capitalist that accrues
due Tn the rise in thg 1abour nroductivity. Even though
thils assumptien is logically tenable there are reasonable

grounds to question it,

°o8. It hés embarraéséd ouite a few marxists amd furnished
a happy hunting ground for anti-merxists. Paul Sweezy,
whose sympnathy for Marx is pronrunced, hastens to make

adenuate modifications., The Theorv of Capitalistic
Develooment (New York, 1942), nn, 100-£8,
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If the foregoing analysis 1s logically carried, it
leads to exvect a rising rate of surnlus-value., The corollary
.of enhanced labour productiQity is the creation and its
pervetuation of en industrial reserve army which causes a
decline in wages and thereby to increase the rate of surolus-
value. "Here the capitalist mode of production falls into
another contradiction. TIts historical mission is the ruthless
development in geometrical progression of the productivity of
human 1abour."99

Marx, In many places esoecially in Capital,Volume I
Part IV, 'Production of Relatlve Surrlus-Value', covering
apout 200 pages, nas repeatedly asserted the increasing
productivity of la.bour.lOO Marx says ¢ "...since relative
surplus-value increases in direct proportion to the develop-
mert of productiveness of,labour."1

Like the dictum of Oscer Wilde "dead rules the
living", under capitalism the past labour in the form of
constant capital controlls the living labour. In another
place ",..hand ir hand with *he increasine productivity of
labour goes...the cheanvening of the labourer, therefore a
higher rate of surplus-value even vhen the real wages are

rising. The latter never rises noroportiorally to the

99, Capitsl, Vol. III, p. 308.
100, Capnital, Vol. I, po. 342-556.

10L. Ibid., o. 261,
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productive vpower of 1abour."102 "Modern Industry raises the
nroductiveness of labour to an extraord inary c.%agree."ln'Q From
these we infer that Marx conflicts with what he has so fondly
built in the earlier section. So Marx is less convineing 4n
assuming a constancy in surplus-value in the face of
increasing prodﬁctivity of labour. Higher oroductivity
goes with higher rate of surnlus-value -- as hand with
gloves,

This leads us to ar entirely different situation, a
situation in which both organic composition of eanital and
rate of surplus-value become varisbles. When both the factors
are varlable, then the direction in which rate of profit
moves, becomes indeterminate., At the best we can sav that
the rate of profit may tend to fall, if the degree of incres=se
In the rate of surplus-value is lesser than the degree of
decrease in the proportion of variable tn total canital
such a conclusion reduces much of the substance in the law.,
Paul Sweezy has mathematically expressed this situatjonln4-

p = st (1 -aq)

From this it follows that if we assume the rate of surolus-—

value (s') to be constant the rate of profit (p') varies

102, Ibid., p. 662,

103, Ibid., p. 422. Likewise, innumerable references

can be culled from Capital Eg. Cgpital, Vol. III,
p. 178, p. 257, p. 261, p. 269, p. 290 etec,

1@, Sweezy, op, cit., p. 102,
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inversely with the org=nic comnosition of canitsal (q).
Thus, we have p = s' (1 - o), Let 1 - q, the ratio
of variable to total canital, he renresented by p', Then
theeuation, car be written o = s' g'. Now dv = s' 34! +
a'ds'. Hence do 1s negative, i.e.,, the rate of nrofft is
falling, if 8'do (which is essentially regative) 41s rumerically
larger than q'ds' (which is essentially nositive). This
condition can also be written

/ agvif vy i< Jfa @S v/
By differentiating from the mathemati~-~1 expression of Sweezy,
we can obtain

dp' = g'ds' + sdq"
for Marx,

dst = O
since the rate of surplus-value is constant and hence the
rate of chsnge in the profit rate

do' = s'da!
Hence if the organic composition of c=pitsl rises,

dq'<0
ard hernce

da' /0 also. The rate of profit and c¢' can be shown
to have the same eritical voints by setting
dp' = O But then

dq‘ = 0 alSO.
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There moreover, are both maxima as can be seen by
differentiating again, whence

a%pt = g1y . dqtdst
since ds' = O and & > O 3> pt
and d2 q' have the same sign,

With the help of 1llustrations, let us further go
irto details. In the earlier section on surplus-value, we
have seen the upper 1limit imposed by Marx to surplus-value.
Marx has introduced this riddenm on the law of the falling
rate of profit to give more strength =nd justification for it.
His prediction about the declining rate of profit requires
some sort of ceiling for the rate of increase of surnlus-
value. Lest the ever-inecressing rate of surnlus-value would
permanently arrest the operation of the 1law. Because thisg
is such a potent factor. Marx writes : "To the extent that
development of the productive nower reduces the »aid nortion
of the employed labour, it raises the surnlus-value by
ralsing its rate; but to the extent that it reduces the total
mass of labour emnloyed by =a certain canital, it reduces
the factor of numbers with which the rate of surplus-value
is multiplied in order to calculate its mass.... Two
labourers each working 12 hours daily, cannot produece the
same mass of surplus-value as 24 labourers, each working
only 2 hours even if they could live on air and did not have
to work for themselves at all.... Ir this resnmect, then,

the compensationrn ir the reduction of the number of labourers
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by means_of én intensification of exninitation has certain
impossible limits. It may for this reason, check the fall

of the rate of vrofit, but it zannot prevent it entirely."lo5
Herein comes the major difficulty corfronted bv Marx. We

know that Marx measures surplus-value in terms of labour hours.
Employing this yardstick, he is not able to take account of
the variation in oroductivity resulfing from different canital
comnositions ard incornorate it into his calculation of rate
of profit. Had he taken full note of the erhancement of
productivity,definitely he could have advocated more sober

and guarded approach. His enthusiasm and preoccunation made
him more an Hotspur than a scientist treading on unkrown
affairs.

If the neglected factor of productivity is incornorated
into the Marxian upper 1limit of>surplus-Value then the
conclusions would be significantly altered. Let us assume
now that 24 men work 2 hours daily. If U represents the
unit of measurement of real ouiput, then
(1) constant capital is 24 U
(2) outout is g4 U.

(3) organic composition of capital is 1007 girce the
variable cost is zero ard
(4) The price of a2 unit of constant capnital 1U.
The Capital - labour ratio Is 24 U for 24 labourers

or 1 unit ner labourer,

105. Capital, Vol. III, pp. 370=71 .,
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Thus the production function is as follows 3

e $ 1 Vet 8, =_.0
24U +Q+s = 847U
S = 60 U

Surplus is 60 U, The rate of survlus-value is

s 1is 60 ‘U or irfinitive.

v 0
The rate of orofit is 60U or 250%, -

24 U
The important point here 1s that the relationship between
surplus-value and rate of profit solely devends on the rate
of oroductivity.

Let us comnare this with the following case, where,
according to the assﬁmption of Marx, only 2 labourers are
employed. We assume that -
(1) constant capital is 24 U
(2) outout is 96 U
(2) orzanic composition of canital is 1007 and
(4) The orice of a unitgof constant capital 1s 1 U,
The canital~labour ratio is 12 U ner labourer. That means
an increase of 12 times in Canit-l ner man. Then the
oroduction funetion is as follows 3

c + V + s = C'

24 U + 0+ s= ©96 0T

s-=72U

The sur -lus is 72 U. The rate of surplus-value is

s 1is 22 U or infinitive
v 0

The rate of profit is 72 U or 300%.
24 U
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To the chagrin of Marx, rate of profit increages
with the decline of mumber of labourers. So too the total
gutput. There are some pertinent doubts about the supposition
that two labourers each with 12 units of capltal will not
produce a higher output than 24 labourers each working with
only one unit. With that ocuestioned sunposition, we carnot
be sure about the declining rate of profit,

Marx calls the law as tendertial becasuse it states an
ever-present tendency, smouldering yet urbane in capitalism,
Although hidden, or arrested by antagonistic forces, it can
exist and sway even if profits continued to increase. This
law is a statemént of a situatinn where the tcounteractire
causes' and !'favourable factors' act and react on each other
and whose cumulative forces push and pull in diametrically
opoosite directions like.t&o pullies behave in a varallelo-
gram. However, Marx has faith on the ultimate triumnh of
the positive forces over the 'counteracting cmuses!' in the
law.

This law has caused a lot of disputes and difference
of opinions. John Strachey has acceoted it in its entirety.
"We know that as the technique of the oroduction develops,
less and less living labour v, and more and more plant and
machinery c, are used to produce a given quantity of
oroduce, Therefore, less and less value must be created,
And if less value 1s created, less surolus-value will also

08 crea.ted."lo6 Hence, the rate of orofit would fall,

106, John Strachey, The Nature of Canitalist Crisis (New
York, 1935), p. 242,
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Straetchey has ignored that more machinery need not zean
correspondingly more ¢ in value and also v may be falling ;
s may rise if s' is increasing. While John Eaton has taken
this law for grarted,’%? Eqmund “i1son has not viewed thie

108

seriously. Schumpeter has made a passing judgement saying

that the law is "sufficiently condemned by its nremises".lo9
Stalin, as it is exnected of him, has asserted the falling
rate of profit "in view of the irncreasing organic composition
of canital 10

To Blodgett, the Marxian conclusion in this facet
"contradicts the regular Marxian theory of value which makes
exchange value depends on labour-time ard not on costs of

n."1l Mourice Dobb, wan¥s hasty crities not to

productio
give a "too mechanistic twist, depicting it as though it
relayed on the forecast of profit falling in a continuous
dowrward curve until it reached a point at which th2 system
would come To an abrupt stop.... The true internretation seems
to be that Marx saw tendency ard counter tendency as elements
of conflict out of which the ganer=1 movement of the system

emerged.... Marx not only expected that the terdency of profit

to fall would prevail at least as a long-tﬁrnttendency but

107, John Eaton, Political Economy : A Marxist Text-Book
(New York, 194°¢), o. 120,

108, Edmund Wilson, To the Finland Station (New Ynrk, 1940),
p. 296,

109, Joseoh, A., Schumneter, Canitalism, Soci-lism anrd
Democracy (New York, 1850), b, 20,

110, Joseph Stalin, Economic Problems of Socialism in the
USS® (New York, 1952), pn. 31,

111. Ralph d. Blodgett, Comparative Economic Systems (New York,
1949), p. 797,
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also saw in this phenomenon, a periodic curt=ilment of rew
investment and of nroduction ard employment."112

Dobb further has ventured to strengthen the few 11inks
In the Marxian structure by saping that technnlogical changeg,
rising the organic composition are to be of defensive type
allied with upswing of the business cvele:; the clnser we
get to absolute over-production of capital, the greater will
be the increases in organic comnosition meant to maintain
the golng rate of surplus-valﬁe. Marx has argued that with
total utilisation of the labour force, the only realm in
which accumulation can further orogress is in constant canital.
Tnis accumulation, by increasing the organic composition is
also a response To increased wage pressures hovering around
the rate of surplus-value. Doob refers these technological
changes intensive, contra distinct to extensive accumulation
of constant capital which reduced the value of the oroduct.113
With ail the fairness to Dobb it could be tonld that he not
only under-estimates the possibility of extensive technology
but also fails to note the secular trerd of the orofit rate,
Of course, DobbIs interpretation has had its own merit.
As Dobdb haé pninted out that there is a resldual of new
constant capital that is not ruined by the crisis and which

continues to add to the base of caplital stock employved for

112. H. maurice Dobb, Political Economy and Capitalism
(New York, 1949), pp. 97-98.

113, Ibid., p. 122.
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the calculation o7 the vrofit rate. Such a residual would be
of the same magnitude as the long-rur increases in the rate

of surplus-value brought about by the technological change

as Wolf'son has rightly nointed out. "A cyclical interpre-
tation of the rate of profit theory regiects the fact that

the crisis tends to wring out inefficient firme ard techricues
as well as lower inflated wages, "l1% It thus serves to
increase long-run productivity and erharce the rate of
surplus-value. Ore could equally make out in this way a
cyclical theory of the increase in the nrofit rate through the
relative ard absolute prodvetion of surnlus-value. For

Henry Chambre, this law appears to be "dissatisfactory".
Another critic views "ir hurdreds of nages of Canital, Volume
111, with endless repetation and futile efforts to escane

from his own net, he is forced to the conclusion that orices
are not orovortional to variable canital or 1labour-cost

ard that rates of orofit are in no wise relat=d to rates of
surplus-value. In dialectical terms, the labnour-cost theory,
carried to its logical conclusion brought its own

neg f;lt ion .u115

George N., Halm thinks that this law leads Marx

" 116
into "a fatal contradiction wich the rest of his system."

114, Murray Wolfson, A Reaporaisal of Marxian Economics
' (New York, 1966), p. 123,

115, J.E. Le Rocsignol, From Marx to _Stalin (New York,
1940), p. 206,

116, Economic Systems : A Comparative Analvsis (C=lcutta,

1965), p. 137. Mr. Boher Jjs of the same opinion. He
savs ¢ "Marx's twin assumntinng of 2 risine orearic

comnosition of Canital ard a constant rate nf surnlus-
(contd. non rext vpage)




kafx Beer, the biographer of Marx, thirks that these laws

"need not in themselves be trus, only they must record with

the sentiments of the struggling mass,"17 George Sabine hasg onn
to the extent of saying that even for Marxist this is to-day

"an object of respect as being a relic of the master rather

than a2 serious Dart-of the system,nllg

Rosa Luxemburg has brought her own interpretatinrs,
According to her, both interral ami exterral markets are
ecsential to capitalism. The intern=l market is the capitalist
market where production itself buvs an? suprlies its own
rroducts. The external market is the ron-capnit=1ist economy,
which absorbs the oroducts of éapitalism ard supplies nroducer's
goods ard labour-power for capitalist croduction.

Internal capitalist -trade can realise only certain
quantities of value cont=ined in the social product; the
constant capital that has been utilized, the variable canital
and the consumed part of the surplus-value. That nart of
surpvlus-value which is earmarkad for capitalization must be
reallsed elsewhere, If capitaliéation of surrnlus-value Is

a motive force and nurpose of voroduction, it must yet

(contd., f.n. 116)

-value carry impnlications which are -incomnatiable with
some of his kev theorems". Karl Marx's Interoretation
of History (Cambridege, 1950), p. 224,

117. The Life and Teachine of Kar]l Marx (Lomion, 1921),
De L3L o

118. A History of Political Theory (Lordon, 1949), v». 657,
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proceed within the 1imits delineateqd by the renewal of corstant
and variable capnital., "Further with the internatinnal
develooment of c¢apitalism, the canitalization of surnlus-
value becomes once more urgent ard orecarious ard the syb-
stratum of constant and variable canital becomes an ever-
growing mass -- both absolutelv and in relation to the surnins-
Value."119 Eventhough the 01d capitalist countries provide
even larger markets and Increasingly become a deperdent on
one another, compete more vigorously for trade relations with
non-capitalist countries. Hence, the conditions are the
"capitalization of surplus-value clash increasingly with the
conditions for the renéwal for the sggregate capital - a
confiict which incidentally, is merely a counternart of the
contradictions implied in the law of a declining profit."lzo
Samuelson convincingly has demonstrated the necessity of a
rise in real wages with a decline in prnafits. However, he
has not derived from Marx's own nremise, It is an attemnpt
to orovide the translation of Marxian renroéuctfon schemes

i21
into a dynamic Harrod-Domar mndel.

Steindl has ventured to answer the criticism against

: 122
Marx that he has not given anv logical proof of his law,.

"He feels that Marx could have obtained a logical proof without

1192, rosa Luxemburg, The Accumulation of Capital, (New
Haven, 19561), n. 367.

120, Ibig.

n
121, See Favl A, Samuelson, "marxian_Econom%c Models",
American Economic Review, Vol. LLVII, No. 6 (1957),
pp. 897-28. See also, Evsey D. Domar "The Problem
of Capital Accumulation", American Economic Review,
Vol., XXXVIII, No. 5 (1948), »n. 7°20.

(r.n. 122 on next page)
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difficulty 1if he has selected = different concept of the
organic composition, i.e, ratio of capital invested to the

net product. The ratio of profits in the net product can
increase only by a certain maximum level. For irstarce,
assuming that it was originally 157, it could at best only

be doubled. As the rate of profit is a ratio o* orofits in

the ret product divided by the ratio of canital to the ret
oproduct, the orovosition follows; "with the irerease of canital
in relation to a giver ret nroduct, the nrofit rate must
necessarily decline sooner or 1ater".12"3 Then he hastens

to rem=rk that ir mature capitalism tre ratio o* canital to

net product ioes rot increase, He next noses the chief questior
aboat The law of the declining rate of profit; do we have

to conceive of this tendency as an actual fall in the rate

of profit which in fact takes place as a consequence of a

[
charge in caoital structure? The amount of profit realized

f

is solely decided by the amount -which capitalists invest

and consume, As long as the anount of caoitalist consumntion

~

ard investmert, as a ratio of their capital does rot
= - "

decrease, the rate of profit c=n neverfdecreasa.

122, J. Steindl, "Karl kMarx and the Accumulation of Canital"
originolly appeared as Chanter XIV of Maturity and
Stagnation in the American Economy (Blackwell, 1052),
Fenroduced .in Marx ard lModern Economics. Eﬂitp& bv
David Horoﬁpz, (London, 1963), op. 244-69,

122, Ibid., p. 260,
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Steindl redefines the concept of the orcanic comnosition
of capital rot as an exercise to find out what Marx reslly
meant, but to suit his own nurvose o° criticigine Marx,

Lawrence R. Klein, the author of The Keyrisian Revolution

in a celebrated article has tried to bnild = rew Marxian
Model,124 The demand for investment goods denerds unon two
var iables -- profits ard the stock of capital. According to
Marx, the dependence on profit is positive, whereas the
deperdence on capital is negative. The stock of capital is
always a drag upon the system. Kleir has conducted a number
of statistical investigations and concluded that the stock
of fixed capital is negatively related to investment. The
more capital there 1s, other things bding unchanged, less

is the demanrd for new capital. The depressing influence of
capital accumulation operates not only partially ir the
demand equation for Droducer;s goods but also depressingly
influences the entire system.125 Marxian model conceived

by Klein is a compromise hetween two extremes - one of lore-
run eouilibrium in whiech investment is zero ard one of short-

run equilibrium in whilch the stock of canit-1 is taker as

124, Lawrence R. Klein, "Theories of Effective Demand ard
Emnloyment", Marx ard Modern Economlcs, ov. cit.,
pp. 138-Y75,

125. Ibid., n. 170,
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explaired, The introduction o® the stock of fixed eanital
1s the investmert -- demand eguation of the Marxian svstem
fits convineingly with the theory of the fallineg rate of
prof it. 126

Dickinson feels that the correction between ircreasing
organic composition of e¢-~pital ard s falling rate of profit
is "2 sound intution" and that it is impossible summar ily
to dismiss Marx's theory of the fallirr rate of profit
"as a mere Chimaera".127 Ronald L. Meek, "on the basis of
a mere half-dozen exmaples" concludes that "the rate of
orofit Is first to rise and then some time afterwards to
fall." The initial rise in the rate of profit will be higher
and the point of downturn will be later - (s) the lower is
the rate of surolus-v=alue in the situation from which we
start; (b) the greater i1s the rise ir overall vroductivity
assoc iated with the rising organic comnositinr ard (e¢) the
greater is the rise in productivity in the wage-goonds irdus-
tries relatively to that in the canital-gnods inrdustries.l®®

Professor Shibatalzg oguestions one of the basie

126. Klein says ¢ "It 1s also possible to argue that an
ilmplied 'theory of the declining marginal efficiency
of capital' in tne Keynesian theory would call for the
introduction of a variable representing capital accumu-
lation in the Kepesian investmert schedule". ibid ., pd 7L,

127. H.D. Dickinson "'he falling Rate of Profit in Marxian
kcoromic s" The Review of EBcoromic Studies, Vol. XXIV
No. 64 (1957) pp. 120-30,

128, Economics ard Ideology and other Essays (Lordon, 1967),

po. 141.-42,

129, "On the Law of Decline in the Rate of Profit", Kvoto
University Economic Revilew, Vol. IX, No. 1, 1934,
Dp ™ 61 -75
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assumptlons of the Law i.e.,uthéﬁaonrection between the rising
organic composition of capital and the falling rate of profit,
T.o him, the elevation of the organic ~~mrosition of capital
in é.capitalist society does not "of itsel®, constitute" a
cause of the dgcline of the average rate orf profit. Professor
Fobuo Okisio points out that the rate of orofit cannot

exceed the inverse of the organie composition of oroﬂuctﬁon.lgo

So,

S .$V+S
cC + v c

His conclusion is that the increase of the orgariec comnositinn
of production is an upver 1imit of the rate of nrnfit "which
1tself decreases as time n-sses by...." To Konus;lgl a
well krown Russian economist, "the tendency for the rate of
profit to fall and the counteracting tendercies, which are
always emphasized by Maurice Dobb" can be "substartiated...
by the analysis of the fundamerntal formulae of the labour
theory of value."

Professor Yoohindo Chigusa deals in detail =bout the
favourable factors and counteracting influences concerning

the law.lsz He feels that there is "no telling sweeningly"

130, Nobuo Okisfo, "Technical Charges and the Rate of Profit",
Kobe University Economic Review, Vol. VII, 1961, bp,.
87-99,

131. "The Tendency for rate of Profit to Fall", ir Socialism
Capitalism ard Economic Growth, edited by Feinstein
(Cambr idge, 1267), nn, 72-22,

172, "Non-Marxists' view on Marxist Economics", Keio Econnmic
Studies, Vol. III, 1965, pn. 142-Y58,




1ot
as to which agency works more powerfully, one which lnwers
the profit rate amd the other which hampers this trend,

Mrs. Joan Robinson, whose tolerance for Marx 1s rot
abundant, after g%ding Marxian theory of profit hss convinced
herself that Marx has "ill-judged habit of writineg".l33 ghe
polnts out that the law of falling orofits made sense only
in or.hodox economic theory, which h=d no objections to the
conclusions "that real wages are equ=ted to the marginal
productivity of labour" and that "the marginal productivity
of labour rises as capital per man increases".l34 Further,
cshe points out "Marx can only demonstrate a falling tendency
in profits by abandoning his argument that real wages tend
to be constant".195 To her, it is a 'drastic irconsistercy'.
Hence she concludes that "Marx started of on a false scint,
whendsne supposed that it was vossible to find a law of profits
without taking account of the problem of effective demard
and that gﬁ; exnlaration of the falling fterdercy of nrnfits
explains rothing at all.”lr’:’6 According to her "the trouble
probably arose 1like most of the obscurities ir Marx's argument,

a7
from his method of reckoning in terms of VQlue."P

133+ In the introduction to the Rosa ILnvemburg's book, The

Accumulation of Capital, op, cit., p. 16,

134 . Joan Hobinson, YAn Essay on imarxian Econpmics®(Londor,
1952), Pe 37 «

136. Ibid., p. 76,

1238, See Joan Robinson "Marx and Keyges" in Marx arnd Modersh
Economics, on. cit., pp. 103-¥15. 1Ibid,, pn. 42. For the
ce&labora%isa_sf—fﬁé 1law of profits in cornection with
tha problem of effective demard,

137. Joan Robinson, An Essav on Marxian Economics, on. cit.,
P. 394
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There is 1ittle reason to have 'trouble', as Joan
Robinson has met, Marx 4s fairly clear wherever he areues
and talks of the relationship between the organic comnnsition
of ¢apital and rate of profit. He refers alwavs tn 'value-
composition' and not to 'technical-comnnsition'. Ir the
unequivocal words of Marx "wherever I refer to the comnosition
of capital without further qualification, its organic
composition (value-comnosition) is always understond "132
Marx has also given the specific conditions under which the
relations between the technical and value compositions
might differ.139

So far we have summarized the various trends ard
substance of the controversies that center around the Marxisan
theory of falling rate of profit. The extent and the
depth of the difference of opinion shows only the importance
of the law to Marxism. No fruitful result could be obtained
by joining this or that schrmnl and that of adding one more
dimensién to the hostility. On theoretical discussions
only locic is the determining factor. After all, loeic
is a law of thought:; a law that is rot too inflexible,

Hence, there cannot be any cessation for the flow of

theoretical arguments,

138. Capital, Vol. I, p. 671,
139. Capital, Vol. III, pp. 889-90.
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Robinson has met., Marx fe¢ fairly clear whenever he arcues
andﬂtalks of the relationship between the organic comnnsition
of c¢apital and rate of profit. He refers always to 'value-
composition' and not ton 'technic=l-comnositiont., Irn the
unequivocal words of Marx "wherever 1 refer tn the comnosition
of capltal without further gualification, its organic
composition (value-comnosition) is alwavs understond."l38
Marx has also given the specific conditions under which the
relations between the technical and value compositions
might differ.l39

So far we have summarized the various trends ard
substance of the controversies that center around the Marxian
theory of falling rate of profit. The extent and the
depth of the difference of ovpinion shows only the importance
of the law to Marxism. No fruitful result could be obtained
by joining this or that schrnl and that of adding one more
dimensién to the hostility. On theoretical discussions
only losic is the determinineg factor. After all, loegilc
is a law of thought: a law that is rot too inflexible,

Hence, there cannot be any cessation for the flow of

theoretical arguments,

138. Capital, Vol. I, p. 671,
139. Capical, Vol. III, pp. 8389-90.
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Before proceeding to analyse the significance of the
theory one should make note that Karl Marx, after fnrmulating
the law of falling rate of profit, out of his mental equioment,
did not have sufficient statistics to test it. Only with
the help of the hypothetical data, he was able to demonstrate
some trends and tendencies. Joseph i. Gillman, an American
mMarxist, ventured to submit it to statistical test. He
started counting the horse's teeth, when many contimued to

speculate their mumber . 120

- Y

140. J8seph M. Gillman, The Falling Rate of Profit
(London, 1957). His views are dealt with in
the last sectieBciapt: -



3. SIGNIFICANCE OF THE THEORY ©C CiPiiALISM
"modern bourgeoiélsbciety is 11ka the sorceref,
who 1is nb longer able to control ﬁhe power of the nether
world whom he has called up by his spells. For many a
decade past the history of 1n6ustry and commerce 1is but
the history of the revolt of modern productive forces

against modern conditions of production, against the

(nrivate) property relations.”

Communist Manifesto




Significance of the Theory of Profit to Capitalism

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 develoment.l Beyond a certain point, a fall
in the rate of profit becomes the cause of a crisis.

Even though Marxian concept of crisis is not in the
main body of theory, the analysis is conditioned by the
dynamic purpose of the entire theory. The most spectacular
part of Marx®'s work- that part which imparts a far more dra-
matic appeal than the laboured exercise of the theory of
value, is his theory of capitalist developmente.

Marx has never forgotten the importance of crises
for his purpose. The 'Postscript to the Seconrd Edition® of
Volume I of Capital has a note about this. *The contradic-
tory movement of capitalist society Mpel;%es itself upon
the practical bourgeois most strikingly in the changes of
the periodic cycle through which modern 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, Val, III, pPPe 296-7.
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intensity of its action it will drum dialectics even into

the heads of the mushroom upstarts of the new, holy Prusso-

German empire."? Moreover, throughout the three volumes of

Capital and throughout the book Theories of Surplus value,
the problem of crises continually recurs.

However, such an important aspect of the Marxian
thought is not coherently presented by Marxe. As a matter
of fact, he has never presented a theory of cycles but many
remarks about crises and inherent disturbances of capitalism
are scattered throughout his writings. Largely it is an
unwritten chapter, despite its importance and relevance
to Marxism. The main parts, containing in Capital are the
discussions of accunulation in Volume I and the theories
of the falling tendency of the rate of profit and of crices
in Volume II1. 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®'s writings. Sometimes Marx employs it in somewhat
current usage, like the crisis of 1825 or that of 1847,
Other times he uses it in the sence of a deep-seated disease

2e Capital, Vole I, Pe 26 Also refer The Communist
Manifesto ppe. 14-15.
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inherent in the capitalisn.3 What i1s Marx®'s idea of a cycle?
Busipess cycles are exclusive property of the Capitalist
systam.4‘01t is a series of periods of moderate activity,
prosperity, over production, crisis and stagnat:ion."'5

The period of over production results due to
involuntary accumulation of commodity Capitale This accumu-
lation, emerges when capitalists are not able to sell their
commoditiese The continuity of capitalist production depends
upon the entire sales of commodities at their values. When
involuntary accumulation of commodity capital occurs, capitalist
production is checkmated. Then the period of crisis ensues.

The entire theory of crisis gravitates around two
centreg; first is the tendency of the rate of profit to fall
and the second is underconsumption caused by the antagonistic
conditions of distribution. The connection of crises to the
falling rate of profit is related thus
*The barrier of the capitalist mode of preoduction becomes
apparente.ses 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 antagonism of this mode of production

Se See Capital , Vol. I, Chape XXV &
4, Theories of Surplus Value , pe. 380,

Se CaEital ’ Vole. I, Pe 495,
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at a certain point and requires for its defeat periodical

crises.'6

The cause of underconsumption is explained thuse. ®The last
cause of all real crises remains the poverty and restricted
consumption of the masses as compared to the tendency of
capitalist production to develop the productive forces in
such a way, that only the absolute power of consumption of
the entire society would be then limit ™’

Now let us study the relationship between the law
of falling rate of profit and occurrence of business cycle.
We should recall Marxian theory of value here, According
to him *The value of a commodity .., varies directly as the
gquantity and inversely as the productiveness, of the labour
incorporated in 1t.'8 This labour theory of value and
categories based upon it, provide the reliable indication
to understand the Marxian theory of business cycle. The
total value of the commoditlies produced by a given capi-
talist economy, although not the relative prices of
particular commodities, is determined by the amount of

socially necessary labour time expanded in their production.

Ge Cagital 9 Vol oIII Pe 303«
7e Ibido, po.5680

Be capital, Vol. I, 47,
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The law of the falling tendency of the rate of profit, which
originates in the above context, has the basis on the labour
theory qf value,

It has already been shown that the falling rate of
profit is the logical concomitant of the notion that value
is produced by living lasbour alone. As and when the economy
progresses technigues of production become more complexe.

Ac a result less and less living labour and more and more
machinery are employed to produce a given Qusntity of
productse Consequently in the given qQuantity of products,
less gnd 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 =
decreasing tendency- in the amount of surplus-value or profit.
The rate of profit depends predominantly upon the magnitude
of -%— e As the proportion of variable to constant capitsal,
according to Marx, has fallen, is falling and must continue
to fall, the rate of profit should glso fall, The fall in
_%_ ’ i.s but "an expression of the progressive development
of the productive powers of society, which is manifested by
the fact that the same number 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 genersl, so that less labour is needed for
the production of the séme or of more, commodities.*’ This
éhowé that how the rate of profit tends to fall with the
developmént of capitalism. Nevertheless the capitalist
finde an incentive for the expansion of production, in an
ever growing amount of profit obtained by an ever growing
total capital, inspite of the ever falling rate of profit,
This necessitates the growth of total capital fast enough
to more than offset the falling proportion of v to c.
In other words, v must grow in absolute Quantum, inspite
of the inevitable 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
capital. "ge see, then", says Marxjthat inspite of the
progressive fall in the rate of profit, there may be an
absolute increase of the number of labourers employed 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 consequently a resulting absolute increase in the mass

9. Cagital, Vol., III, pe. 248,
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of the produced profit. And this increase may be progressive.

And it may not only be sos On ;:he basis of capitalist

production, it must be so, aside fram temporary fluctuations.
-The capitalist process of production is essentially

a process of accunulation.* e

Capital Accumulation and Rate of Profit.

The conditions of low wages snd employment are
maintained by the rate of accunulation of constant capital
exceeding the rate of growth of total capitale If the rate
of growth of constant capital exceeds the growth of total
capital, then,

Ac > A (e+v)
c C+V
and A ¢ — Afc+v) = k
c cC+V B
where k > Oe. Performing the subtraction, we get
VAC = CAV - k
c(c+v)
and VACe CAV = ke (c+v )

10. Ibide., pPe 255.



150

Since ¢c (c+v) >0 ad Xk >0

vaec > eAav

A C c
v 7V
Alc+v) o c+V
AV v
Therefore A v - Alct v)
v ct+ V

If we have absolute over production of

Capital, A (c+v) = 0
then, v > 0
av < 0

Thus Marx shows that increased profit and increased
employment are feasible despite 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 accumnulation,

From this, it follews that in order to function,
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the capitalists should acquire a fast rate of accumulation,
a rapid growth of the total capital. Otherwise the whole
structure will collapsee.

The mass of surplus-value and of profit, appropriated
by the capitalist should grow simultaneously wi.th the falling
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 place. The moment he ceases

to run, he loses; he loses not the place but the pulsation.
The capitalist in order to exist accumulates fast enough to
off set the fall in .lc_ and the fall in the rate of profit.,
This Marx conceives as a lawe He presents it not as something
which .cap:ltalist strives to achieve but as something which he
actually does achieve. Thus, this rate of accumulation 1is

an essential condition for the existence of capitalisme.

In other words, a rate of accunulation, high enough to counter
the effects of the falling rate of profit, is presupposed for
the very existence of capitalism, '

Thus the law, like Janus, is double faceds It is =0
because it promulgates a falling rate of profit and a rising
quantum of profit for the existence of capitalism.

Now the next question to be posed and analysed is,
how fast should be the rate of accumulation of the total

capital? It must be fast enough to make v 1increase, or in
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other words, should be fast enough to compensate the fall
of - _“’:_. e Viewed thus, the rate of accumulation is decided
by the rate of the fall of ‘Yé" « If the velocity of fall
of profit is low, then the rate of accumnulation need not
be highe On the other hand 1f the fall of —~ 1s high, then
it necessitates a rapid growth in the total capital. Marx
has given the necessary rate of accumulatione.
* In order that the mass of profit made at a declining rate
of profit may remain the same as before, the multiplier
indicating the growth of the total capital must be equasl to
the divisor indicating the fall of the rate of profit.il
According to Marx, the rate of accumulation should be fast
enough to make the total amount of profit not only to remain
constant but also grow a little from year to year, inspite
of the fall in the rate of profite Or else there will not
be any incentive to the capitalist for productione. As and
when the rate of accunulation falls below this level, capi-
talisn would collapsee.

Thus we find that according to Marx, under capitaliam
there exists 2 minimum rate of accunulation, a minimum speed

at which its total capital should grow if the gystem is to

1. Ibid., Pe 260.
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functione This minimun rate of accunulation is determined
by the speed at which -‘_(':_ 1s falling; by the speed of
technical progress. In the words of Marx,
w¥ith accunulation and the development 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 wealth of society expands, of
which capital only forms an elastic part, not merely because
credit, under every special stimulus, at once places an
unusual part of this wealth at the disposal of production in
the form of additional capital; it grows also because the
technical conditions of the process of production themselves-
machinery, means of transport etce.- now admit of the rapidest
transfomation of masses of surplus- product into additional
means of production. The mass of social wealth, overflowing
with the advance of accumulation, and transformable into
additional capital, thrusts itself frantically into old
branches of production whose market steadily expands, or
into newly formed branches, such as railways etce., the need
for which grows out of the development of the 0ld oneses In
all such cases, there must be the possibility of throwing

great masses of man suddenly on the decisive points without
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injury to the scale of production in other spheres.'lz

Marx
has clearly given the kinship between crises and the tendency
of the rate of profit to fall. He notes, "eee the rate of
self expansion of the total ,apitsl, or the rate of profit,
being the goad of capitalist production.® Similarly, ®...
ite fall checks the formstion of new independent capital and
thus appears as a threat to the development of the capitalist
production processe It breeds over-production, speculation,
crises and surplus-capital alongside surplus-population.'ls
Moreover, “e,e the main thing about their [capitalists)
horror of the falling rate of profit is the feeling that
capitalist production meets in the development of its produc-
tive forces a barrier which has nothing to do with the pro-
duction of wealth as such; and this peculiar barrier testi-
fies to the limitations snd to the merely historical,
transitory character of the capitalist mode of production,
testifies that for the production of weazlth, it is not an
absolute mode, moreover, that at a certain stage it rather

‘ )
conflicts with 1te Tusther develomment o

12. Ibido, PPe 693-4,
13. Ibid oy Pe 283
14, Ibid., p. 284.
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Marx closely connects the tendency of rate of profit
to fall with the process of accumulation. The declining
character of the former accelerates the speed of the latter,
Greater the speed of the latter, numerous would be the
consequences which mark the features of aging capitalism.
Under capitalism it is not only the object, 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 capitalism.

"A fall in the rate of profit and accelerated accumulation
are different expressions of the same process only in so far
as both reflect the development of productivehess. Accumula-
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 composition of capitale On the other
hand, a fall in the rate of profit again hastens the concen-
tragtion 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
accunulation with regard to mass, although the rate of

accunulation falls with the rate of profit.”15

15. Ibid., p. 283‘
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So far we have seen how the falling rate of profit
causes and accelerates the process of accumulation. Before
examining the consequences of accumulation, it is worth to
understand the mechanism of accumulation.

Accunulegtion is the process of transformation of
surplus-value into capita1.16 The capitalist consumes one
slice of surplus-value which is called revenue. Thus
accumulation is surplus-value minus revenue. Consequently,
given the mass of surplus-value, the larger the accumulation,
smaller should be the revenue and vice versas In other words
accunulation is inversely proportional to revenue.,

As capitalist,® ... he 1s only capital personified,
His soul is the soul of capitalo"r? Except as personified
capital, the capitalistg has no historical value and no right
to that historical existence. Capital has a , “vampire
thirst for the living blood of 1abour."18 Thus cépital, by
its very definition and logic, shouldfcaccunulate‘*. And hence
the capitalist should accumulate. Accumnulation breeds a

desire for further accunulatione It is the old story.

Abraham begets Issac; Issac begets Jacob and so one. Surplus-

16. Capital, Vole I, Pe 634,
17. Ibide., Pe. 257
18, Ibid., pe. 282.
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value begets capital, capital begets surplus-value and so on.
*mmploying surplus-value as capital, reconverting it into
capital, is called accunulation of capit:al."19 It is intere-
sting to note here that Marx rejects the abstinence theory
of capital accumulation. Only in the earlier period, the
capitalist had restricted his consumption. "The capitalist
gets rich, not like the miser in proportion to his persocnal
labour and restricted consumption, but at the same rate as
he squeezes out the labour-power of others, and enforces on
the labour abstinence from all 1life‘'s en:)oyment."zo

At a different place, he says

*That accunulation should take place at the expense of
consunption, 1s, 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 consumption,instead of the gain of surplus-

21

value and its capitalization, in other words, accumulation.*

Further he says

* Accumulate Y That is Moses and the prophets ... Therefore,

19. Ibid., pe. 640.
20. Ibido, Pe 6054
21. Cagital, Vol. I1, pe 588,
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save, save i.e. reconvert the greatest possible position of
surplus- value or surplus-product into capital ! accunulation
for accumulation®s sake, production for production®'®s sake:
by this formula classical economy expressed the historical
mission of the bourgeoisie and did not for a single instant
deceive itself over the birth-throes of wealth."2?2
Accumulation (a) emerges with the allocation of surplus to
capital.

a =g (s)
Given the value of g, Marx says
“"eeeses 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
Sirmondi* s expression, changes into a cap:ltal.":;“‘3

31 Simple Reproduction

Francois Quesnay, the eminent leader of the jphysiocrats,
was first to venture a gystematic presentation of the structure
of relations existing in capitalist production. His renowned

Tableau Economique was regarded by Marx as the "incontestably

the most brilliant idea of which political economy had hitherto

22 _C_a_Eital, Vol, I, pe 652
23 Ibid., Ppe 637
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A Marx was influenced by Quesnay to a signi-

been guiltye.
ficant extent and regarded his own methodology *simple
reproduction' for examining the capitalist socilety, as a
developed version of the Tgbleau. A letter from Marx to
Tngels, 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 Tagble and tell

me of any objections you may have it. It embraces the whole

process of reproduct::lon."25

Simple reproduction refers to a capitalist system which
retains to eternity, the same size and the same proportions
among its various parts.26 Assume all industry is divided
into two departments in I, means of production are produced
and in II, consumption goods are producei.27 Let us subdivide
the consunption goods department into two: one producing
workers®' consumption goods and the other producing capita-

lists' consumption Goods.28

24 . Theoriesgs of Surplus value, pe 92

25 Correspondence, P 153. However, Marx abandoned the
diagran but developed the idease
See Cagpital, Vol. I, Chape XXIII and Capital Vol. II,
Chapt. XX e

26 C&Eital, Vole Iy Pe 621.

27 Capital, Vole II, Pe 457 .

28« The distinction drawn by Marx is *necessities of 11ife*
and articles of luxury'e. Refer Capital, Voll.II Chap.XXe.
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In each department the composition of capital varies
in constant and variable proportionse The total outlay in
the economy K, is defined as the accumulation of the capital
outlay in the two departmentse

K = (K)s £+ (Kg),= (c+Vv); + ( c+v),

Total production in the economy C is equal to the commodities
produced by both departments during the period.

C=C1 +Cg=1(cqg +Vvy+ 81)+ (co+vVg+ s9)

The annual surplus S 1s the difference between total annual

product and the cost of production.,

S=C-K=(81+82)

The following table represents the total production.

Deptel DeptoIl Total
Department I cq (v + s1) ci+ V1 + si
Department I1I co (vo + so) Cot Vg + 8o
Total (eq+ co) (vq + 81)+ (vo+ s5) C

For the conditions of Simple-Reproduction to be
fulfilled, the constant capital used up must be equal to the
output of the producers' goods branch, and the combined
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consunption of capitalists and workers must be equal to the
output of the consumers®* goods branch,
Then

61+02 =01+V1+Sl
Vi + 8] +Vo+ 8 =co+ Vg + 89

By eliminating cq from both sides of the first equation and
Vo + 89 from both sides of the second equation, the two can

be reduced to the following
02 = V1 + 81

or more directly

since vi-c¢c13 = cs
and vo - (Vo + 89 ) =v1+.st
but Vi=-¢ = V1 + 8

hence Co = Vi + 8§

Since the capitalists Increase then investment, they do not

consume their income completelye.

Therefore,

Vg < (vq + 81) + (vg + sp)



142
The total value of the products of Department I in the fomm
of the means of production will be larger than the sum of

the means of production required by the two departments for

replacenent usej namely
V1 > c1 + 02 .
From the above two equations we derive a third:

Cos <« vy + 81

The stability of the system is defined by the above
equ-tion of interdepartmental sale and purchase. This
equation is not inevitables Under a gystem of capitalist
production, Marx remarks, "because nothing is undertsken
according to social plans, but everything depends on the
infinitely different conditions, means etce., with which the
individual capitalist operates",g9 great disturbances will
inevitably occure There is nothing inherent within capitalism
to bring out the harmony. Rather the equation is quite

w30

*accidental, He says

*The premise of simple reproduction ..e is irreconcilable

with capitalist production ...."51

29, Capital, Voll.II, pe 196.
304 Ibid., Pe 578.
31. Ibid., Pe 608,
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The expansion of capital can be expressed in the
following fom,

Kl = K°+p'KOg
= Ko (1 + p'g)

K2 = K1+pK18
= Ky (1+ p'g)
2
= Ko (1 + p*g)
] -
Kt = K, (1+ p'g)

Where K4 is the amount of capital in time t, lléo is the
original%fl/the rate of profit and g the proportion of surplus
converted into net investment,

Marx has fomulated a *Capital accunulation model*.
This model can be called *two-department model?’, since it
traces the process of two departmental transactions that

account for the spiral process of capital fomatiohe.

The new Capital structure is presented in the following form:
Deparhnalt (CI"‘A ci) +(V1+ Avl) +81" (A C1+AV1)
Department II (cqta c5)H(vot AVy) +85 (acyt aVy)

The period of production (t+1)

Department I (e1+ acy) + (vi+avy) + (81+ 2a8q)
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Department II (cg +acg) + (Vgravy) + ( 8ot A s9)

Transaction between

[ vi+ 8- 8 (=8sy) 7

and co where ( vi{ + s1 - a) represents the total consumption
of capitalists and labourers in.Department I.
For Department I, a is decomposed into the

organic elements of capitale.
( acq + avy )

For providing avy, transaction takes place between capital
goods av, and consumer goods 8o where 8o = &V4
co has in the course of the above interdepartmental transa-

ctions, increased to

[ co +scg (= avy) _7 and in order to maintain the capital
composition in Départment II, Vo is necessary to offset the
Increased co and it is provided from sg.

Marx has illustrated the process of accunulation

with numerical examplese
Department I 4000c + 1000v + 1000s ° = 6000 ¢

Department II 1500c + 750v + "750s = 3000 ¢

Annual product 9000 'd
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Marx assumes the following valuese.
(1) The rate of exploitation is 100 per cent
(2) The rate of profit is 20 per cent for Department I

and 334 per cent for Department II
(3) The organic composition of capital in Department I

is 80 per cent and 66% per cent in Department II
(4) The rate of accumulation in Department I is 50 per cent.

Accumulation in Department I 1is

500a1 (= % sy ) which takes the fomm
400 cq + 100 v,

Consequently cq increases from 4000cq to 4400ci.

Department I wants to exchange the value of 1100vq + 500sq of
capital goods for the equivalent value of consumer goodse

But Department II wants only 1500 co for replacement. To
satisfy Department I, the exchange of the additional 100v4
must be made from 10082. This reduces the consumption of

capitalists in Department II from 750 to 650.

With the transfer of 100vq to Department II, enhancing
co fram 1500 ¢ = to 1600cg, &n Increase in vy, proportionate
in the organic composition of cgpital in Department II, of
50v2 is made. The outlay for 50vo results from sg, which
ultimately reduces sp from 650 to 600
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After this phase of proceés, the capital structure
takes the following forme
Department I 4400 c¢ + 1100 v + 500s

Department II 1600 ¢ + 800 v + 600s

The Capital values

(cq + v1) (cg + 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 = 6600¢
Department II 1600c + 800v + 800s = 3200¢
Annual product = 9800¢

To the same process of accumulation is followed for period(t+2)

Department I 4840c + 1210v + 1210s = 7260¢
Department II 1760c + 880v + 880s = 3520¢
Annual product = 10780¢

The rate of accumulation is an independent variable.ag

32e c 1t81, Vole I, pPe 679



19%
The process of accumulation derives sustenance from the
surpluses of Department I and II. The former is decided
by g; whereas the latter by the consumer goods needed to
£ill outrthe increase in constant - capital formatione.
Since the net investment is propped up by surplus, the
surplus consumed by the capitalists

[ slc)y + s(c)g 7 must be less than that surplus produced
by the process ( sq + 32). When consumption in the simple
reproduction model correspondes with its surplus production,

a point will be reached beyond which the surplus consumed by
capitalists-in accunulation exceeds the consumption of
capitalists in simple reproduction, as given in the same
capital 1nvest:ment.'?’3 Marx writes

®» At the historical dawn of capitalist production- and every
capitalist upstart has personally to go through this historical
stage - avarice, and desire to get rich, are the ruling
passionse But the progress of capitalist production not only
creates a world of delights; it lays open, in speculation

and the credit system, a thousand sources of sudden enrichment.
When a certain stage of development has been reached, a
conventional degree of prodé.gality, which is also an exhibi-

tion of wealth, and consequently a source of credit, becomes

33 Ibide 5 Pe 650.
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a business necessity to the "unfortunate" cap:l.tal:'.st:."34

_ The quantum of the surplus consumed in any period of
time depends upon the rate-.of accumulation, and the organic

composition of capital in both departmemts.:55

s(c)g = sg = ( [ vi+tsi(1-g)-co 7 + avy

ci+ Vitve
c2
vy +8,(1-g) =co 7 + /(vo ) ( dvi
[V +8y - [_g_ '6'1?\7'1'—7 )

s(c)y = 81 (1-8 )

In the simple case where vj + sy (1-g) = cg, the above
equations may be reduced to

s(c) o - [(211_}* (va ) (_avy ) 7

ci+vi Co ci+vi

82 = /(14v2 ) (avy + vq) _7
co c1

s(c)1 =83 (1-g)
As capital accumulation at a given time is the conver-
sion of surplus-value to capital in that particular period,

its magnitude can be expressed in the fol lowing manner,

34 . Ibide , Pe 651.
35 e Ibide , Pe 605.
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Kt = ( /vi+ 81 ( 1-¥g) = ca ) /7 + [ a‘él +vy7/
+ [22 / [Vq+ 8 ( 1-8)- cy 7

+ v avl + vl + 1- t.
["65'(‘6‘1"‘ vi 7+ 8 [ -8 _7)

This could be simplified thus

Kt:[(1+\‘r=2)(2\;1 +vy )+ s (g 7 ¢,

=2 The concentration and the Centralization of Capital

We have seen that the law of profit imposes a certain
unrelenting logic on accumulation to increase. The accumula-
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

accunulation in the hands of few .56

This is different from
centralization of capital which means “concentration of
capitals already formed, destruction of their individual
independence, expropriation of capitalist by capitalist

transformation of many small into few large capitals.":w
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Thus ‘centralization should rot be confused with
concentration. "This process differs from the former, in
this, that it only presupposes a change in the distribution
of capital already to hand and functioning; its field of
action 1s therefore, not limited by the absolute growth of
soc ial wealth, by the absolute limits of accumulation. Capital
grows in one place to a huge mass in a single hard because
it has in anotner place been lost by many. Tnis is centrali-
zation proper, as distimct from accumuiation ard coucentra-
tion." Mmarx has no intention to expound "the laws of this
cerntralization of capitals" but rather contended himself with
"a brief hint at a few facts."88

The "two levers of centralization"39 are competition
and canitalist credit system. Tnder capitalism, the availabi-
1ity of credit is greater to the big, than to the smnall
capitalists. Credit discrimination kills the small and enriches

40 The competitive situation is described by Marx :

the bilg.
"Irdustry leads two armies into the field agslnst each other,
each of which again carries on a battle within its own ranks

among 1its own troops. The army amorg whose troops the least

38. 1bid., p. 686.

39. lbid., p. 650,
‘io. lbid.’ p. 687.
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fighting takes place gains the victory over the opposing
host."41

In periods of stagnation and crisis over production
prevails. *"Except in periods of prosperity, there rages
between the capitalists the most furious combat for the
share of each in the markets.‘42 Because of the competition,
centralisation is inevitable, "The battle of competition is
fought by cheapening of commoditiess The cheapness of

commodities depends, ceteris paribus, on the productiveness

of labour and this again on the scale of productione. There-
fore, the larger capitals beat the smsller. It will further
be remembered that, with the development of the capitalist
mode of production, there is an increase in the minimum
amount of individual capital necessary to carry on a
business under its nommal conditions. The smaller capitals,
therefore crowd into spheres of production which Modern
Industry has only sporadically 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 capitalse It always ends in the ruin of many small

capitalists, whose capitals parﬂy pass into the hands of

41. Wage, Labour and Capital, p. 24.

420 Can.tal "91. I, p. 495.
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their conquerors, partly vanish.'43

The chances of survival of smaller cgpitalists are

less.44 The process of centralization is cumulative and it is

like a snowball rolling down hill. Consequently, it results
in a period of monopoly.45 Marx has described the growth of
the monopoly in dialectic terms,

"We all know that competition was engendered by feudal
monopolye. Thus competition was originally the opposite of
monopoly and not monopoly the opposite of competition. So
that modern monopoly is not a simple antithesis; it is on the
contrary the true synthesis."46

Another force that aids centralization is the capitalist
credit sgysteme

*In its beginnings the credit system sneaks in as a
modest helper on accunulation and draws by invisible threads
the money resources scattered all over the surface of soclety
into the hands of individual or associated capitalists. PRut

soon it becomes a new and formidable weapon in the compe-

titive struggle and finally it transfomms itself into an

43. Ibid., ppe. 686-87.

44, Capital, Vol. IITI , pe 308,

45, Capital, Vol.I, P. 688e

46. The Poverty of Philosophy, Pe 169
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i{mmense social mechanisn for the centralization of capitals."47
Centralization due to the capitalist style of credit gystem
does not mean the expropriation of smaller capitalists by
larger, but the amalgamation of a number of capitals which
already exist or are in the process of formation .ee by the‘
snoother road of forming stock oompaaxnies"';.8 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 accunulation should have enabled a
few individual capitals to undertake the construction of a
railroad. Centralization, on the other hand, accompiighed

this by a turn of the hand through stock compsniese®:?
Joint-stock companies, enlarge ;nith 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 product::lon.51
Centralizstion ceases when there is only one fimm left.

However, for society the upper 1limit would not be reached

47 . Capital, Vole I, pPe 687,
48, Ibid., Pp. 688

49. Ibid., pe. 687

50 Capital, Vol. III, pe 517.
51. Ibid., Pe 519.
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"mtil the entire social capital would be united either in
the hands of one single capitalist, or in those of one single
oorpération.“sz In brief, in the process of centralization,
»little fishes are swallowed by the sharks and the lambs

by the wolves.'ss

Capital accumulation is linked with increasing organic
composition of capital in the Marxian model.

*The continual re-transformation of surplus-value into
capital now appears in the shape of the increasing magnitude
of the capital that enters into the process of productione.
This in turn is the basis of an extended scale of production,
of the methods for raising the productive power of labour
that accompany it, and of accelerated production of surplus-
values If, therefore, a certain degree of accumulation of
capital appears as a condition of the specifically capitalist
mode of production, the latter causes conversely an accelerated
accunulation of capitale With the accunulation of capital,
therefore, the specifically capitalist mode of production
develops and with the capitalist mode of production the

accumulation of capital o0

52 Cagital, Vole I s Pe 688
53 Capital, Vole. III, pe 521,
54. Ca 1t81, Vol, I, ppe. 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 equatione.

Kt =Ko (1+ p'g )t, the rate of profit falls with
the development of technologye.

We have seen how the rate of profit, by its internal
compul sions and logical demands, gives birth to centralization.,
The centralization, in its process of development, causes
the rate of profit to falle Recause centrslization which
is the consequence of technical change and the rising:
organic composition of capital, acts to hasten the technical
change, Marx says

® Centralization, by thus accelerating and intensifying the
effectsof accumulation, extends at the same time the revo-
lutions in the tec‘nnical composition of capital which
increase its constant part at the expense of its variable
part and thereby reduce the relative demand for 1laboure ecees
the additional capital formed in the course of accumulation
attracts fewer and fewer labourers in proportion to 1its
magnitude."55

33 The Results of Accumulation

Now let us look into the results of accunulation.

55 Ibid., pe. 689,
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Marx enumerates them in his celebrated *General Law of
Capitalist Accumulation.'56 The most important factor in
progressive accunulation is the organic composition of
capitale Variable capitsl declines relatively as accumulation
progresseses The relative decline in variable capital results
in the creation of what Marx calls the "industrial reserve
army®. Accunulation and concentration of capital involve
both absolute increase and relative decline in variable
capital.

Let us now study "the influence of the growth of
capital on the lot of the labouring classe® In this 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 accunulates, technological changes will
increasingly agquire labour-saving stint. This will be found
in a change called the *value- composition®' of capital,

* There may be, eeZe, Ooriginally 50 percent of a capital
laid out in means of production and 50 percent, in labour-
power; later on, which the dévelopnent of the productivity
of labour, 30 percent in means of production, 20 percent in

labour-power and so on."58 This process, which simultsneously

56 Refer Capital, Vole I, Chape XXV,
57 Capital, Vole I, Pe 612

58. Ibido, Pe 622,
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goes with and 1is accelerated by already explained processes,
concentration and centralization of capitals, means that
*the additional capital formed in course of accunulation
attracts fewer and fewer labourers in proportion to 1its
magnitude® and that “the o0ld capital periodically repro-
duced with change of composition, repels more and more of

,59

the labourers formerly by it. Thus “capitalist accumu-

lation itself ... constantly produces ee.. 2 relativelyquNMaﬁmk
population of labourers i.e. 2 population of greater extent
than suffices for the average needs of the self-expansion of

w60

capital and therefore, a surplus-population. This surplus-

population constitutes “a disposable industrial reserve za\rmy,"61
whose slize varies with the phases of the cycles and whdie
expansion or otherwise exclusively govern the “general move-
ments of wages.'62 It consists of those who are irregularly

employed, whom Marx calls 'paupers.'sg

To this "“relative
surplus-population®, Marx applies his first formulation of

the general law of capitalist accunulation. "The greater the

59. Ibid., p. 628,
60s  Ibid., D. 630
61 Ibid., p. 632
62 Ibide, p. 637,
63 e Ibide, Pe 640
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soclal wealth, the funcfioning capital, the extent and energy
of its growth and therefore, aiso the absolute mass of the
proletarist and the oroductiveress of its labour, the greater
is the industrizal reserve army. The same causes which develop
the expansive power of capital, develop also the labour-power
at 1ts disposal. The welative mass of the industrisl reserve
army Increases therefore with the potential energy of wealth.
But the greater this reserve army in pronortion to the active
labour-army, the greater is the mass of a consolidated
surplus-population whose misery is in inverse ratio to its
torment of labour. The more extensive, finally, the
iazarus-layers of the working class, and the industrial
reserve army, the greater is official pauperism., This is
The absolute general law of capitalist accumulation."64

lucreases in the size of the irmdustrisl reserve army
are connected witn cyclical fluctuations as well as with the
growtn and cnanging technical compositior of capital.

"The course, characteristic of modern industry viz., a
Aecennial cycle (interrmoted by smaller oscillations), of
rerlods of average activity, production at high pressure,
crisis and stagnatlon, depends on the constant formation, the
greater or less absorption, ard the reformation of the indus-

trizl reserve army of surplus-population. In their turn, the

64. Ibid .’ p. 644.
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varying phases of the industrial cycle recruit the surplus-
popul_lation and become one of the most emergetic agents of
its reprpduction."65
Again, the industriasl reserve army, during the periods of
stagnation and average prosperity, weighs down the active
labour- ammy; during the periods of everproduction and
paroxysn, it holds its pretensions in check. ™Relative
surplus-population is therefore, the pivot upon which the law
of demand and supply of labour workse It confines the field
of action of this law within the limits absolutely convenient
to the activity of exploitation and to the domination of
capital .*06
The existence of the industrial reserve army is also
closely connected with the methods which the capitalist-
enployers use in extracting surplus-value from the workerse.
The over work of the employed part of the working
class swells the ranks of the reserve. The greater pressure
of competition exerts on the former and forces them to submit
to over-worke The condemnation of one part of the working-

class to enforced i1dleness by the over-work of the other

part, and the converse, becones a means of enriching the

65 o Ibido, Pe 694.
66 e Ibido, Pe 701
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individual capitalists, and accelerates at the same time the
production of the industrisl reserve ammy on a scale corres-
ponding with 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
proletariat as a wholee. As Marx says in a fmnod? passage:
" cee Within the capitalist system all methods for raising
the social productiveness of labour are brought about at the
cost of the individual labourer; all means for the development
of production transform themselves iInto 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 remnant of chamm
in his work and turn it into a hated toil; they estrange
from him the intel lectual potentiglities of the labour-
process in the same proportion as science 1s incorporated
in it as an independent power; they distort the conditions
under which he works, subject him during the labour-‘process
to a despotism 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.

But all methods for the production of surplus-value are at the
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same time methods of accumulation; and every extension of
accunulation becomes again a means for the development of
these methodse It follows therefore that in proportion as
capital accunulates, 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 amy, to the extent and energy of accumulation, this
law rivets the labourer to capital more firmly than the
wedges of Vulcan did Prometheus to the rocke It establiches
an accunulation of misery, corresponding with the accumulation
of capitale. Accumulation of wealth at one pole is, therefore,
at the same time accumulstion of misery, agony of toil,
slavery, ignorance, brutality mental degradation, at the

opposite pole....‘68

This is the general law of capitalist accumulation.,.
It exposes the fundamental antagonism inherent in capitalisme.
Capital accumulates, wealth expands and 1s concentrated in
fewer hands, but over the whole field of capitalism there 1is
also an accunulation of misery.69 This is the celebrated
law of the increasing misery of the toiling class under

capitaliam.

68 o Ibidey, pPe 708-9.
69 Ca ital, Vol, III, PPe 576-613.
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One of the primary consequences of accumulation- the
increasing organic composition of capital- will through the
forcé and mechanisn of competition, by and large, appear in
all sphefes of production. But since the rate of profit is
inversely related to the organic composition of capital,
accunulation procures an inevitabley, tendency for the
average rate of profit to decline. Thus Marx arrives at a
conclusion that the falling rate of profit originates from

70

conditions inherent in capitalism, Consequently Marxian

theory of profit leads to a theory of cricses.

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 prosperitye. The seeds of recovery
are embedded in the latter stages of the preceding crisise.

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 buye During a crisis, even at a low crisis-
price, the rate of profit accruing to the new owner of the

process will be positives This is a saving grace of the

70 Ibido, PP e 191-212.



o

ailing systeme Here is Marx®'s account of what would now
be called "the upswing® of the trade cycle. *The stagnation
of production would have 1laid 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 e¢eee On the other hand, the fall in
prices and the competitive struggle 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 e¢eee The depre-
ciation of the elements of constant capital itself would be
another factor tending to raise the rate of profite The mass
of the employed constant capital, compared to the variable,
would have increased, but the value of this mass might have
fallens The present stagnation of production would have
prepared an expansion of production later on, within capi-
talist limitse

And in thie way the cycle would be run once more. One
portion of the Capital which had been depreciated by the
stagnation of its function would recover its old values For
the rest, the same vicious circle would be described once
more under expanded market, and with increased productive

1’orces."'71

7le  Ibide, PPe 298-9.
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The new techniques of production introduced during
deprgssion reduce individual values below their social values
and thereby create surplus-‘value.‘?z According to Marx, "A
crisis is always the starting point of large amount of new
1nvest:ment.""73 This process of recovery 1is further aided by
increased production made possible by intense exploitation

74 Rates of

of the old and the conquest of new marketse.
profit try to buy up and instill confidence into the capitali-
stse Capitals of higher organic composition are introduced
and the quantum of production surpasses the situstion before
the occurrence of that particular crisise Once again it is
the o0ld episode of production outstripping consumptione.

With the continual improvement in the means of production and
expansion of credit system, the gravity and consequences of
the crisis must be severe. "And in this way", Marx asserts,
*the cycle would run once more".v5 Hence Marx writes

®"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.  Ibide, "D. £BE<" -
73. Ca ital, VO].. II, p. 211.
74 . CommmiSt Manifesto, pPe. 17

75 Capital, Vole III, pe 575.
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of alternate expansion and contraction. Effects, in their
turn, become causes and the varying accidents of the whole
process, which always reproduces its own conditions, take on

the form of periodicity.'76

The trend of crises and the decline in the Rate of Profit.

In the previous section we have seen how the business
cycle is an inalienable and recurring feature of capitalism,
It is due to the very stuff of which capitalism is made of,
However, the mere repetition is only the obverse side of the

coin, Another important facet is the increasing susceptibility

of capitalisn to progressively more critical crisese "CriseSeecse

by their periodical return put the existence of the entire
bourgeoils society on trial, each time more threateninglye.ece
The productive forces at the disposal of society no longer

tend to further the development of the conditions of bourgeois
property; on the contrary, they have become too powerful for
these conditions, by which they are fettered, and no sooner

do they overcome these fetters than they bring di sorder into
the whole of bourgeois societyeeee And how does the bourgeoisie
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, Pe 695. See also Wage, Labour and
apital, pe. 51 ,
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0ld onese. That is to say, by paving the way for more extensive
and more destructive crises, and by diminishing the means
wh ereby grises are prevented.‘77
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
qycle.78 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 accunulation
of capital to increase the organic composition of capital,

the rate of profit would tend to decline. In other words

& B ( 2 + v
Consequently total amount of surplus-value may rise due to
the employment of more variable capital. However as the
constant capital increases faster than the variable canital,
the rate of profit tends to falle.
It is the rate of profit that governs and conditions 2.
its growth of capitalism. Capitalist production is, "in its

inner most essence®, production for profit.79 It is therefore

Ly s 2 The Communist Manifesto, ppe 14-5e.

78 Capital, Vole. III, Chapse XIII to XV,
79 Ibido, Pe 303
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conceivable how there can be an overproduction, both of
capital and of commodities, when making profit becomes the
objeet. There can be "“too many means of production and
necessities of like to pemmit of their serving as means for
the exploitation ;§ the labourers at a certain rate of

profite*S0

It is the phenomenal over-production that brings the
death- the biological conclusion of the being. The very
emergence of overproduction unfallingly indicates that the
rate of profit i1s no longer enough to sustain a further
progress of the productive forces. When overproduction becomes
deeper and deeper and with further development, it asserts
that the rate of profit can not be reinsteted to a level
sufficient to permit the employment of all Capital and labour.
Here Capitalisn collapses due te its own weighte Its prop,
the spur of profit, is gones It is atrophiede It is not
done to death, it dies a natural deaths Marx writes "Capi-
talisn comes to a standstill at a point determined by the
production and realisation of profit, not by the satisfaction
of social needs."81 Thus we find that the falling rate of
profit is closely affiliated with the inevitable decline and

80. Ibid., p. 304.
81. Ibide, P. 302.
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fall of capitalisne The falling rate of profit imposes a
crippling barrier to accumulstion and production- the fommer
is the basis and latter the end of capitalisme. It accelerstes
the process of concentration and centralization of capitsl,
It further creates conditions which tear at the vitals of the
systeme If the Magrxian thesis of a long-run decline of th_e
rate of profit is tenable, then it could be safely argued
that business cycles are oscillations around a falling trend

of profit.

A _Study on Capitalism

Marx is not interested in explaining events as much
as changing themes His philosophy is dedicated to revolu-
tionary change and his diaslectic is meant to be an armour for
use In the struggle against the existing systeme Hegel has
taught him that nothing is completely permanent but every
thing is continually evolving, developing and becoming. Marx
believed that capitalism is only a 'passing phenomenon with
a limited 1ife times He examined history to di scover its
lawse He thought if he could discover and understand them,
he could find the future of the systemo. With this intention
he found that the falling rate of profit will bring the
permanent crisise Thus, the law of profit assunes an impor-

tant position in his analysis of capitalism. The flora and
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fauna, the rise and fall of capitalism are to be read in
the falling rate of profite In a letter to Engels in 1868,
Marx.refers to the problem of ®"the tendency of the rate of
profit té fall as society progresses™ as "the great pons

asini . of political economy to date'.82

To Marx, a crisis is retribution. It is the pricevfor
the original sine A crisis, is not a superficial disturbance
till the establishment of the new equilibrium. Rather it
plays a positive role in shaping the long-temm trend of the
systeme Crisis serves to.resolve the original contradiction
of capitalism as well as being a product of it.® Crices are
always momentary and forcible solutions of existing contra-
dictions, violent eruptions which restore the disturbed
equilibrium for a while.'es Thus Marx has concieved cricses,
not as stray deviations from predestioned equilibrium but in
themselves as vehicles of progress which, obeying the laws

of history determined the development of capitalisme.

82 Correspondence, pP. 244,

83 Cagital, Vol III, pe 292,



4. APPRAISAL

"At any rate I hope the bourgeoisie will
think of my carbuncles all the rest of their livesd

Letter to Engels.




4,0  SUMMARY

No where in the Marxilan analysils do we find a definite
shift of emphasises and marked alterations as in the theory of
price.- In Volume I, he identifies price with lzhour content
and demand with use-value. Nevertheless in the later section
of Volume III he tzkes note of the varying organic compositions
of capital and tries to include the market forces of supply and
demand. This concept of prices of production and not the labour
theory of value, constitutes the ax1§ of Marxian teachings.
Here Marx makes the subtle distinction between surplus-value
and orofit, Even though surplus-value is excluslvely the
product of varilable capital, to the capitalists 1t 1s a product
of total capital outlay.

Marx theory of profit is a development of his theory
of commodity valuation. He asserts that surplus or profit is
the important 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-valus is the Ilmportant
factor. Here it is noteworthy that relative surplus-value
which is a significant factor in the Marxian analysis is due
to the increasing mechanization i.e. due to an increase in
the constant capital. However Marx believes that all surplus,
both absolute and relative, is derived from the variable
capital. His concept of innovation 1s the critical wvariable

in the dynamic model, which gilves scope for the occuremnce of
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super-orofit,s Interest is a component of surplus. Its level
depends vpon the magnitude 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 1is
the difference between the social organic composition of
caplital and the capital composition in agriculture. Both
differential and absolute rents belong to the landowner. Any
surplus earned over the average profit is the property of the
landowner, and not of the capitalists.

wWith the development of capitalism, due to the
improvement of techpology, the total period of production
i.e. time of production and time of circulation, 1is abridged.
Annmual capital turnovers, which is calculated by the number of
times industrial capital is reproduced, multiply. The arnual
production of surplus-value which 1s related to the total
number of turnovers, 1is therefore, increased. Marx expresses
simple reproduction and capital accumulation in value and not
in price terminology. The complete disposal of capitalists!
surplus through purchase of consumer goods 1s called 'simple
reproduction. Capital accumulation is the allocation of
surplus t; capital., The model, evolved by Marx to study the
capital formation in the capitalist economy, 1is based upon
the analysis of capital-goods ard consumer-goods industries
i.e. Department I ard II. The rates of profit in both the
departments vary since they consist of different organic

compositions of capital. However, he introduces another
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assumption saying that in the capitalistie system the rate of
profit in all industries 1s equal. Capital accumulation,

Marx 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 1is accelerated
by the further introduction of technology. This does not save
tne 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
thwarted by antogonistic causes and 1t can exist even if
profits in general continue to increase.

A careful study on theorles of interest, rent ard
capltal accumulation reveals the existence of other factors
that influence the rate of profit. They are (a) changing
value of merchant's capital, (b) changing values of variable
and constant capital, (c) changing values of capital turncver,
and (d) changing values of distributions of profit. An
examlnatlon of the above factors indicates that the rate of
profit increases with declining values of labour-power, with
rise in the working hours, with decrease in the price of raw
materials, and with increase of annual capital turnoverse.

Cycles are inherent in the stuff of which capitalism
is constructed of. They become increasingly severe with the
higher organic compositions of capital. The productive

capacities increase more than the absorbing capacities. The
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lacuna between these two results from the laws of capitalist
development, Over-productiorn is another word for this hiatus
and the crisis follows this.

The tendency towards decrease of the profit rate acts
as a barrier upon the development of the capitalist system.
There is consequently a kind of self-l1imitation to the develop-
ment of capitalism which discloses the contradiction indigenous
to The system. The purpose of capitalist production is the
creation of surnlus-value and the conversion of a slice of it
into new ceapital. This process 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 prices which are below the
prices of production. The factors that favour the realizatdon
of surplus-value are the same as those for creating one. If
the former depends on the productive'capacity, the latter on
the consuming capacity of society. The consuming capacity is
limited by the urge for accumulation which 1is inevitable,
Fierce competition compells every capitalist to accumulate more
and 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
surplus-value anéd its realization. On the one hand, there is

the tendemcy 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 profit
rate. Thils opposition shows the contradiction between the
state of productive capacity and that of actual production

returns. The scent of dialectic, here, 1s irrepressible.



4.1 CONCLUSION

It is rather a delicate and difficult task to estimate
marxfs contribution to the theory of profit. His views on
tnis subject require to be pictured against the wider canvas
of his socio-economic philosonhy. His theorization of
profit is a striking rote in his larger commentary on
caplitalism. The vastness of tae literature to which Marxism
has given scope, the militancy with which its message has
been delivered arnd the vehemence with which it has been
assalled, all combire to make the taslr nf evaluvationrn hard
and hazardous. The grand vision of an Intrinsic evolution
of ecbnomic process -- that works through accumul=tion, and
finally destroys the competitive society -- stards still
admirable, insnite of its subjective assumotions and
defective techniocues. The breadth and bezuty of the vislen,
even after the most vigorous criticism has done its worst,
mizght dazzle many even more than it dazzled Engels, who
was very near to the workshop. The vision oﬁ Marx 1is a
product of purposive wanderings in various branches of
socinlngy, definitelv surpassing ecovnmics. Hence it 1s
arduous and also unjust to understard and ~ssess it purely
by the tools of economics. It is not only a tribute to Marx
but also a delineation of the difficulties involved to
attempt such a one. Thus, realising such tremendous

limitatiors, let us venture a becirning ir that 1ire,
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Marx, in the 'Preface of Cgpital' Volume I, as cited
already, says the ourpose of his endeayour. "Tt 4s the
ultimate aim of this work to lay bare the economic law of
motipn of modern society." TWhat is this law that imnarts
the propelling force for the progress of the society? A
clinical scrutiny of Marxism, enables to perceive four
'1aws of motion'. They are -

(1) the law of the falling rate of profit,

(2) the law of the increasing severity of the cyclical crises,
(3) the law of concentration and certralization of capital; and
(4) the law of the increasing misery of the labourers.

Laws in social sciences are not to be considered as
laws in the physical sciences, because the exactness of facts
and the infallibility of ovrognonstications of the latter can
rever be attained in the former scilences. Because thevy de=l
with the subtle ard mutable nature of man, Hernce the laws
in soclal sciernces are to be viewed as tendencies, in the
sense that they predict certain possibilities and that certain
situations are more likely to materizlise than, not as a
result of certain given causes, or simply, a given cause
tends to produce a particular effect. Thus, the laws, as
expounded by Marx, should be regarded only as exnressions of
terndencies, which under given circumstarces, might he thwarted
by countering causes. They are too nebulous to reduce to
mathematical exactitude. Thus these four laws are to be
chought of as tendential only.

Of these four laws, the law of the falling rate of

nrofit forms the cardir=al around which other laws revolve,
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If the whole Marxism could‘be reduced to these four laws, and
if the law of falling rate of orofit is found to be the pivot
around which other laws nestle, ther the study of the law of
falling rate of profit assumes specisl importance. 1In
other words, a study of the law of falling rate of profit
gives a fair glimpse of Marxism,

Let us start with the Marxian conclusion of the
develonment of international capitalism, Capnital will with-
draw from the field where the rate of return for caniﬁal
is low ard invade to the fileld where 1t is hish, Bec=ause of
the differences in the profit rates among various countries,
capital seeks a country where it gets a higher return, Tt
is the genesis of world market and the creation of colonies
is the concomitant of it. Such a process bringsalso the
internationalization of capitalism.

Turning to home front, we find that due to f~11ling
rate of profit, surplus for the capitalilst becomés progre-
ssively sm=ller. In order to increasse the size of the
surplus or in other words, to arrest the declinirg terdercy
of the profit, the capitalist increases the ratio of
constant capital., Such an a2ct, bec=use of an inevitable
increase in the c=apital compnsitions, only aggravates the
state of affairs. Imncrease in the constant canital, which
is supposed to be the saviour of the situation, results in

the creation of the irdustrial reserve armv., Due to a
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progressive increzse in the constant canital, which is
promulgated by the law of declining tendercy of nrofit, the
industrial reserve army will fo on Increasing because the
disp;acement of labour must ultimately be greater thsn the
reabsorption. The increasing size of the industrial reserve
army will pull down the wage level to subsistence ard since
subsistence is malleable doﬁnuard, 1t will result in the
increasing'misery of the proletariat., Thus the law of
misery of the proletariat is rooted in the law of profit
and the increasing misery of tae proletariat is a natural
corro%@ry of the declining tendency of the rate of profit.

The increasing misery of the proletariat brings forth
the class-consciousness. A proletariat without class-
consc iousness carnot nerform the function assigned by historv.
Class-consc iousness causes class-struggle. In the class-
struggle, the proletariat wins,

Overvoroduction is the logical resultant of an increase
in the organic composition of canital which 1s directed
towards arresting the falling rate of profit. As the organic
compositions of capital increase, market capacitles expard
lesser tnan the productlion capacities. This everntually leads
To general overproduction. Over production causes cycley
a seriles of deeper over-production resuvults in incre~singly
severe cycles which ultimately contrive the fatsal crisis.

The Marxian conclusion of increasing concentrations

of production is also a derilvative of the law of nrofit.



nuring cyeclic=l adversities, the number of copitalists is
reduced. Inspite of Aecrease in the number, the total
production is ever-increasing during subsecuent vhase of the
cycle. This imolies corncentration of oroduction. To wither
the critical forces of comnetition -- ar inevitable secuence
the capitalists' bid to increase production -- the
pitalists increase the capit=l compositions which necessarily
id to centralization.

The increasing concentration of prnduction and misery
the proletariat divides the society into two water-tight
d>artments feor preoaringfgitimate sec=ylt, With the
Aning rate of profit, rates of rent ard interest (as it

ened to wage) should also 3declire. With the declining
3 of rent and interest, thermoney lending class and the
owning class, are eliminated. Other classes have no
rical justification for existence.l Only twp classes
: bourgeois, the class which owns the capital ard the
ariat, the class which 1s subordinated by capital.

Thus we find that the Marxian conclusions of the

ment of international capitalism, the concentration

tralization of production and finance, the increasing
misery of the proletariat, the inherent instability of the
capitalism, the class-consciousness »nd the class-struggle

or in fine, the -very essence of Marxism, are greatly a

1. Communist Manifesto, p. 23,
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logical derivative of the theory of falline rate of nrofit,
The dynamic model of Marx, is a compendium of the above
qonclusions ard hence the entire model rests upon the premise
of t@e tneory of the falling rate of profit. If Marxism is
a commentary on the future of capitalism ard if the whoée
Marxism could be simnlified to the theory of falline rate of
profit, then the veracity of the theory is to be established

to test the accuracy of the Marxian nrediction.

TEST OF THE THEOCORY

Now let us try to subject the thenry to statistical
tests., It is a formidable venture because Marx has never
given the bolts and nuts of the theory nor attemnted to offer
unequivocal definitions of the corcents used in it. That is
why so far very few have tried 1n this direction.2

Recalling that ¢ = the organic composition of capital,

v
8 = the rate of surplus-value and _s = the rate of profit,
v c+V
p', we have been dividing both the numerator and the denomi-

nator of _s by v
c+V

p' =

s
v
+

m<um

c+V

vV

<IO

2. Probably the first to venture in this field 1is Eugene
Varga, See hjis, The Great Crisis and its political
conseguences (New York, 1935), pn. 174-75,

The work of Joseph Gillman in this field deserves

anorec iation, Even thonugh his internretatior of the

law 1s not fully convircing, it is a remarkable

attempt. The subseruent statistics are reoroduced

from his bnnk The Falling Rate of Profit (London, 1957),.
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Assuming as Marx does, a constant rate of surnlus-value of
the rates g, p' will decrease as ¢ ‘ncreases and will 3ncrease
as ¢ dechases. ’

Y Gillman has devised an ingenious test for the law, He
seeks to establish the statistical relations between the
Marxist categories, ¢, v and s and to compute their trerds
with the help of the data published by the United States Bureau
of census for the years 1849 to 1939,

In his calculation, ¢ corresnonds roughly to the value
of 'materials, supplies, fuel, purchased electric energy ard
contract work' of the U.S. Census of Manufactures, plus an
allowance for depreciation of plant and ecuipment. v
corresponds roughly to wages in that census when the ¢ and v
eguivalents of the census are substrected from its 'value
oroducts!', one obtains the s of the formula.g The ca=lculations
of the Marxian ratios are carried both on the basis of the
constant canital consumed (flow' basis) and on the basis of
the capnital invested (Stonck' basis).

In the Table No., 1* this method 1s i1llustrated.

The findings of the 'flow basis' are summarised in
Table No. 2,°*

During the period 1919-39, by amd large, the organiec comvosi-
tion of capital did not rise, the surplus-value did not fall

and the rate of orofit never temded to fell except duping

depression years.

* (See page 2 33).

*%x (See page < 34).
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The calculation on the 'Stock' basis only confirms the

same conclusion, as it is shown in Table No. 3 .%*

. l4

Table No

The organic composition of ecepital (o.c.c.), the Rate

of Surplus-Value (s') and the Rate of Profit (p!'). United:
States Electrical Machinery Injustry. 1941,

(Dollar =mounts in millions)

Line Item and computation Amnrunt and
ratios
1., Net sales (or value of nroduct) 2172
2. Materisls* 724
2, Depreciation, ete ** 64
4, Constant Capltal (line 2 + 1line R)=C 245
5, Variable capital (v): wages of nroductibn
workers 606
6. Total Capital (c+v) ¢ Line 4 + 1ine 6 1451
7. Surplus-value (line 1 - 1lipe 6) = 5 721
8., 0.C.C. (1ine 4 = line 5) 1.4
9. 8" (line 7 . 1ine 5) x 100 119
10, P' (line 7 _:_ line 6) x 100r** 249 7

* Does not include fuel, etc., as the correspondiing Census
item does,

** Includes deoletion 2nd amortization,

***xThis is the elementary form of the profit rate of which
we snoke earlier,

#x (See page 235).

8. Gillm=n notes here that "this basis contains serious
shortcomings", See, Ibid., pp. R3-P4,

4, Ibid., on. 35,
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5
Table Yo, 2

e
————r

The organic composition of Canital (o.c.c.), the Rate
of Surnlus-value (s!') and the Rate of Pro?it>(n') TTnited
States Mamifacturing Imdustries 1919-79,

Tlow Basis 2,

(Materials consumed, plus denreciation allowance)

gt Pt
Year 0.C.C, Per cent ner cant
199 3.9 135 27 46
1920 3.4 111 25.2
1921 3.5 116 26.0
1922 3.5 124 27.2
1923 3.5 128 28 .6
1924 3.6 13l 28.9
1925 3.7 142 30,3
1926 3.6 140 30.4
1927 3.6 144 31.6
1928 3.7 159 34.1
1929 3.6 164 35,4
1930 3.6 161 35.0
1931 3.5 154 34,4
1932 3.6 145 3l.5
1933 3.7 154 32,9
1934 3.6 137 29.6
1935 3.8 136 28.2
1936 4.0 150 30.2
1937 37 124 2,6
1938 3.9 149 20,6
1939 37 149 32.0




[\
Cal
cr

6
Table No, 3

The Organic Composition of Canital (o.c.c.), the Rate
of Surplus-Value (S'), ard the Rate of profit (n') Tnited
States Mamufacturing Industries, Various yvears since 1220,

Stock basls 2,

(Total constant capital)

.\ SI p!
Year 0.C.C. per cent per cent
1880 1.5 102
1890 1.9 134 gg
1900 2.6 132 50
1912 3.2 137 42
1919 4,3 125 29
1920 4.3 - -
1921 5.6 02
1922 4,7 1-” 1§
1923 4,2 121 209
1924 4 .4 - .
1925 4,3 136 22
1926 4.4 - e
1927 4.4 1239 22
1928 4,5 _ -
1929 4.4 159 26
1930 S.1 - =
1931 5.9 147 25
1932 7.3 - -
19323 6.7 150 22
1934 5«4 - -
1935 4,7 130 o8
1936 4.3 - -
1937 4,0 130 33
1938 4.9 - -
1939 4,3 151 35
1940 4.0 - -
1941 344 - -
1942 2.7 - &
1943 222 - -
1944 2.1 - -
1345 2.5 - -
1946 3.3 - -
1947 343 129 39
1948 35 o =
1949 3.8 129 24
1950 3.6 141 40
1951 3.5 123 2g
1952 3.6 132 32

6. Ibid., p. SS.
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We 1irfer from the limited statistical tests conducted
on the law of profit, that Marx 1s not &nvulnerable. It
probably means that some factors are'workinz to upset the
operation of the law of fallinz rate of profit. The why of
this could be explained in simple terms.

As 1t has been told in the earlier chapter, Marx
has derived this law on a high level of abstractior =nd hence
its veracity is relative to the level of abstractisém on
which it is conceived. It should undergo a modification if
it is to be brousht to a more concrete level, to which
orobablv it 1s not intended f_"or.“7

We can accept that Marx has onerated at a high level

of abstraction ard has evolved a model of pure capnitalism

from which all inessentiasl features rave been eliminated.
But, Marx has conducted the analysis on progressively lower
levels of abstraction in subsequent Volumes of II and III,

As a matter of fact, 1n Volumes II ard I1I1I, he has

qualified many of the conclusions derived from the abstract
model expounded in Volume I, <(his view 1s further reinforced

if we remember that he has stated the theory of the falling

7. Gillman has redefined the Marxian formula 1In the form,
P=8S - U/ + V+U, In other words the rate of profit is
equal to surplus-value minus unoroductive expenseg.of
circulation divided by the sum of constant and va¥nable
canital and there s=ame uroronductive expenses, The
expenses of circulation U are exvenditures which are
required for the 'realization' of surnlus-value in the

(contirued on rext nage)
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rate with its riders only in Volume ITI, even though he has
ample logical occasions to give them in Volume I. Hepnce if
phe theory of vrofit fails in the 1limited statistical tests,
thqt_failure should not be attributed to the operation of
'counteracting cavses!, In a given real situation, ir which
the theory is to be tested, it is impossible to purege on
the influences either of "eounteracting causes" or "favourable
factors". At any particular point of time, the contributiors
of these causes and factors can seldom be ignored. Hence, 1i°f
"the favourable factors", that aid the operation of the law
so much are deliberately ignored ard 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 thnat the 'tendency?
ought not to be interpreted as concrete_predictions about the
future of real capitalism and that a future of the 'tendencyv!
to manifest on the surface of reality shows that it is

tcounteracted! ard not that it does rnot exist.

(contd, f.n. 7)

form of profits by the capitalists, The revised formula
asserts that these 'unoroductive! exnenses of circulation
are of imnortance relative to the rate of profit, on the
one side, and the capitalist's investments in constant
and Variable capital on the other. From the canitalists!
point of view, the investment 'on unproductive exvenses!
of circulation is also significant to the realization of
a orofit as his investment in productive constant ard
variable capitals; herce U in the demominator. However,
tnese very experditure causes a drain on productive
labour -- hence the U ip the numerator. Gillman,
Ibid., pp. 66-106,
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If a theory desires to nroduce an anneal more than
intramural -- an appne=al to the whole world which its author
intended -- then it should not loom only in the abstract
woBfld. The method of the abstract theory is always hyoo-
thetical; for though based ultimately on observation, it
works from artificially orocessed data. It is in itself
incomplete, since we cannot by its ald alone adequately
understand the complex phenomena of actual 1life., Such an
abstract model can itself only give broad outlines of the
essential determining factors and the general marner of their
interactions and it can be used for purposes of prediction
only; (a) if the assumptions of the model are attuned to the
real world and (b) if the secordary determining factors
abstracted from the model,do'not exercise any significant
influence. This exnoses the inadeaquacy of the Marxian model.
If the abstract model Is 3ll-suited to analyse the real
situation, because of its insbility to exnlain actual world,
the model should be strained to accormodate the "corunter~
acting causes" which are inexorable parts of real 1ife, If
the 'counteracting causes' are taken into account, then it
explains now they would ever present in real world and
thereby pérmanently cancel the operation of the law of the
failing rate of profit. This is another way of pointing
out the basic imperfection in Marxism, 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. It is fitting to erd our enguiry with
the inimitable words of Schumpeter. "What a pity, but at

the same time, what a lesson ard vhat a cha.llenge".8

8. History of Ecoromic Analysis (New York, 1954),
ps 433,
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APPENDIX , A REPRINT OF AN ARTICLE
"GALBRAITH'S CONCEPT OF CONVERGENCE"

"The capitalist wode of production has been brought
to a point where tne work of supervision, entirely divorced
frem tne ownership of capital, is always readily obtailnable.

1t has, therefore, cowe to be useless for ene capitalist to

verfor: it himself."

Capital Vol. TII



Galbraith’s Concept of

By PL.

Is Galbraith really serious about the concept of convergence? One does not know.

Convergence: A Study

ANDIAPPAN*

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.

IN 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
agreed that the economic system was in a state of
{evelopment and in time would transform itself into
something hopefully better but certainly different.
jocialists 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.”! 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 conflict 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 this field. Berle and Means, Palmer, A. M. F.
Burnham, J.* and others share the opinion with him.
Palmer opines: ““ If an intelligent observer from Mars

* Research Scholar, Indian School of International Studies,
New Delhi-1.

1. 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
Managerial Revolution, N. Y., 1941.

5. “On Public Accountability,”
January 1960, p. 13.

Socialist Commentary,

6. Many economists have studied this development in the
growth of corporate sector. For example, see: Berle, A. A,
and Means, G. C., The Modern Corporation and Private Property.
N.Y., 1933, for a lucid analysis. Also see: Hirai, Y., Conception
of High Grade Corporation, Tokyo, 1966, for an analysis of the
structure of the corporate sector, and Maurer, H., Great Enterprise,
N.Y., 1965 .for the study of growth of corporations.

7. To illustrate the effect of astounding advancement in
technology Galbraith cites the case of the Ford Motor Company.
This company was formed in June 1903 with a capital of $0.15
million and the staff of 125 and it produced its first car in October
the same year. In 1954, the same company having a capital of
$ 6,000 million and employing about 317,000 men placed in the
market a car on which work had been initiated in 1962; engineering
and styling cost § 9 million and tooling up for production of the
car cost another $ 50 million.

8. Ibid., P. 105.
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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.”® 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® 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.? 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.® 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 relic of earlier _days
of influence of the  entrepreneurial corporation ™
without either heavy dependence on modern technology
or necessity and ability to control the market. Big
business and- the °technostructure’ in particular are
partners of government.”

The Ruling 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®. To him, the
managerial revolution obliterates the essential differences
between the various economic systems. In all systems
the managers are the rulling class!®.

Earlier, the need for planning in corporations has
been referred. The success of the plans requires

9. The Managerial Revolution, N.Y., 1941.

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.

11. 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 shift 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.”!!

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. 12

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.” '3 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.'* There are others!?
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
old wine in new bottle.”" 1% These estimates do not
explain until we throw light upon the various criticisms

12.  The Modern Corporaton and Private Property, N.Y., 1933.

13. In his article, ** Liberalism according to Galbraith,”
Commentary, October 1967, Pp. 77-83.

14. Ibid., p. 78.

15. For example, Robert Eisner in his interesting review
of the book, ** The New Industrial State.”

16.  Quoted in Time, February 16, 1968.

17. Machlup, Fritz, The Political Economy of Monopoly,
Baltimore, 1952, P. 239.

18. See: The Quarterly Review of Economics and Business,
Autumn 1967, Pp. 83-84.

19. Oxford and IBH Publishing Company, Calcutta, 1965,

20. [Ibid., P. 41.

21. Aron, Raymond, 18
London, 1967, P. 2.

22. Ibd., 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 which concentration has proceeded is entirely
out of proportion 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.” 17

Robert Eisner questions the divorce of the corpora-
tion from profit incentives by Galbraith. He asks,
“would not the economy behave differently without
the guide, however indirect, of profit '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'® 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.”2° 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,” 2! 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 closer together and are tending to converge to-
wards a mixed form *‘is at the most only a hypothesis. *2
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 wishfuvl thinking.
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